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ECONOMICS OF DEFENSE PROCUREMENT:
SHIPBUILDING CLAIMS

FRIDAY, X!AY 19, 1978

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON PRIORITIES AND ECONOMY IN

GOVERNMENT OF THE JOINT ECONOMIC COMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:43 a.m., in room
5302, Dirksen Senate Office Building, Hon. William Proxmire (chair-
man of the subcommittee) presiding.

Present: Senator Proxmire.
Also present: Richard F. Kaufman, general counsel; Steve Watkins,

professional staff member; Mark Borchelt, administrative assistant;
and Charles H. Bradford, minority counsel. 0

Senator PROXMIRE. The subcommittee will come to order.
Before I give my statement, I would like to let you gentlemen know

that we are going to have a couple of interruptions this morning in the
course of this hearing.

Senator Weicker is going to come in, and when he comes in, we
want to accommodate him, and we will put him on. A little later I am
going to have to go to the floor. I have a statement I have to make on
the floor at about 10:30. We will recess the hearing during that period
and I will be right back. It shouldn't take more than 15 minutes or
maybe 20.

OPENING STATEMENT OF SENATOR PROXMIRE, CHAIRMAN

Senator PROXMIRE. This subcommittee has been holding hearings
on Navy shipbuilding claims since 1969. They seemed large then, but
they were only a small fraction of the $2.7 billion pending today.

Our purpose has been to inquire into the cost consequences of the
claims an d the effect of the claims problem on defense procurement.

We are now enlarging our focus to include shipbuilding itself. One
objective is to understand the problems of ship construction generally
and why it takes so long any costs so much to build ships for the
U.S. Navy.
- There is general agreement that productivity in the shipbuilding
industry is low and that it is especially low in the yards where Navy
ships are built. The Electric Boat Division of General Dynamics is
one of those shipyards. When there is low productivity in a shipyard
doing work for the Navy, schedule slippages and cost overruns in-
evitably follow.

The question we are asking today is: Why is productivity and
efficiency low at the Electric Boat Division?

(1)
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We want to know how productivity in a shipyard is measured, how
the Navy monitors it, and the steps being taken, if any, to improve
productivity in the Electric Boat Division.

We want to know whether there is less efficiency at the Electric
Boat Division than other major shipyards and, if so, why.

We also hope to learn the extent of Government responsibility for
productivity problems at Electric Boat and the extent to which the
company is responsible for its own inefficiency.

Our witnesses are very well qualified to throw light on these matters.
We will begin with three individuals who have had direct experience
at the Electric Boat Division, one as a management official and two as
skilled workers.

They will be followed by Vice Adm. C. R. Bryan, Commander of the
Naval Sea Systems Command.

We will also hear, as I pointed out, from the Honorable Lowell P.
Weicker, Jr., a Senator from Connecticut.

We invited General Dynamics and the other two major shipbuilders,
Litton and Tenneco, to this hearing so that they might present their
sides of the story. Each has declined our invitation.

It is unfortunate that the contractors do not see fit to reply to the
allegations made before this subcommittee and to complete the picture
of Navy shipbuilding being provided to us. I hope they will change
their minds about testifying, and once again I extend an invitation to
them to appear before us and help us gather the facts we need to carry
out our responsibilities.

We will start, then, with Mr. Ballato, Mr. Camara, and Mr. Eno.
Mr. Ballato, we are delighted to have you. In order to give you

guidance so that you will know how the time is running, we have a
little system here. The green light goes on for 9 minutes and the yellow
light (caution) goes on for 1 minute, and then the red light goes on,
and the red light means that is it. OK?

iThat is for your help so you know when the 10 minutes are up.
You may start now, and they will turn it on in a minute or two. Go

right ahead.

STATEMENT OF CHARLES 3. BALLATO, PIPEFITTER, ELECTRIC BOAT
DIVISION, GENERAL DYNAMICS CORP., GROTON, CONN.

Mr. BALLATO. My name is Charles Ballato, and I am a pipefitter
at General Dynamics in Groton, Conn. I have worked there for 13Iyears. I am a member of local 620 of the United Association of
Journeymen and Apprentices of Plumbing and Pipefitting Industry
of the United States and Canada. I am recording secretary of local 620
and was formerly chairman of its workman's compensation commit-
tee. The pipefitters union is a member of the Metal Trades Council of
New London County, which is the certified bargaining a gent at
Electric Boat. I am also the chairman of the Occupational Disease
Committee of the Metal Trades Council.

First of all, I would like to thank Senator Proxmire and this sub-'
committee for inviting me to speak here today. I hope my testimony
will be helpful in trying to resolve some of the problems at Electric
Boat. In my area, mostly, the most serious is the health problem.
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The first priority always is safeguarding workers on the job for all
our members, this permanent health clinic to examine all workers
who have been exposed to asbestos and other occupational diseases.
We hope they will live a more healthy and happier life.

I would like to thank the officers and the executive board and the
membership of local 620 for the opportunity to testify on their behalf.
Our local has devoted a lot to time and effort to this program and we
intend to explore all avenues to reach our goal.

It is apparent to us through the health clinics that I mention in
my statement, that was done by Dr. Irvine Selikoff of Mount Sinai
Hospital, that in 1975 and 1976 a large number of X-ray abnormalities
were discovered which indicated exposure to asbestos. It is very dis-
couraging thatwith these findings, Electric Boat and General Dynamics
Corp., do not really see the seriousness of these clinics, and have made
no effort to conduct other clinics to examine people who were exposed
to asbestos.

What they failed to do, we will do. It may take quite a long while,
but as long as the unions are at Electric Boat, this clinic will take place.

Thank you very much.
[The prepared statement of Mr. Ballato follows:]

PREPARED STATMENT OF CHARLES J. BALLATO

I am Charles J. Ballato, I am a pipefitter at Electric Boat Division of General
Dynamics in Groton, Connecticut. I have worked there for 13 years. I am a mem-
ber of Local 620 of the United Association of Journeymen and Apprentices of Plumb-
ing and Pipefitting Industry of the United States and Canada. I am recording
Secretary of Local 620 and was formerly Chairman of its. Workman's Compensa-
tion Committee. The Pipefitters Union is a member of the Meal Trades Council
of New London County which is the certified bargaining agent at Electric Boat.
I am also the Chairman of the Occupational Disease Committee of the Metal
Trades Council.

In early 1975, we learned for the first time that one of our members, Sammie
Gray, had asbestosis. He was about 40 years old and was already totally disabled.
At about the same time, we learned of the work of Dr. Selikoff and the Mount
Sinai School of Medicine. We contacted Dr. Selikoff to explain the working con-
ditions with asbestos at Electric Boat. In March of 1975, we brought one union
member, Alan Eleazer, who had been a Pipe Lagger for about 17 years at Electric
Boat to the Mount Sinai Clinic in New York City. He was examined there and
found to have a clearly diagnosed case of asbestosis. We discussed the overall
working conditions and problems at Electric Boat with Dr. Selikoff's staff. In
July of 1975, the Mount Sinai team of Doctors and Technicians came to the union
hall in Groton, Connecticut and examined about 200 people who had asbestos
exposure as well as lead exposure. The preliminary results of this exam showed
there were X-ray abnormalities consistent with asbestos exposure in about two-
third of the people examined.

Dr. Selikoff and his team returned in the Spring of 1976 where he examined
about 800 more shipyard workers at Electric Boat. These workers were from
various trades some having a high degree of asbestos exposure and some having
low exposure. The final results showed X-ray abnormalities ranging from 36 per-
cent to 55 percent of all workers examined. For those workers with 20 or more
years in the shipyard the range was from 36 percent to 73 percent. The 73 percent
figure was found in our union of pipefitters which includes the pipe laggers. A copy
of. the survey is attached to this statement.

In the winter of 1976, the company hired its own physician to conduct a survey
of the asbestos problem at Electric Boat. Although we cooperated with the survey,
the unions have not been given the data, the findings or survey results of that
test. It is believed however, that the survey included a very limited number of
shipyard workers. Most of the people who were examined in the company survey
had already been examined by the Mount Sinai Clinic in July 1975.

In the meantime, Sammie Gray, the first diagnosed case of asbestosis, had not
been paid any compensation although he was totally disabled and the diagnosis
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was clearly asbestosis. The diagnosis, in fact, had been make in the Fall of 1973.
He was not paid compensation because Electric Boat had become a self-insurer on
March 1, 1973. Electric Boat claimed that the responsibility of paying compen-
sation should belong to the former insurance company as that was when the bulk
of the exposure took place. The former insurance company claimed that Electric
Boat as a self-insurer should pay the compensation because that was when the
last asbestos exposure took place. The case was finally tried before an Adminis-
trative Law Judge of the Department of Labor under the Longshoremen's and
Harborworker's Compensation Act in September, 1976. It was ruled that Sammie
Gray was entitled to permanent total disability and that Electric Boat, as the
self-insured, was obligated to pay. This decision was affirmed by the Benefits
Review Board of the Department of Labor, and subsequently before the United
States Court of Appeals for the Second Circuit.

In the meantime, Allen Eleazer, the pipe lagger who was first examined by
Mount Sinai at its facilities in New York City, became totally disabled in the
summer of 1976. He took a disability retirement, received social security benefits
and the following summer, died of lung cancer, which was caused by his asbestos
exposure.

Subsequent workman's compensation claims involving asbestos exposure have
been filed. We are aware of about 75 claims that are now pending, although there
are probably others, as well. Of the 75 that have been filed, approximately 10
have been tried before Administrative Law Judges and in all cases to date the
claimants have been found to have been seriously injured by asbestos exposure or
have died of lung cancer, respiratory failure or mesothelioma, a rare and fatal
form of cancer, whose only know cause is asbestos exposure. We are aware of at
least 12 people whom we believe to have died as a result of asbestos exposure of
the group of 75. Six had already died when their claims were filed. 6 others died
while their claims were pending.

Most of these 75 people have filed law suits against the manufacturers and
suppliers of asbestos products for their failure to warn Electric Boat or its employ-
ees of the dangers of asbestos exposure. In additon they have filed a suit against
the United States Navy for its involvement in specifying the use of asbestos
insulation and for the actual supervision of the installation and removal of asbestos
insulation in nuclear submarines without warning the workers. These suits are
now pending in the United States District Court for the District of Connecticut
and have not yet been resolved.

Electric Boat has purchased x-ray and pulmonary function equipment for the
testing of asbestos related diseases as well as other occupational disease. However,
there are no adequately trained personnel to operate this sophisticated equipment
and arrive at what is a difficult medical diagnosis as to whether an individual has
asbestosis, lung cancer or mesothelioma. Even the local physicians have difficulty
in examining the various symptoms and clinical evidence to arrive at the diagnosis.
We frequently find the local doctors are simply unable to tell one way or the other
whether an employee's symptoms are caused by asbestos or some other cause.
When the employee is referred to the experienced Mount Sinai Clinic, it is usually
able to give a clear cut diagnosis one way or the other. Thus we have seen a vivid
example of the difference between experienced and inexperienced medical per-
sonnel, dealing with a very sophisticated disease and its problems.

With the help of Dr. Selikoff, the local and International Unions, the Connecti-
cut Department of Health and Congressman Christopher J. Dodd of the Second
Congressional District of Connecticut, proposals have been made to establish a
permanent occupational health clinic to investigate and treat and educate workers
and their families, not only for asbestos related diseases but for all occupational
diseases. A separate program would be established for the education of the medical
profession in the area as to asbestos as well as other occupational diseases. The
University of Connecticut Medical Center in Farmington, Connecticut is in the
process of applying for a grant from the National Cancer Institute, and possibly
the Occupational Safety and Health Administration. It has been a very long time,
however, there are still no visible signs of progress being made in the establishment
of the permanent clinic which is vitally needed as soon as possible. It is important
to locate former employees, offer them and their families immediate physical
exams and explain to them what they should do in the future.

Since the OSHA asbestos standards were established in the early 1970's, Electric
Boat has phased out the use of asbestos insulation on submarines and has restricted
the indiscriminate removal, of asbestos insulation from submarines being over-
hauled. Asbestos has largely been replaced by fiberglass. Fiberglass causes dust



5

which appears to be similar to asbestos. There have been no long range studies of
fiberglass similar to those done on asbestos. Some limited experiments, indicate
that it produces cancer in rats similar to asbestos. Nevertheless, there are no OSHA
standards on fiberglass and it is treated more as a nuisance dust, similar to asbestos
ten years earlier. Unless industry and the Government treat fiberglass with the
same precautions that asbestos should have been treated, 20 and 30 years ago,
we may end up with a similar national tragedy for our current shipyard workers.
It is not enough to say that fiberglass is safe until proven to be dangerous. To
protect the working man and woman, we must regard fiberglass as dangerous now
until proven to be safe.

It is important considering the asbestos tragedy that has occurred in South-
eastern Connecticut to remember that the manufacturers and suppliers of asbestos
products knew as early as 1930 that asbestos was extremely dangerous to the
health of those using it. Johns-Manville knew about this in 1930 after it com-
missioned studies by Metropolitan Life Insurance to investigate the extent of its
workman's compensation hazard for its own employees. The U.S. Public Health
Service was aware of the problem almost as early. Neither the Asbestos Industry
nor the United States Government informed the users and consumers of asbestos
products of the dangers. Furthermore the U.S. Navy exposed a whole generation
of our shipyard workers as well as its own personnel to these dangers without
any warning or without any restrictions as to protective clothing or protective
masks and respirators. Some of the 75 claims, in fact, include civil service workers
of the United States Navy who were needlessly exposed to asbestos fibers.

In recognizing the responsibility of all parties concerned, Electric Boat has
paid and will be paying workman's compensation benefits under the Longshore-
men's and Harborworkers' Compensation Act. It is important however, for the
United States Navy and the American government to recognize its responsibility
in respect to the innocent people who are now paying the price for having been
kept ignorant for so long about the dangers. It is time to help establish proper
permanent facilities to locate other shipyard workers and help to detect further
asbestos-related problems, offer informed, enlightened medical care, and hopefully
educate the workers and their families as to preventative measures that can be
taken now and in the future.

X-RAY ABNORMALITIES AMONG SHIPYARD WORKERS EMPLOYED IN SHIPBUILDING AND SHIP REPAIR: MAJOR
CRAFTS-YEARS FROM ONSET OF SHIPYARD WORK

All groups 20 or more years

Abnormal Abnormal

Category Number Number Percent Number Percent

All crafts -1,000 459 45.9 185 50.8

Painters - 82 44 53.7 10/25 40.0
Machinists (outside) - 108 58 53.7 12/32 37.5
Pipefitters- 121 66 54.5 25/34 73.6
Insulators : 73 38 52.0 2/7 28.6
Electricians -104 55 52.9 23/34 67.8
Boilermakers -157 80 51.0 41/84 48.8
Welders -117 42 35.9 25/48 52.1
Carpenters -69 38 55. 12/33 36.4

Total -831 ---------------

Total- 1000 459 45.9 185/364 50.8

Senator PROXMIRE. Thank you, Mr. Ballato. Mr. Eno.

,STATEMENT OF STANLEY W. ENO, JR., INDEPENDENT LABOR RELA-
TIONS CONSULTANT AND FORMER INDUSTRIAL RELATIONS MAN-
AGER AND SUPERVISOR OF LABOR RELATIONS, ELECTRIC BOAT
DIVISION, GENERAL DYNAMICS CORP., GROTON, CONN.

Mr. ENO. I would like to thank Senator Proxmire and the members
.of the committee for the opportunity to testify before you today and
submit information.
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I was a senior labor relations supervisor for Electric Boat for 4%
years. Also during that time, I was the manager of industrial relations
for a special project at an atomic power station, and we converted
that to a breeder reactor for Electric Boat.

I started on the S8G project, which is the Trident prototype at
the Knolles Atomic Power Laboratory in West Milton, N.Y. T was
instrumental in setting up and hiring and working out the union
contracts for the company for the first construction units, and have
been directly involved with the 12,000 to 15,000 union employees on
a day-to-day basis in handling grievances, listening to their problems,
and listening to management's side of the picture.

General Dynamics, Electric Boat Division, a company that has
designed, developed and built more submarines, both nuclear and
diesel, is the subject I will address in this statement. Through the
years Electric Boat has been the "world leader" in submarine design
and construction. The 1950's saw the launching of the first nuclear-
powered submarine, the Nautilus, and each year since that time new
and even more sophisticated boats have come from drawing boards
of their designers, draftsmen and engineers eventually to be crafted,
built and launched by dedicated and highly skilled workers. Most of
the boats were delivered to the Navy earlier than their scheduled
delivery dates.

In the early 1970's, Electric Boat bid on and was awarded a series
of contracts to design and build the Trident submarine, a gigantic
new and highly sophisticated boat that is expected, according to our
naval experts, to be the "first line of defense" in the 1980's. In addi-
tion, the fast attack submarines known as the 688 class were being
designed by the Newport News Shipbuilding Co. as replacements for
the aging present nuclear attack boats. Both the 688's and the Tridents
are exponents of the highest skills and technology systems available
to mo ern mankind in submarine warfare.

Electric Boat has been awarded, by the U.S. Navy, contracts to
build 18 688's and 7 Trident submarines totaling billions of dollars.
To accomplish this tremendous building program, thousands of addi-
tional people had to be hired and trained to become skilled ship-
builders and support personnel, the facilities had to be built to pro-
vide construction areas, dry docks and fabrication centers. Procure-
ment of parts, machinery and materials had to be started.

To accomplish all of this, numerous methods were used. Outside
consulting firms were brought in to study whether or not the avail-
ability of manpower would be an almost, if not, impossible task. The
area from which people could be drawn was not large enough to supply
the buildup of personnel required to support this construction. But in
the true New England spirit, Electric Boat plunged forward and
attempted to hire thousands of people to fill the jobs.

Even though our plant is in GrotoiX, we hire more Rhode Island
people than anybody in Rhode Island. All these things were started
and all these things had to be built up, and a herculean task had to be
undertaken.

It was an impossible task, as I said earlier, but we used every pos-
sible fund we could get our hands on, CETA, WIN, antipoverty funds,
and all available State funds and any other method we could get
money from the State and Federal Government.
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It should be remembered that we hired women, we hired minorities,
hard-core unemployed, people who had never worked before and
tried to make them into skilled shipbuilding mechanics. This caused
other serious things within the shipyard. We had problems of sex,
crime, and drug abuse. We had every problem that a major city would
have right within our little shipyard.

I say "little." We had from about 15,000 people up to as high as
25,000 before last October. But the problem wasn't there. The problem
was that we didn't train management people. We had, if you want to
call it that, a half-baked-I should use a stronger word, but I won't-
program for training management.

We would take a man and say, "Today you are a foreman of 10
men." Instead of 10 trained men, he would have as few as 2 or 3
trained men and the rest would be the new people right off the street,
your wife, my wife, somebody's sister, somebody's brother. How ou
expected these people to do a job is unknown to me, and do a skilled
job, requiring highy technical and sophisticated machines on the
boats we were trying to build.

This was not possible, and trouble started. They changed manage-
ment teams in the last 3 years three times, and I mean changed them
from top to bottom. Mr. Joseph Pierce was manager for about 10
years during the time of the building of the Nautilus and all through
there, and we enjoyed a period of great success in making money and
delivering boats on time.

It should be remembered that every single, solitary penny that
Electric Boat spent, whether wisely or foolishly, is U.S. Government
funds, your money and mine, and I cannot impress on anyone how
strongly I feel about this, the way it is thrown away.

I feel by poor management practices, you can waste more money
sooner than you can in any other method that there is that I know of.

I am a senior citizen. I reached age 60 this past year. I have been
in management and I have been with labor. I have been on both sides
of the fence, and I know poor management can throw any company
right down the drain. Here we are with Government money. We
don't care where we spend it. Uncle Sam has plenty of money. We
throw it here and there, and run into cost overruns. They blame it on
the fact that the Navy changed designs. The Navy has changed
designs on every ship that was ever built, and they will continue to
change designs.

Modem technology requires them to do it, but you don't continue
to add to it. You don't put everything that you can possibly think of
into the cost of what you are going to charge the Government, except
when you have a company like General Dynamics, which has basically
no other customer. At Electric Boat they have no other customer,

and at Fort Worth they have no other but the Air Force.
The GAO has backed up our claims on poor productivity. Manage-

ment says, "Those men do not know what they are talking about.

They are not in the yard." They say Mr. Eno hasn't been in the ship-

yard for the last 6 months. But let me tell you, Senator, and ladies

and gentlemen, I talk every single day as an independent labor con-

sultant to as many as 100 to 150 employees doing the work, and if

they don't know what they are doing, nobody does.
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If you don't know what you are doing, and whether you are produc-
ing something, that is to me poor productivity. They keep coming
out with, "Mr. Camara, he doesn't know what is going on in the
shipyard. Yet he talks to 50 or 60 stewards every single day who are
responsible to him, and they report to him the incidents, the foolish
incidents that they put into effect, the prison-like atmosphere that
they put here."

Since Mr. Veliotis arrived, who was not a citizen-and this has
caused a great deal of discomfort among the personnel. You cannot
get a job as a sweeper at Electric Boat unless you are a U.S. citizen,
and yet the man who is in charge of the entire setup is not an American
citizen. The Navy came along and granted a special dispensation of
some sort so that Veliotis can be made leader of the pack.

Mr. Veliotis is a brilliant businessman and a great shipbuilder,
and I give him every credit in that respect, but as a person handling
people, the man couldn't handle my dog. The man believes in the
hard-fist method to get something done. You don't come into any
plant overnight and start firing all of your top designers, all your top
engineers, men who are one of a kind, who have come from the cam-
puses and brought up directly to Electric Boat, who designed some
of the most sophisticated systems that have come along, and have
them told, "You have 30 minutes to pack the 25 or 35 or 37 years of
material you have in your desk and get out. Don't stop anywhere."

The day after this man took over, we lost 3,000 salaried employees
of all types. You can say I am sitting here with sour grapes. I am not.
I am perfectly happy. I draw a minimal pension from them. I have
been able to make ends meet.

My wife is on social security. We are very happy. There are just
two of us. I have sons and daughters and 10 grandchildren, but when
I go over and look at the unemployment line and see these designers
and engineers who are one of a kind, as I repeat, on the unemployment
line, broke because they don't know what to do, I say something is
wrong, and again the national defense and the security of this country
are in jeopardy at the way they are producing their submarines and
the way they are treating their people.

[The prepared statement of Mr. Eno follows:]

PREPARED STATEMENT OF STANLEY W. ENO, JR.

General Dynamics, Electric Boat Division, a Company that has designed
developed and built more submarines, both Nuclear and Diesel, is the subject i
will address in this statement. Through the years, Electric Boat has been the
"World Leader" in Submarine design and construction. The 1950's saw the launch-
ing of the first Nuclear powered submarine, the Nautilus, and each year since
that time new and even more sophisticated boats have come from drawing boards
of their Designers, Draftsmen and Engineers eventually to be crafted, built and
launched by dedicated and highly skilled workers. Most of the boats delivered to
the Navy earlier than their scheduled delivery dates.

In the early 1970's, Electric Boat bid on and was awarded a series of contracts
to design and build the Trident Submarine, a gigantic new and highly sophisticated
boat that is expected, according to our Naval Experts, to be the "First Line of
Defense" in the 1980's. In addition, the fast attack submarines known as the 688
Class were being designed by the Newport News Shipbuilding Company as re-
placements for the aging present Nuclear Attack Boats. Both the 688's and the
Tridents are exponents of the highest skills and technology systems available to
modern mankind. Electric Boat has been awarded, by the U.S. Navy, contracts
to build 18 688's and 7 Trident Submarines totaling billions of dollars. To ac-
complish this tremendous building program, thousands of additional people had
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to be hired and trained to become skilled Shipbuilders and support Personnel,
the facilities had to be built to provide Construction Areas, Dry Docks and fabri-
cation Centers, Procurement of parts, machinery and materials had to be started.

To accomplish all of this, outside consulting firms were brought in to study
whether or not these aformentioned things could be accomplished. Their reports
indicated that the availability of manpower would be an almost, if not impossible
task. The area from which people could be drawn was not large enough to supply
the build up of personnel required to support this construction. But in the true
New England spirit, Electric Boat plunged forward and attempted to hire thou-
sands of people to fill the jobs. CETA, WIN, Anti-Proverty Government Funds
and all available State Funds were applied for and granted to Electric Boat to
train Welders, Shipfitters, Pipefitters, Machinists, Carpenters, Painters, Elec-
tricians and the like. Women, minorities, hard-core unemployed were hired and
the growing pains were unbelievable.

Problems were and are unbelievable. Drugs, alcoholism, sex and discrimination
incidents became a way of life, there were too many learners versus skilled Me-
chanics to adequately perform the skilled tasks required to be accomplished.
Unrest, fights and problems became a way of life as people tried to learn Ship-
building Trades. A normal ratio of 3 or 4 Learners to one skilled Mechanic became
as high as 10 or 12 Learners to one skilled Mechanic with no one learning anything
and productivity dropping to tremendous costly lows. Internal politics caused
almost daily changes in management and supervision at all levels. Each change
bringing about new ideas or ways of combating the expansion. Most of the manage-
ment personnel were inexperienced and untrained in the intricacies of Ship-
building, costs of doing business, coupled with inflation, brought claims against
the Government to the forefront and more management changes took place to
try to find a solution, this is still going on.

The claims for cost overruns will at the present rate go into the Billions, for
both the 688's and Tridents. General Dynamics has had problems in the past with
the F-111 Fighter planes, and even now GAO reports indicate possible problems
with the F-16's, but the Government is always available to bail them out. There
is no doubt some justification for some of the cost overuns caused by required
Navy design changes, the claims by Admiral Hyman Rickover of many of the
things charged to the contracts as being fraudulent must be investigated. The
attitude of General Dynamics and many of the other Defense Contractors is one
of Uncle Sam, must foot all of the bills so that Company Officials can draw their
millions of dollars of profit, salaries, benefits, stock options and the like, thereby
adding to the inflationary spiral of the economy.

Productivity is still much below an acceptable level at Electric Boat, and con-
tinues to drop, and this has been verified by the GAO reports, the Navy, and every
other investigatory agency involved in auditing the shipyard, when these charges
are brought to light, Electric Boat Officials immediately claim, that the people
making the charges are "Liars, rumor-mongers or worse." Yet I ask who knows
better than the employee actually working in the yard each day as to whether or
not he is performing any work? They inform us they are just doing busy work,
the Supervisors tell the workers "look busy, carry a wrench around with you, in
case anyone is watching." Materials to work with are not available and don't
seem to be arriving.

When workers, supervisors and others are trying to look busy for eight hours
a day, either because of lack of materials or lack of direction by Management,
trouble brews, this is evidenced by the considerable increase in the number of
disciplinary warning slips being handed out to the workers each day, and by the
abnormally large number of Union grievances being filed by employees for Con-
tract violations by the Company.

Grievance and arbitrations have grown to the staggering amount of six to eight
thousand under the present contract-1975-1979, compared to twenty five
hundred or so under the 1972-1975 Contract, and two hundred or so under the
1968-1972 Contract. Arbitrations are scheduled two or three a week through
1979, which is unheard of in normal Labor-Management Relations. Labor Man-
agement relations have deteriorated to an all time low and with both the Metal
Trades Council Contract twelve thousand Production and Maintenance Employ-
ees, expiring on June 30th, 1979 and the Marine Draftsmen Association expiring
on September 30th, 1979, one can only look forward to a series of long and bitter
strikes next year. This again causing additional claims for cost overuns on the
688's and Trident Submarines, as well as delayed delivery dates.
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The present. Labor-Management program of the Company under the recently
appointed (October, 1977) General Manager is one of "Bolwarism" which is
causing hate, distrust and harassment of the Union employees. It is also causing
an 1000% increase in the number of cases going to the Arbitration step of the
grievance procedure which is very costly in both time and money. The legal staff
of the Company has been greatly increased and again the Government ends up
paying these costs as a contract reimbursement.

Harassment, delay in settlement of problems of employees is not conducive to
encouraging employees productivity and this in turn reflects in the eventual cost
of the product to the customer; The U.S. Government. Millions of dollars, even-
tually charged back to the Government is being wasted on Lawyers and legal
costs to peruse cost overrun claims.

Security, is another area that is being compromised by Electric Boat under
their present policies. The Guard force has been cut from a high of about 115 men
to about 75, thereby, making security enforcement of the shipyard become sus-
pect, guards have been removed from the vital unprotected waterfront area and
from the various boats under construction, patrol boats have been taken out of
service and a general relaxation of security due to reduced manpower is in effect.

The U.S.S. Ohio, the first Trident Boat, which until a few weeks ago was only
available in artist renditions is now on full display on the waterfront with pictures
published in the local press, and on TV Stations, as well as the availability of
pictures with telescopic lens cameras to be made by Foreign National vessels
coming into New London Harbor. Newport News Shipyard which is of similar
size as Electric Boat has during this same period stepped up security and has over
200 Guards protecting and controlling that shipyard.

Another area of suspect and in need of investigation is in the relationship be-
tween Supships, (U.S. Navy) and Electric Boat. Through the years this rela-
tionship has changed from an adversary type of Supervision and Control to one
of friendship with Electric Boat even hiring retired or former U.S. Navy personnel
for various positions within its management force. Joseph Pierce, Former General
Manager came from Supships, Vice Admiral Joe Williams, recently retired Com-
mander of the North Atlantic Submarine Force is now Operations Manager,
Captain Wishart, retired, has been in charge of docks, etc., for many years, plus
thousands of retired Submariners in various other salaried positions throughout
the Shipyard. When the massive 3000 person lay-off took place in October, 1977
very few if any of these Ex-Navy personnel were affected.

The Lay-off last October instead hit 25, 30, 37 year veteran Engineers, Man-
agers and other Supervisors and has seriously damaged Electric Boat's capabilities
in the field of Research and Development for the future, a field that Electric
Boat was the World-Leader.

Another bone of contention is the fact that the new General Manager, P. Takis
Veliotis is not an American Citizen, and in order for him to be cleared to run the
shipyard the Security Clearance of the entire yard had to be reduced to meet the
clearance granted to its top man. Up until this time one could not be hired for even
the lowest menial task unless he was an American citizen. This reduced clearance
of Electric Boat also affects the type of secret work that can be assigned to the
Engineering Department and could have a detrimental effect on our. National
Security for the future.

All of the factors cited in this statement are a matter of public record and in
my opinion are tangible reasons underlying the cost overruns, the horrendous
delays in delivery, the quality of the product and the general unrest and un-
certainty of the future of Southeastern Connecticut's Economy, but most im-
portantly the National Security of the United States.

Senator PROXMIRE. Thank you very, very much, Mr. Eno. Mr.
Camara.

STATEMENT OF ALBERT CAMARA, PRESIDENT, LOCAL NO. 1871,
INTERNATIONAL ASSOCIATION OF MACHINISTS & AEROSPACE
WORKERS, AFL-CIO, GROTON, CONN.

Mr. CAMARA. I would like to thank you and the committee for
asking me to speak here.
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I am Albert Camara, and I am lodge president of one of the unions
at Electric Boat. I was formerly employed by Electric Boat for over
12 years, and I have been a union official for over 6 years.- I am pre-
pared to testify before the Joint Economic Committee on my observa-
tions on the day-to-day dealings with the Electric Boat management
with regard to the production and maintenance employees.

I was a member of the Metal Trades Council negotiating team
during the 1975 negotiating sessions, which started in April of 1975
and culminated in late November of 1975. The production and
maintenance employees were on strike from July 1, 1975, through
December 1, 1975, when the contract we are now operating under
was ratified by the members.

This contract expires June 30, 1979. It is my opinion that the 5-
month strike was welcomed by Electric Boat management as it
offered an excellent excuse to cover construction delays on the 688
and the Trident submarines for which the company did not have
adequate construction facilities to proceed with manufacturing.

The massive $140 million land-level buildings and the other support
facilities were not ready to be used for submarine construction and
the strike gave the company a reason to cover their delays and com-
plete the necessary facilities for construction.

In addition, the Quonset Point Naval Air Station Fabrication
Facility was being set up and employees trained to man the facility.
The Quonset Point plant, being in use now, was not unionized and,
therefore, operated as a training facility during the 5-month strike.

It should be remembered that the Electric Boat Division of General
Dynamics has only one customer, the U.S. Navy, and that each and
every expenditure comes out of the pockets of the taxpayers of this
country, plus a percentage of profit for the corporation.

Keeping this in mind, it can be seen that Electric Boat Co. has
applied all the millions and millions of dollars that the poor planning
and management decisions resulted in to the cost overrun funds that
they are trying to get from the Navy at this time. I am not an ac-
countant and, therefore, cannot tell the committee how these claims
are manipulated to appear legitimate. I can only state the facts as
they are with regard to the workers who are constantly demeaned,
harassed, and misdirected, and blamed as a smokescreen for manage-
ment to cover their accounting manipulations with the Navy.

;Constant management changes, most due to incompetent and
untrained people being put in charge of various departments, have
taken place on a continuous basis since 1973 when Electric Boat
started getting the contracts for the 688 and Trident submarines.

Supervision had made Electric Boat the greatest skilled and compe-
tent shipbuilding company in the world, a company that designed
and built the complicated and sophisticated modern nuclear sub-
marines, starting with the Nautilus in the 1950's, a company whose
employees were dedicated and proud of their skills, their ability to
deliver safe, efficient and quality products, not 2x; to 3 years late, but
many months early.

Starting in 1973, and through the present, suddenly it was a com-
pany of internal dissension, lack of leadership, lack of planning and a
place that appears to be only interested in corporate profits, all at
Government expense. The contrived and provoked labor problems,
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strikes and other mismanagement devices used by Electric Boat are
only an excuse for cost overrun claims and a way to take more money
from the Government on which they get their excessive profits that
are reported each quarter. The company has not paid a dividend to
its stockholders for many years, but a chosen few have continued to
receive enormous salaries, stock options, and personal benefits.

My sole interest in bringing these problems before the Congress
is to request an investigation into the whole picture and to bring
stability, job security and long-term economic growth to the Connec-
ticut-Rhode Island area. It is my further goal to have the Govern-
ment receive a quality product, expertly built and delivered on time
to protect our country, this product being the 688 and Trident sub-
marines that are to be our "first line of defense" in the years to come.

Thank you.
Senator PROXMIRE. I want to thank you gentlemen for abbrevi-

ating your prepared statements and for your excellent oral statements.
Gentlemen, what we are concerned about, as I am sure you realize

is the colossal overrun here, the enormous increase in cost above the
contract.

Mr. Eno, you put it extremely well when you stated the disregard
many people have for the dollar. Unfortunately, that is not confined
to Electric Boat, but it seems to me very conspicuous in that operation.

We are concerned that between 1972 and 1977 there was an explo-
sion of cost overruns, excess costs, of claims on the Federal Govern-
ment.

Let me ask you about that. I will ask you some questions about
the management reorganization of last fall. Beginning in 1972, Mr.
Eno, there was a large buildup of the work force to correspond with
the increase in Navy ship construction at Electric Boat. You said
the problems of recruiting thousands of additional workers was
extraordinarily or virtually impossible, unbelievable and so on.

Why were the problems so difficult?
Mr. ENO. Senator, there are not that many people living in the

general area from which you can draw employees and people to work
at Electric Boat. We set up programs to bus people in-

Senator PROXMIRE. From how large an area did you draw? How
close are you from New York?

Mr. ENO. New York City, 145 miles.
Senator PROXMIRE. What is the nearest big city?
Mr. ENO. The nearest big city would be Hartford, Conn., and that

is 52 miles to the north. Providence is 51 or 52 miles to the northeast.
New Haven, which doesn't compare in size to either Hartford or
Providence, would be the next largest city. That is 50 miles to the
south.

Senator PROXMIRE. Fifteen?
Mr. ENO. Fifty, five-zero.
We have no area closer than 50 miles to draw on people. We set

up buslines in conjunction with the State of Connecticut and Govern-
ment funds for transportation. We set up a subsidized bus run. We
were running at the peak as many as 50 to 60 buses a day for each
shift, bringing people in and taking them home again. We set up a
van pool system where we have 15-passenger vans, and we had 40 or
50 of those, which we give to one employee who lives the farthest
away and then he brings in 10 other employees with him.
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They tried the ferryboat system to bring the people up the river
and across the river to alleviate the traffic situation, because you are
on a peninsula, and you have a horrendous traffic problem and a
parking problem.

Senator PROXMIRE. You brought in young people, old people,
women, and you did your best, I am sure, to bring m minority groups?

Mr. ENO. Very definitely. We made all kinds of records and goals
for minorities in our affirmative action program, by training and
working on every type of employee we could get. In the CETA and
WIN programs these were mothers who had to work certain shifts,
either unwed mothers or others paid under Government programs.
We brought those kinds of people into training.

We tried to make them pipefitters and painters and shipfitters.
Senator PROXMIRE. This is extraordinary. This reminds me of the

fact that in World War II we had a tremendous increase all of a
sudden, 1942 and 1943 specifically, of production, and we brought
in a whale of a lot of people to build all kinds of planes, tanks, ships,
and so forth. We had a lot of success, and the unemployment dropped
down to below 2 percent at one point. There was some inefficiency
and, of course, we had a great motivation because of the war.

How do you account for the fact that we were able to do a job there
with reasonable efficiency and here with far more slack in the work
force and in the economy generally, particularly in the northeastern
part of our country, they were unable to bring in competent people
to do the job?

Mr. ENO. Basically because of the fact that, I feel, and this may date
me a little bit, but the modern-day worker does not have the real
incentive that the older men had, and there was not the push for
war products and patriotism and the rest of the thing behind us at
that time. They were perfectly happy when they could make $127
a week on unemployment, not to come to work.

We had to force people to come in to work. Connecticut has one
of the highest unemployment compensation funds, and also the largest
debt to the Federal Government, borrowing to pay off those funds, of
any State in the Union.

This was part of the-the modern-type living, the way the people
only need 2 or 3 days' work, and they are happy to take the rest
of the week off if they are not happy in their jobs. This is something
that in the 1950's, when the Nautilus was being built, and the other
classes, the 671 boats and that series, we didn't have that problem.

For some reason or other the people who were coming in to work
then were more interested in coming in. They weren't fighting for a
cause, but they were coming in to make good money and to have a
day's work and to have a halfway decent quality product that they
were proud of. When we have a launching-

Senator PROXMIRE. It is a matter of morale, of pride in the product,
and also of a feeling that what they are doing they are doing efficiently,
and they are, as you say, reasonably satisfied with the working con-
ditions and they don't dread going to work. They look forward to it.

You said that drugs, alcoholism, sex, and discrimination incidents
became a way of life. Can you expand on these problems?

First, drugs. What do you mean by that, and does this mean in
the community or right at the shipyard?

32-340 0 - 81 - 2
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Mr. ENO. Within the shipyard itself, they had to beef up and
have undercover investigators going out to check on people.

Senator PROXMIRE. The people were taking drus while they were
working?

Mr. ENO. They were smoking marihuana during the lunch hours
and taking pills.

Senator PROXMIRE. Was this reflected in the quality of their
work, slow it down, and would they do inaccurate work because of
the influence of drugs, would you say?

Mr. ENO. I would say this was brought about by poor management
practices, seeing that they had enough work to do, so they had time
to stand around and smoke pot or pop a few pills or pull a bottle
out of their pockets and take a drink.

Senator PROXMIRE. My question is, Do you think this practice
actually contributed to lower quality and less ability to do the job
required, or was it simply a demoralizing element in general here?

Mr. ENO. Very definitely, a person is not going to be able to per-
form at their peak if they are flying pretty high.

Senator PROXMIRE. Alcoholism. They were drinking heavily?
Mr. ENO. Alcoliolism is something that a shipyard always had a

problem with.Thleycriacked down on it, and it is now recognized as a
sickness, and programs were set up with the company and the union,
to help people rather than fire them.

Senator PROXMIRE. I think that is right. We have that problem in
plants all over the country. We have it in Wisconsin, and there is
nothing unusual about it.

The question is, was there excessive and unusual drinking on the
job that was obviously interfering with the work?

Mr. ENO. Not on the job except in the winter when it is cold out
there, and the men would bring a half a pint with them to warm up
their insides to work on the hulls of the boats. This is recognized.

Shipbuilders have always been heavy drinkers and always managed
to build good quality products, but when they didn't have direction to
keep them busy, they got colder and drank more.

Senator PROXMIRE. How about sex?
Mr. ENO. When we startedbr-inging the women in the shipyard, we

started running into problems with the boys not used to having girls
around them, running around braless with their T-shirts bouncing, if
you want to call it that, and I am not trying to be funny on this. But
this is a natural fact, production is slowed down. There is no doubt
about it.

You see some girl walking along, and she looks pretty good. You
are going to stop what you are doing and take a look. If you multiply
this, that adds up-

Senator PROXMIRE. That is the kind of thing that I imagine happens
in a lot of places. I want to know how this was unusual. Were there
prostitution problems?

Mr. ENO. Not paid prostitution per se.
Senator PROXMIRE. That is the only kind of prostitution. If it is not

paid-
Mr. ENO. Some of it can be free. They call it "for love," I believe.
We have had a lot of problems this way, of people sneaking off, and

there are a million places to hide in the shipyard-over the ways,
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under the ways, in the various compartments-and we will start to
have a slight increase that built up in time, especially on the second
and third shifts, of hanky-panky going on, and this, of course, takes
away from production.

Senator PROXMIRE. The point of importance here is whether or not
this was sufficiently widespread so that it did result in people not
doing work, and instead engaged in other activities.

Mr. ENO. That we would find would be reported to us by super-
vision was enough to make a small reduction in known production, but
we don't know what we didn't catch.

Senator PROXMIRE. How about discrimination? You spoke about
how there was an attempt to bring in minorities and minorities were
brought in. What do you mean by "discrimination" and how did
that affect morale?

Mr. ENO. When you start intermingling various people-it was
basically a white male shipyard. When we started to hire under our
affirmative action plan and people were brought in of all races, creeds,
and colors and sex and so forth, there were the usual problems that
confronted the country in the past when the races started to intermix,
working side by side. You talk about prejudice in the South, and I
have lived in the North and have been a Yankee for my entire life,
and they are worse than anyplace I have ever seen.

Senator PROXMIRE. That kind of prejudice is something that is
endemic to a lot of rapidly expanding businesses. What I want to
know, if this is unusual, whether there was discrimination on the part
of management, the blacks or the Spanish-speaking people being
given jobs that were less desirable and being treated in a discriminatory
way.

Mr. ENO. By the very nature of a union shop, you will have this
happen. They will get the lesser jobs, because they come in at the
bottom of the seniority list. That is something that we work with
throughout the country.

Naturally, the lesser jobs, the least desirable, they would come in
the painting department in what we call painter-cleaners. That meant
the women and minorities were being hired and quotas were being set
for various departments.

Senator PROXMIRE. You don't feel this was discrimination in the
sense that everybody new on the job suffers in a sense from discrimina-
tion, because the people who are senior have a better job. What I
want to know is whether this was unusual, whether there was a marked
degree of discrimination that had an effect on production.

Mr. ENO. I would say to an extent. That is, we had disruption of
production because of fights, and because of racial slurs being made to
individuals. You had a company management that would fight you
tooth and nail from the industrial relations department, because you
were going to send them eight or nine minority people. I hate to call
it a quota, because we are Americans, and there shouldn't be anything
such as quotas. People would say, "You are going to get 18 women to
bring your quota up, some will be black, some Spanish, and some
Indians" and so forth.

The old-time supervisors would say, "I am not going to have people
like that in my department." In the 60-day probation period, after
spending Government money, they would be let go on the 58th day,



because they weren't under union protection yet, as unsatisfactory
on probation.

Senator PROXMIRE. What you needed, you said, was mangement
training-in other words, management sensitivity-so they would
understand the problems they would face. Is it your contention that
the sensitivity training and this kind of management training was not
provided adequately?

Mr. ENO. Very definitely. We had supposedly a 40- to 60-hour
period where new foremen who were going to take over a group in the
yard would go through a series of lectures by various management
people. I myself gave a 3-hour lecture on labor relations and their re-
sponsibilities under the labor contracts.

What would happen would be: "We can't afford to send a man up,"
so instead of a class of 40 or 50 you were supposed to have, you had a
class of 10 or 15. Some of the old managers would say, "I will train you
down here, because we will do it our way anyhow, and if it violates the
contract, so what the hell?"

Senator PROXMIRE. What about the fights? Were they frequent?
Fights always break out, but to what extent did this contribute to the
big overruns?

Mr. ENO. When you add all these things together, Senator, they do
add up. If you have a fight, no matter how small, 40, 50, 60, 70, 80, to
100 people who are working in the general area, they know there is a
fight. What do they do? They stop work and they stand with their
wrench in their hand or their welding torch and watch the fight. They
are not working.

Senator PROXMIRE. What I am asking, Mr. Eno, is how uncommon
this is. You and I agree these will break out anywhere and can break
out anywhere. If there are many of them, then I would agree this is a
contributing factor. If it is an unusual incident that breaks out once in
a while, then I think we have to recognize that this is part of the hu-
man beings not being able to work together consistently all the time.

Mr. ENO. This was a contributing factor back in the 1974-75 period,
and again when the 1976-77 buildups were being done. We had build-
ups in 1974 and 1975, and there was a slowdown during 1976. In 1977
we started-in late 1976-we started another massive buildup, and
whenever you brought all these new people in, they had to become
acquainted with the yard, and there would be a definite increase in
the amount of lost production because of molding the people together
and getting them to work-trying to get them to work as a team.

Now, with management's inefficiency to do this, it took longer than
it should, and it still isn't in effect. We still have people who are not
trained. I don't know how long we will have them, because they con-
stantly are hitting all the unions with layoffs. There were no more
massive ones after the horrible publicity the company got after the
massive layoff of the salaried people, but every week a hundred
pipefitters, a hundred shipfitters, 100 welders-this way the paper
will no longer publish the fact that there is a hundred, because it doesn't
bring it to the attention of the public that they are losing these quali-
fied men.

Then they spend your money in line again to train.
Senator PROXMIRE. Mr. Camara, you worked in the shipyard

during this period. Do you agree with the way Mr. Eno describes
the labor force problem?
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Mr. CATMARA. The labor force problems, I would like to explain
what you said about during the Second World War where they
could hire a lot of women and make a concerted effort to build a ship
or a boat, as we refer to submarines. You can no longer do that.

Our product line has changed completely. It is a very sophisticated
computer-type operation. So I don't think that that could be done
any longer.

Senator PROXMIRE. I am going to ask Senator Weicker to go forth.
Senator Weicker, I have to go to the floor right now. I have a

statement I have to make, and they will put me in at this moment.
I am sure you understand that.

Senator WEICKER. I certainly do.
Senator PROXMIRE. Senator Weicker was a very valuable member

of this committee a few years ago. We welcome him, particularly since
he is the Senator from Connecticut and particularly interested in the
problems.

I will be back in about 15 minutes, Senator Weicker, and then we
will put you on.

Senator WEICIER. Thank you, Senator.
[A brief recess was taken.]
Senator PROXMIRE. The subcommittee will come to order.
I want to apologize to Senator Weicker. That was unfortunate, but

I think he understands how these things happen.
Senator Weicker, we are delighted to have you. Go ahead in your

own way.

STATEMENT OF HON. LOWELL P. WEICKER, JR., A U.S SENATOR
FROM THE STATE OF CONNECTICUT

Senator WEICKER. Thank you, Senator.
Any time one of us complains about the other running around here,

we are all going to get caught short on that. We can't be at all places
at the same time. I know the Senator from Wisconsin has broad
interests here, and very frankly brings a tremendous expertise and
precision to his work. Wherever you are, I know the right thing is
being done-no complaints.

Mr. Chairman, I just would like to spend a few minutes, not offering
much that is new, but expressing myself as to the matter before your
committee.

There is no question of the fact that the past few years have been
difficult ones, but the concern that I express today is for the people
who work in Electric Boat. No one will deny the fact that the products
that have come forth from Electric Boat have been excellent. They are
superior. They are the best. Nobody has been able to match them.

There is also no question in my mind as to the skills of the people
who work at that facility. They are the personification, if you will
the New England craftsman. On the other hand, there is no question
as to the failure of leadership, both at the union level, at the corporate
level, and at the Government level and I would hope that in the work
of your committee you can help to resolve those failures without
penalizing the men and women who work at Electric Boat.

I believe that we are already on the way to resolving many of the
problems that your capable staff has brought to our attention and



which you have heard about here this morning, and I have to give
great credit to Senator Ribicoff in that regard, for getting the parties
together and coming forth with some pretty blunt talks, talks-I
might add-that were participated in by the Connecticut and Rhode
Island delegations.

I don't think more finger-pointing or listening to the finger-pointing
between management, the Government, and the unions is going to
do any good. To me, the problems are quite clear-cut, and you will
hear more about them here this morning.

What should be done now is to have those in leadership capacity
start to display the traits that are a normal part of leadership, and
get their act together so that the country will have the benefit of the
ships produced by Electric Boat, which, as I said, are the finest in
the country.

.I think animosity and the failures that have been hammered away
at are unduly penalizing men and women whose livlihood, and those
of their families, depend on continued work at this facility. So I am
all for what you are doing, and I am for the process of getting the show
on the road and in the correct way.

Senator PROXMIRE. Senator Weicker, I want to thank you very,
very much. I think what you say is very wise counsel for the com-
mittee. Incidentally, you have been of most constructive assistance
to the committee. The staff tells me that you have been most useful.

I think it is interesting that you feel the union and the corporation
and the Government all have a share of the responsibility in what has
happened here. Our concern isn't to point the finger, and I think you
are right, that we shouldn't try to find a scapegoat here. At the same
time I think you would agree with what Mr. Eno said when he in-
dicated his deep concern for the waste involved, the enormous size of
the claim, the fact that we have gotten to a point where there are
hundreds and hundreds of millions of dollars involved.

The overall claims of all the shipbuilders in this country against
the Navy in 1969 were $100 million, which was big. Now they are
$2.7 billion. Much of this, of course, is Electric Boat.

We are trying to find out what we can do to correct the lack of
productivity, and the general efficiency that is responsible in no small
part for these enormous and very, very expensive, highly inflationary,
highly burdensome overruns, and I think what you have told us here
this morning is good advice, and we certainly want to proceed in the
most constructive way we can to get at it.

As far as I know, the question has never been asked before, at
least not by a congressional committee, and not publicly, as to why
do we have this appalling lack of productivity. What is the reason
for it? That is what we want to get at here, and I think we have made
some progress here this morning.

These gentlemen have already contributed considerably to my
understanding of what is wrong.

Senator WEICKER. As I said, Mr. Chairman, I am all for the task
you are embarked upon, because we have a dual responsibility. We
can't be just parochial. Yes, I am from Connecticut and the contract
is coming into my State. I realize, however, that with respect to future
contracts coming into my State it depends on the excellent performance
of the ones we have.



I have the dual responsibility of representing my State and the
national interest. I observed through the strike of 1975 the callous-
ness of the management, the current layoffs, and the Navy, this
warfare, if you will, at the highest echelons, that has as its victims
the ordinary working man and woman. That is where the burr is,
and I don't think they should be made to suffer.

Senator PROXMIRE. Thank you. You have been helpful.
Mr. Eno, you said the ratio of workers went from 6:1 to 10:1 or 12:1.
Mr. ENO. The significance is this: The learner who comes into the

shipyard is not expected to be productive until he has been there,
say, a year. He can do minor tasks. He can hold the end of the pipe
while the skilled pipefitter bends it or threads it or whatever he has
to do.

Senator PROXMIRE. So it is the turnover?
Mr. ENO. Yes, the turnover kills you. You have Mr. Jones today

and Tom Smith tomorrow trying to learn the job. The skilled men,
who are the best teachers right on the job, show them the shortcuts,
the way to do it correctly, but also how to get fast productivity and
the best quality. They just can't handle five, six, or seven or eight or
nine learners assigned to them to try to do the job.

Senator PROXMIRE. So the key is to find a way of cutting down on
the turnover and maintaining the willingness of people to stay with
the shipyard for months and years and years, as they develop this
capacity so that there are skilled workers there and more skilled
people there, more experienced people than you have new people?

Mr. ENO. That is correct.
Senator PROXMIRE. What about the availability of materials during

the 1972 to 1977 period. Do you know whether the workers had the
materials required to do the jobs they were hired to do, or were there
chronic shortages of materials?

Mr. ENO. I never had any occasion, and I had many colleagues
that were in the procurement department, and I worked with them
as their labor representative; representing the company for that
particular department, I never saw any that was apparent to me.

Now, I would not be privy to all the 10,000 tons of HY-80 steel
due that hadn't arrived, but I never heard them complain about
shortages of materials in those days. The men had work to do, the
work apparently was getting done from 1972 to 1975. But as you
know, Mr. Veliotis-one of the first things he did, as any good busi-
nessman does, is take an inventory. Electric Boat had not had a
complete materials inventory taken, and I believe the figure was in
more than 25 years. How you can run a business and not know what
products you have got and what is in the pipeline

Senator PROXMIRE. I am trying to get at what the effect of that was.
One way that might show up might be shortages of various kinds. If
you don't take inventory, you don't know what is missing, and you
wouldn't run into the shortage until you find it is not there.

Mr. ENO. Yes. Now, that is happening, men are reporting to us in
the shop.

Senator PROXMIRE. Now, have you a perpetual inventory system?
Mr. ENO. It is not set up yet. The pipeline is-
Senator PROXMIRE. You are saying there were not shortages be-

tween 1972 and 1975, but there are shortages now because of lack of
inventory accuracy?
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Mr. ENO. We are running behind on delivery, but every single week
you are getting layoffs because of lack of work. How can you have lack
of work when you are running 2% to 3 years behind in your deliveries?

Senator PROXMIRE. Could you comment on this lack of materials,
whether or not you think that has been a problem, Mr. Camara?
Would you pull the microphone over?

Mr. CAMARA. Yes.
In the latter part of 1977 it was reported to our office on a daily

basis that the employees did not have sufficient materials to work
with. That the company had stopped purchasing materials; and that
goes right up until today as far as we know.

Senator PROXMIRE. But you in your statement, and Senator
Weicker just a minute ago, mentioned the 5-month strike of 1975.
Were the shipyard's operations entirely shut down during that
period, and how long did it take after the strike was ended for the
work to resume?

Mr. CAMARA. The work was never shut down. The company
used supervisory personnel. The land level construction programs
went on full scale. The company put in a special road just for the
contractors a Y4 mile away from the main plant.

Senator PROXMIRE. I want to get your side of this thing.
In your opinion, did the company management force the strike on

workers?
Mr. CAMARA. Yes, they did.
Senator PROXMIRE. Did management prolong the strike intention-

ally and prevent a settlement?
Mr. CAMARA. Yes, they did in my opinion.
Senator PROXMIRE. Would you explain that?
Mr. CAMARA. Yes. On June 30, 1975, when we were about to

strike, the Federal Mediation proposed an extension of the contract
at approximately 10 o'clock in the evening. We were scheduled to
strike at 12 O'clock. But without the union having any say, without
the union negotiating the extension-and they brought it out again
at 11 o'clock in the evening, with the stipulation-

Senator PROXMIRE. YOU say the Mediation Service did this?
Mr. CAMARA. Yes, they did.
Senator PROXMIRE. That is the Government?
Mr. CAMARA. The Government. Again, at 11 o'clock they brought

the extension out with the stipulation that it was nonnegotiable.
Therefore, we were forced to reject it.

We didn't even know all the provisions of it.
Senator PROXMIRE. This was a mediation that was nonnegotiable?
Mr. CAMARA. Yes, job sacrifice.
Senator PROXMIRE. You say the Mediation Service itself took a

position the union could not accept?
Mr. CAMARA. They did.
Senator PROXMIRE. Why do you believe Electric Boat wanted the

strike continued for 6 months, and how do you support that view?
Although you haven't said that, I assume it has been said by union
members in the past. The staff prepared the question.

Mr. CAMARA. The systems in the yard for the Trident class and
the 688 class, none of them were operational. They needed time to
erect these buildings. The graving dock for the Trident wasn't
finished. They just weren't ready to handle the construction project.
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Senator PROXMIRE. You say the management wanted the strike
to continue because they weren't ready?

Mr. CAMARA. Yes, in my opinion, I truly felt that, from the way
negotiations went. We finally settled the contract in Boston in 21%
to 3 days after running all over the country, Washington and

Senator PROXMIRE. Why would management want a strike?
Wouldn't they be hurt by it?

Mr. CAMARA. I don't think so. I think that that was a good
excuse to the Navy for not starting the program back in 1975.

Senator PROXMIRE. Mr. Eno, can you explain that kind of attitude?
I would think that would contradict their interests.

Mr. ENO. It is a known fact, Senator, that many times in labor-
management relations-having sat at negotiating tables for many
companies such as Fairchild Aircraft back in 1972, the United Auto
Workers was the union, and as a business agent, and on the manage-
ment side, plus many other items since then-a strike is welcomed.
You don't come out and say that it is welcomed though.

Senator PROXMIRE. In this case, is the strike welcome? That is
why I want to know and if so, why?

Mr. ENO. In my opinion, yes, because facilities to go ahead with
full production at an accelerated pace. that they should have been at,
were not completed. The graving dock, the $140 million construction
of a land facility

Senator PROXMIRE. So without the strike they would have had an
embarrassing explanation to make. They would have been able to go
ahead and the inability of management to act would have been
apparent, is that right?

Mr. ENO. That is right.
Senator PROXMIRE. The strike, then, was their means of getting

out of actions which they were unable to take?
Mr. ENO. That is my belief.
Also, if you remember, Senator, that labor problems, strike costs,

and loss of production are acceptable reasons for cost overruns in most
Government contracts.

Senator PROXMIRE. OK. That is an element, too.
As a former management official, do you agree that the strike of

1975 was forced by Electric Boat management?
Mr. ENO. I repeat what I said a few minutes earlier to a similar

question. I have reason to believe that there was not an honest effort
to negotiate on the part of either side, but basically, management
did not try to negotiate. They brought people down to Washington
and sat around in the hotels for weeks at a time, without even meeting.
It was not because the unions at that time didn't want to meet. There
seemed to be a foot dragging, with all of the calling of signals being
done from St. Louis, as had always bVeen done in General Dynamics
negotiations.

Senator PROXMIRE. Were you present at any management dis-
cussions where the matter was discussed, and if so, can you tell us what
was said during the discussions? Did management indicate they were
interested in having a strike?

Mr. ENO. I was not. I was at the Groton Shipyard during the strike
in charge of the labor relations department, attempting to get workers
who felt they wanted to come back to work, advising them of their
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legal rights and how to come back to work. The management said,
"The plant is open, we will see you are protected to come through the
picket lines," et cetera.

We tried to encourage people to come back to work. These people
ended up in a very bad position after a strike, because they are
disliked and hated and called "scabs" by their fellow workers, and
most of them don't last. You lose people. You don't gain any real
productivity because your experienced and qualified men are out on
the street.

Management people-these people would be the runners and the
helpers and things like that. That is about all they were qualified to
do, to the management people who were attempting to maintain some
sort of production, which was very minimal.

Senator PROXMIRE. Mr. Ballato, you testified about the asbestos
problem. Is it your testimony that the company failed to take pre-
cautionary measures to protect their workers from this disease, even
though it knew or should have known about the dangers of working
around asbestos?

Mr. BALLATO. That is correct, Senator. In many cases management
was very lax, and left it up to the individual workers whether or not
he wanted to wear a respirator.

Senator PROXMIRE. Wear a what?
Mr. BALLATO. Wear a respirator.
Senator PROXMIRE. A mask, so that you wouldn't inhale the fumes?
Mr. BALLATO. Yes, Senator. I believe that is under the OSHA

requirements. A lot of supervisors left it up to the discretion of the
workers whether or not they wanted to wear them, and if a worker
didn't go to his supervisor and say, "I want a respirator," he never
got one.

The area where there were semiskilled people or skilled people, who
were not aware of the hazards of asbestos, were never told about them.
They never wore them and never knew they had to wear them.

Senator PROXMIRE. How many workers came down with asbestosis,
and how many died from it, to your knowledge?

Mr. BALLATO. Senator, the actual number, I can't be perfectly
precise, being that all these claims are being handled by an attorney.
I do know that 6 people have died-excuse me, Senator-12 people
have died. Six people died before their claims were filed and six
people after the claims were filed.

Senator PROXMIRE. These are all workers at Electric Boat who had
been exposed to asbestos?

Mr. BALLATO. Yes, sir.
Senator PROXMIRE. You don't know how many have come down

with the illness who have not died?
Mr. BALLATO. Senator, right now there are approximately 72

claims that are being filed by the attorney. I really don't know how
many other people are affected at this point.

Senator PROXMIIRE. YOU mentioned the medical examinations
performed by Dr. Selikoff. Did he come to Groton at the request of
Electric Boat managment, and did he perform examinations on
Electric Boat premises, or is it correct that the company refused to
allow him to examine the workers at the shipyard?
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Mr. BALLATO. Senator, we requested Dr. Selikoff to Groton There
was a problem with respect to examining people. There were two
clinics. In the first clinic in 1975 they examined 200 people. The
results were sent to the company. They felt at that time it wasn't
really a problem.

Shortly thereafter, in early 1976, they hired their own physician, a
Dr. Gansler from Boston, who came in and examined all the people
that Dr. Selikoff had already examined. We never received those
studies. We can only assume that they don't feel there is any ad-
ditional problem, because they haven't examined anyone else.

Senator PROXMIRE. Is it practical or necessary to examine the entire
work force for asbestosis, or would it be adequate to examine those
who had been exposed to asbestos, and that might not include all the
work force?

Mr. BALLATO. Senator, we don't know how many people in the
shipyard have been exposed. Electric Boat said they stopped using
asbestos in 1973. They haven't stopped overall. They still use it on a
limited basis.

Senator PROXMIRE. Have you asked the company to have all the
employees examined?

Mr. BALLATO. Yes; we have, sir.
Senator PROXMIRE. What was their response?
Mr. BALLATO. That there was no problem and no reason to examine

them.
Senator PROXMIRE. Has this had an effect on morale? Do people

express a reluctance to continue to work for the company because of
their fear of getting this disease and dying?

Mr. BALLATO. Senator, I don't know how to address an answer.
It is funny, Mr. Eleazar, he knew he had asbestos, but he always
tried to perform his job. They are not really concerned with leaving
the shipyard or trying to blame everyone.

Senator PROXMIRE. I don't necessary blame people, but I could
understand why, if you hear there is a disease that can be lethal,
people are dying from it, and other people are seriously crippled, that
people would be reluctant to work there, and you need workers, you
need good workers.

In your judgment, has there been any substantial number of people
who would otherwise work there who refused to work because of their
concern about this disease or not?

*Mr. BALLATO. No, sir.
Senator PROXMIRE. It has not been a factor in that way?
iMr. BALLATO. No, sir.
Senator PROXMIRE. Has the use of asbestos been entirely dis-

continued in the shipyard, or is it still being used?
Mr. BALLATO. It is still being used, but on a limited basis.

: Senator PROXMIRE. In your judgment, does it still constitute a
hazard to the health of the worker?

Mr. BALLATO. Yes.
Senator PROXMIRE. What proportion of the workers are exposed

to it, 10 percent, 50 percent?
Mr. BALLATO. I don't think we can put a number on it, because I

don't know the actual amount. In one instance, the asbestos pads
they are using are portable pads. They are thick pads that go on
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components. They are not manufactured by Electric Boat, but when
installing these on all submarines, it is very difficult to put the pads
in place, and they have to be banged in with mallets, and that causes
the dust to be in the air.

So all I can say, not to use a definite number, when these pads are
being used at some time or other, people could be exposed to asbestos.

Senator PROXMIRE. Is there a clear consensus, an agreement on the
part of everybody that the 12 people you said died of asbestosis did
actually die of that?

Mr. BALLATO. Yes, they did, Senator.
Senator PROXMIRE. There is no dispute, the management doesn't

deny that and say it was something else?
Mr. BALLATO. The only thing in one of the cases, the insurance

carrier-in the timespan, there were three insurance carriers before
Electric Boat was self-insured, and the only problem was what in-
surance carrier would be liable. There was no question as to the
asbestosis, but who would be liable to pay.

Senator PROXMIRE. You mentioned Fiberglas as a substitute for
asbestos.

Mr. BALLATO. There is no requirement by OSHA on the use of
Fiberglas. It is a nuisance dust. We had several people who had to
leave the shipyard because of a rash.

Senator PROXMIRE. You say that is a nuisance dust?
Mr. BALLATO. The only tests I know of are those where Fiberglas

was used on rats, and the rats subsequently died. Those who had to
leave the shipyard because of the rash-I am aware of several
people working on a barge where Fiberglas was used. They had nose
bleeds and eye irritation, and had to leave the barge.

Senator PROXMIRE. Has the company taken steps to protect the
workers from Fiberglas dust? How would you describe the conditions
surrounding the use of Fiberglas?

Mr. BALLATO. They have taken no precautions. We have three
safety men on the first ship, and they are many times called to the
area of the shipyard where it is worked on extensively, and there is
nothing they can really do about it. Management just says that it is
a nuisance dust. There are no requirements and no hazards, and no
precautions are being taken.

However, with asbestos we use the respirators.
Senator PROXMIRE. This is a matter of very serious humanitarian

concern. At the same time we have a responsibility here with respect
to overrruns and with respect to productivity. Let me ask you once
again: Is it your position that while this should be corrected, it has
no significant effect on productivity, no significant effect on morale,
or does it have a significant effect on morale and productivity?

Mr. BALLATO. Sir, I really can't answer that question, to be per-
fectly honest with you, whether it does decrease the productivity,
because of people not wanting to work with the materials. I talk with
people to work in the areas, and members of my local union. I talk to
them extensively, and they never mentioned at any time the way
they slow down because they don't like working with the materials
or just quit their jobs.

I am not saying it is not possible, but I don't have any definite,
constructive proof at this time.
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Senator PROXMIRE. Mr. Eno, do you have any judgment on that?
Mr. ENO. My opinion on that, Senator, is that if you are working

in an area where the consequences are uncomfortable and you are
getting nose bleeds and eye irritations and things of that nature, you
are certainly not going to produce at your maximum level and, there-
fore, productivity again is reflected-reduction in productivity would
be reflected.

When you have all this together, that is where you get the problem,
all the things we brought up today. It might sound like minimum use
in some areas, but when you multiply them by the number of em-
ployees and the number of man-hours worked, it becomes a con-
siderable cost when you consider these men are making $7 or $8 an
hour.

Senator PROXMIRE. Mr. Eno mentioned harassment of the workers.
Can you give us an example of the harassment taking place?

Mr. CAMARA. Yes, employees are required, if going to a vending
machine or the restroom, to carry the tool with them, whether they
work on a machine where they wouldn't carry a tool or not. An
employee is required, before going to a restroom, to have a super-
visor sign his timecard.

Since October of 1977, discipline has really run rampant in the
yard. They discharge people for no good cause whatsoever. One
incident that comes to mind is: One employee was noticed leaving the
yard at 3:30, at the end of his normal work shift, and he was walking
in a irregular manner, and the yard superintendent on the second shift
immediately had him fired-immediately, on the spot. The next day
they found out that the man had a handicap and that is the reason he
walked the way he did.

Senator PROXMIRE. Was he rehired?
Mr. CAMARA. Yes, but he was never apologized to, and he was told

if he pursued the matter, the discharge would be maintained. I could
go on and on and on as far as harassment.

Senator PROXMIRE. One of the most striking examples of loss of
time and productivity which concerns the staff was that employees
had to obtain written passes to go to the restroom, and then when
they would get there, they often must wait in long lines because of
the inadequate facilities. Instead of working, they were waiting in
line to go to the restroom. Is that "restaurant" or "restrooms"?

Mr. CAMARA. The restrooms. The restrooms have always been
inadequate.

Senator PROXMIRE. How much time would you say was lost by
an employee in a typical day, a half-hour or an hour?

Mr. CAMARA. Waiting to go to the restroom?
Senator PROXMIRE. Yes.
Mr. CAMARA. Fifteen minutes in the whole day.
Senator PROXMIRE. Then it is a matter of a nuisance, and one of

the elements that Mr. Eno pointed to as a lack of morale, that they
didn't have adequate restroom facilities?

Mr. CAMARA. Yes.
Senator PROXMIRE. I understand there was a recent rebellion of

the female workers over the lack of adequate restroom facilities. Can
you comment on that?
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Mr. CAMARA. Yes. When the women were hired, they put in trailers,
and put them in the yard. The yard covers maybe half a mile, and
they probably put three or four trailers scattered through the yard
and these were all the restrooms available to women employees.
It did make it frustrating.

Senator PROXMIRE. What did the rebellion amount to?
Mr. CAMARA. Some women locked themselves in a men's restroom

and held out for a couple of hours until they got their own.
Senator PROXMIRE. That has been corrected?
Mr. CAMARA. Please?
Senator PROXMIRE. Has this been corrected?
Mr. CAMARA. No; there are not adequate facilities in the whole yard.
Senator PROXMIRE. I am talking about women now.
Mr. CAMARA. There aren't adequate facilities for women or men

in the yard.
Senator PROXMIRE. There are not?
Mr. CAMARA. No.
Senator PROXMIRE. I understand in one area servicing a thousand

workers there are only six toilets. Is that right?
Mr. CAMARA. That is the information that has been brought

to me, yes.
Senator PROXMIRE. Mr. Eno, what do you mean by the term

"Bolwarism" and-
Mr. ENO. One of the first lessons you learn studying labor relations

is the history of labor and how negotiations have gone on through
the years, and one of the classic examples which has now become
part of the idiomatic language of the professors of labor relations,
Bolwarism. Mr. Bolwar was vice president of industrial relations for
the General Electric Corp. for many, many years. He was very suc-
cessful in that he compiled a complete contract for each negotiation,
and laid it on the table and said: "Gentlemen, this is your contract,
sign it," and walked out of the room.

For many years the employees of General Electric were subjected
to Mr. Bolwar's take-it-or-leave-it attitude, and it was successful.

Two or three years ago, the Supreme Court in a ruling on the Na-
tional Labor Relations Board case ruled that illegal. The term "Bol-
warism" is still used by labor relations people to indicate a type of
management practice of "Take it or leave it, we are not going to do
anything else about it." This is what has taken place at Electric Boat
at the present time.

Senator PROXMIRE. The other part of my question is: How do you
explain the policy of harassment and intimidation?

Mr. ENO. I explain it as one of a fear complex. I had occasion
yesterday, since my statement came in, of meeting a gentleman who
rode in my carpool and lived next door to me for the first couple of
years, and he said: "I am afraid to talk to you, so let's go in the back
part of the room and sit and talk."

When a man who is a retired Navy chief and has worked for 12
years for Electric Boat as one of their supervisors and one of their
interviewers tells you that when he, and all the other employees-
he is in a position to know because he interviews and talks to all
people when they leave the company in the final interview. I am
talking now about management people, and also when they are hired.
He does a lot of the hiring and interviewing for that.
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When he tells you that: "You don't know when you come in to
work," and not just himself, but everyone else: "In the morning
whether you will last the day. When 5 o'clock comes, you say amen,
I made it again."

This is the general attitude. I meet these people socially and politi-
cally in Groton. You can tell they have aged and changed because of
this constant pressure. You cannot work anywhere with a threat
over your head, that when you come in to work in the morning you
may not last to the end of the day.

Senator PROXMIRE. How can you explain such a counterproductive
policy? This is a big company.

Senator Weicker says they produce a remarkably fine product.
You said the man who runs the company now is a brilliant ship-
builder. How can you explain that the people of this kind would
engage in suc-h a counterproductive policy?

Mr. ENO. One of the talents that people sometimes don't have in
life is how to handle people. They have certain procedures set up,
and you do it their way, or you do it that way, or you quit. Mr.
Veliotis is that kind of man, but handling people and hiring the people
to handle people is where he has failed.

Senator PROXMIRE. I can't understand that. That is the essence of
management. That is like saying this man is a marvelous ballplayer.
He can't hit, field or run, but he is a terrific ballplayer.

That is the heart of it, handling people. An executive has to pick
people who can do the job, and see that they do the job, and make sure
that their attitude while they are working is such that they* are
constructive and working all the time.

Mr. ENO. But you don't do it by threat.
Senator PROXMIRE. Then what did you mean that he was a brilliant

success?
Mr. ENO. He came from the Davie Shipyard in Canada, and took a

shipyard that hadn't made a penny of money since it was built by
Bethlehem Steel, and that was the Quincy Shipyard. He fired practically
the whole shipyard and gradually rebuilt it. He works on the principle
that if he can bulldoze

Senator PROXMIRE. They made money after he did this?
Mr. ENO. As a stockholder of General Dynamics, by the way, I

got my first quarterly report to the shareholders from Mr. Lewis.
The company is doing tremendously well. I would like to give you
this copy. I think it would be interesting and should be put into the
record.

It shows their statement of how they are reporting to the stock-
holders on the Navy cost overrun problem, where they are making
money. They have not paid a dividend, however, on their stock since
1970.

Senator PROXMIRE. The bottom line for the Federal Government
is, you know, they are late in their production and the cost is fantastic.
If we didn't bail these fellows out in some kind of a settlement on their
claims, they would really be sinking.

Mr. ENO. Rather than 'read this pamphlet, I think, and this is
signed by Mr. Lewis, where he says:

We are doing tremendously well. In 1977, earnings again reached record levels,
and we were nearly five times greater than the earnings of several years ago.
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Senator PROXMIRE. Well, I want to thank you gentlemen very,
very much. You have been excellent witnesses and it is a sad story
that you tell, but you tell it very vividly and honestly, and we appreci-
ate very much this testimony. I think it helps us get a much better
understanding of the productivity problems involved with Electric
Boat-and new insight.

Thank you.
Mr. ENO. Thank you, Senator.
Senator PROXMIRE. Our final witness this morning is Vice Adm.

C. R. Bryan, commander, Naval Sea Systems Command, and col-
leagues.

STATEMENT OF VICE ADM. C. R. BRYAN, USN, COMMANDER, NAVAL
SEA SYSTEMS COMMAND, ACCOMPANIED BY REAR-ADM. F. F.
MANGANARO, USN, CHAIRMAN OF NAVY CLAIMS SETTLEMENT
BOARD, NAVAL MATERIAL COMMAND; REAR ADM. I. H. WEBBER,
USN, DEPUTY COMMANDER, SUBMARINE DIRECTORATE, NAVAL
SEA SYSTEMS COMMAND; AND ROBERT STOREY, ASSISTANT DIVI-
SION DIRECTOR, SCN APPROPRIATION DIVISION, NAVAL SEA
SYSTEMS COMMAND

Admiral BRYAN. Good morning, Mr. Chairman.
I have Admiral Manganaro, Admiral Webber, and Robert Storey

accompanying me.
Senator PROXMIRE. We are happy to have you.
Go ahead with your statement.
Admiral BRYAN. I apologize in that I am in the process, apparently,

of losing my fight with laryngitis.
Senator PROXMIRE. You sound good now. Pull the microphone

over and go ahead.
Admiral BRYAN. Mr. Chairman, I am pleased to appear before

this committee in response to your request to discuss in general the
claims filed by Electric Boat Division of General Dynamics, and in
particular the problems experienced at Electric Boat in buildup of
manpower and recruiting of skilled workers, productivity trends, and
drawing revisions and contract changes. In addition, I am prepared
to review relative costs of building SSN-688-class submarines at
Electric Boat and Newport News.

In January 1971, Electric Boat Division, General Dynamics Corp.,
was awarded a contract for seven 688-class submarines. At present,
two of the seven ships have been delivered to the Navy. In October
1973, Electric Boat was awarded a second contract for 11 SSN-688-
class submarines. Electric Boat was awarded the Trident contract for
a lead ship plus three follow ships in July 1974. The Trident contract
was amended in June 1977 to include a fifth ship plus an option for the
sixth and seventh ships. On February 27, 1978, the option for the
sixth and seventh Tridents was exercised. The current workload at
Electric Boat is 16 SSN-688 and 5 Trident submarines which are in
various stages of construction, plus the 2 Tridents whose-contracts
have just been awarded.
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CLAIMS

On the claims issue, two substantial items should be mentioned.
First, the initial claim was submitted on February 14, 1975, against
the first SSN-688-class contract. The principal basis of that claim was
that the defective and late Government-furnished design data, data
which were principally prepared by Newport News, resulted in ship
delivery extensions and additions work not covered by the original
pricing. The claimed amount was approximately a $232-million in-
crease in ceiling price. The claim was settled on April 7, 1976, for a
$97-million increase in ceiling price. As a part of that action, Electric
Boat Division agreed that all Government responsible actions or
inactions relative to the first SSN-688 contract prior to May 20, 1975,
were covered completely by this claim settlement.

Second, on December 2, 1976, Electric Boat Division submitted
a second claim under their first 688 contract for actions after May 20,
1975, and also submitted a claim against their second contract for
SSN-688's. These claims were for an increase in ceiling price of $543.9
million for the two contracts. These claims have been assigned to
the Navy Claims Settlement Board, and Admiral Manganaro, who
heads this board, is with me today and can discuss the claims, as you
may desire, sir.

DRAWING REVISIONS AND CHANGES

I would like to talk about the issue of drawing revisions. I would
like to discuss allegations that have been made regarding ship design
changes or things that have been represented to the press and the
public as design changes.

One press account stated that the Navy ordered 35,000 revisions
for the 688 class at Electric Boat after it signed contracts for building
the ships, and clearly implied the shipbuilder was expected to pay for
an imputed massive change to the ships.
.I know you, Mr. Chairman, the Congress, and the public were

understandably shocked by such allegations. I personally believe
such allegations are not only inaccurate, but are very misleading.

A naval warship is an extremely complex thing to conceive, to
design, and to build. In the course of development of the design,
after the Navy prepares the contract plans and specifications for
shipbuilders to bid on, the actual preparation of the thousands of
construction blueprints are assigned to a design agent. In many
cases, this is also the builder of the lead ship. In other cases, the
builder of the lead ship may hire his own naval architect to prepare
the blueprints or drawings.

The Navy provides the other shipbuilders these same design draw-
ings for their use in constructing follow ships when more than one
shipbuilder is involved in the program.
; One ramification of this practice is that, even though the thousands
of detailed construction drawings actually are prepared by the lead
shipbuilder-since they are done under a Navy contract-they are
viewed as Government-furnished drawings by the follow builders.

These drawings serve a number of purposes. Principally, they are
the method by which the engineers and technicians tell the workmen
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how to make, assemble, install, test, and prove every one of the
millions of pieces that go into a complex naval ship. Further, they form
the living record of the general technical instructions to all of those
who construct and inspect every part of the ship. They serve as
the means to record every lesson learned throughout the design
and construction process, so that errors noted and problems en-
countered are corrected or avoided in subsequent ships. Every time
a drawing is modified, whether for the correction of an early error, the
improvement of a manufacturing process, the incorporation of an
actual design change, or merely the addition of clarifying instructions
to the construction workers, that particular drawing modification is
recorded and is issued with a revision coding so that there can be
traceability and accountability for the actual set of plans to which each
ship is built.

This basic procedure of keeping track of the communication
between the designer and the worker as each drawing may be
completed, changed, clarified, or updated is called a drawing revision.
It is system proven over the years for naval ships and commercial
ships. The fundamental concept is used in the aircraft industry and,
indeed, any complex design and manufacturing endeavor where the
designers and the builders need a disciplined method to assure proper
construction as well as a method for documenting the actual con-
figuration of the product as it is finally built.

Obviously, a large and complex ship requires more blueprints or
drawings than a small and simple ship. Therefore if one wants to
assess drawing "revisions" in any reasonable manner, the statistic
should, from a commonsense standpoint, at least, compare the average
revisions per drawing. In 1969, before starting the detail design for the
SSN-688 class, the design agent estimated that an average of 6
revisions per drawing would eventually be required. After 8 years,
during which 31 ships have been awarded, the design agent has issued
an average of about 5 revisions per drawing. Since there are approxi-
mately 6,000 construction drawings for all those submarines, the
result is something over 30,000 drawing revisions. This is the only
numerical source I can think of for that statement that there have
been 35,000 or so many thousand changes to the ships being built.

What are the comparable statistics for these drawing revisions as
Part of the normal process for other kinds of ships? As I said, there
have been 5 revisions per drawing on the 688.

Our last class of nuclear attack submarines, which was designed by
Electric Boat, had an average of five revisions per drawing for those
ships. Several classes of surface combat ships have had an average of
four to seven revisions per drawing. Two classes of tankers designed
by a private builder for commercial customers had averages of 5.7
and 6.7 revisions per drawing. The Polaris submarine program in the
1960's, properly heralded as a magnificent example of great profes-
sionalism in design and construction, saw an average of six revisions
per drawing.

A more meaningful measure of real change is the effect upon ship
cost. As a general statistic, the cumulative effect on total construc-
tion costs of deliberate Navy changes to a ship design even or specifica-
tions averages about 5 percent.

Senator PROXMIRE. Averages about what?
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Admiral BRYAN. Five percent, sir. These are our own statistics.
They are consistent with other people's studies, including a June 30,
1976, GAO report which analyzed the financial status of major
acquisitions in both the civil and the defense sector, and those statis-
tics and that report-

Senator PROXMIRE. Let me just ask you, would that statistic
generally hold for Electric Boat, or do you think it is higher than that
or about the same?

Admiral BRYAN. I think it is about the same for Electric Boat, sir.
Senator PRO XMIRE. Fine.
Admiral BRYAN. Yes, sir. In fact, they have seen about 5 percent,

and 5 percent was also the GAO number, which is also consistent with
our own records. It is also similar to civilian agencies, and is less than
average in terms of the overall level of Department of Defense design
and engineering changes.

So, I do not believe that our problems, both past and current, at
Electric Boat, are fundamentally due to design change.

Where the Navy has changed the design it is the Navy's responsi-
bility to pay for it, and the Navy did that. The Navy paid for its
responsibilities. I think later Admiral Manganaro can speak to us
about the content of the current claim as regards design responsibility.

Senator PROXMIRE. Let me ask you at this point. You say, design
changes can account for about a 5-percent increase in costs?

Admiral BRYAN. Yes, sir.
Senator PROXMIRE. As I understand it, the overrun now is approach-

ing $800 million. How much of an increase over cost does that repre-
sent, that $800 million, 30 percent, 40 percent, or 50 percent?

Admiral BRYAN. If I can have 1 minute-
Senator PROXMIRE. 1 want to put the 5 percent in perspective.
Admiral BRYAN. The ceiling price on the original contracts for

those submarines at Electric Boat was approximately $1.4 billion.
Senator PROXMIRE. $1.4 billion. This would be around 55- or 60-

percent overrun, and
Admiral BRYAN. More than that, sir.
Senator PROXMIRE. And less than 10 percent of the overrun can be

accounted for by design changes?
Admiral BRYAN. Yes, sir, that is our view.
Senator PROXMIRE. OK. Go ahead.

BUILDUP OF MANPOWER

Admiral BRYAN. There is one thing that is common to the three
shipbuilders that have the big claims. It is not submarines, and it is
not nuclear powered ships. It is not where they are located on the east
coast, west coast, or gulf coast. It is the following. Each one expanded
his work force by thousands of new hires in a relatively short period of
time. Electric Boat, a as matter of fact, expanded their work force from
11,000 employees in 1972 to almost 26,000 in 1976, an increase of 15,000
people in a 4-year period.
*Shipbuilding is very hard and demanding work. It requires a vari-
ety of skills and crafts that do not automatically exist in the hiring
halls, or the streets, or the corner service station. As employment at
Electric Boat increased, their percentage of skilled workers declined.
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Senator PROXMIRE. Again let me interrupt. That is a fascinating
diagnosis here. You are saying one thing that these overruns had in
common is that they had a rapid expansion of the work force, and in
Electric Boat it was from 11,000 to 26,000 people in a period of 4 years.

Admiral BRYAN. Yes.
Senator PROXMIRE. And when you have that kind of rapid growth,

you are going to have serious manpower problems.
Admiral BRYAN. Unless you take absolutely extraordinary meas-

ures-I don't mean normal good management procedures-for train-
ing, not only training of mechanic skills, but training of supervision.

Senator PROXMIRE. That fits perfectly into the testimony of pre-
ceding witnesses.

The reason I interrupt at this point, however, is that it seems to me
the Government ought to be realistic about these things and recognize
that if they are going to have the kind of enormous buildup that we
should expect the cost increases to go up, and we should recognize this.

As you say, we can do what we can to provide the kind of very
careful training that is necessary, but I just wonder if it is being fair
and being realistic to assume that you can have this kind of rapid
explosion in production without the big increase in cost, and if it is
not possible and not realistic, should we allow for that in authorizing
and appropriating for these weapons systems?

Admiral BRYAN. I think we should allow for it, and 1 think we
should take note of it, Mr. Chairman. As a matter of fact, in all of
my analyses that have to do with shipbuilding programs, we have
been trying to take advantage of some of these harsh lessons that
someone else learned. That is one of the principal parameters that
we now consider when we make our forecast of future workload for
the shipbuilding industry.

We take a hard look at what the previous employment has been
in each shipyard, and whether an award to that yard would require
that yard to go above employment levels they had already reached.

Senator PROXMIRE. Again, in order to be fair with the Congress,
so that we can make our decisions on how to proceed, it is always
tempting to make a conservative estimate of the cost, an estimate
that we have seen again and again has been too low.

Sometimes, we wouldn't proceed with these programs if we found
they would cost as much as they do, or we would proceed with a less
ambitious program, or we would proceed more slowly with the pro-
gram. So that is the Navy, in view of its most unfortunate experience
with the colossal claims and overruns, intending in the future to
follow a policy of warning that in the event that you have this kind
of a rapid increase, the cost is going to be this great?

Admiral BRYAN. I can tell you that that is certainly my intention,
sir, as the man in charge of administering and monitoring these
programs.

Senator PROXMIRE. It would certainly be helpful to us. We have to
decide on spending an average amount of money. I am sure you are
sensitive to our having limited resources in defense, and we have to
make decisions not only on what we desire, but what we can afford.

Admiral BRYAN. Yes, sir.
Senator PROXMIRE. Go ahead.
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late 1972, at the time this sharp work force buildup was started,
over 80 percent of trade personnel at Electric Boat were classified as
skilled workers. This percentage dropped to 53 percent in 1974, and
remained low until this year. Of course, the basis for that is the
shipbuilders' reports. The latest report showed the skilled percentage
at Electric Boat has increased to about 70 percent.

Senator PROXMIRE. You think that is a genuine increase in skill
and not a change in the evaluation of skill and the statistical base.

Admiral BRYAN. Mr. Chairman, that is a very good question, and
to answer you straight out, no, sir, I am not sure of that yet.

In point of fact, next week the general manager of Electric Boat,
as he is going to do every 90 days, is going to come down to visit me
and explain to me each of his progress reports and progess indicators.
This will give me the opportunity, then, to assure myself that this
report is being generated from the same data source and the same
basic assumptions.

I suspect some of your previous witnesses have related the effect on
skill levels in greatly increasing a work force. The effect is twofold.
One effect, of course, is the skill level of the production employees.
In addition as new employees are hired, the former production workers
advance to supervisory positions, and thus the expertise of both of
them drop. When expansion of the work force is too rapid, productivity
declines, the amount of labor required to build a ship increases, and
schedules are delayed. It has a cascading effect. A shipbuilder is
further exposed to inflation because work is being done at a later time.
Certainly one of the measures of productivity is an ability to do things
on time.

Beginning in February of 1974, Electric Boat announced a series
of delays for SSN-688 class submarines. Delays have also been iden-
tified for Trident submarines.

A rescheduling of all ships under contract was announced by Electric
Boat in July of last year. On February 17 of this year, all ships were
again rescheduled. The SSN-688 submarines are now projected to be
delivered up to as much as 40 months later than the original contract
delivery date. Delivery of each of the five Trident submarines actually
under construction is projected by Electric Boat to be 19 months later
than the original contract delivery date.
, I do believe the major contributing causes to these continuing pro-

duction delays are too few workers on the worksite and low skill levels.
There was also a period of time where there was a lack of an effective
internal management system over such things as material control and
actual production control and scheduling.

RELATIVE COSTS OF SSN-688 CLASS SUBMARINES

Speaking to the relative performance, some people say productivity
is a relative thing, but another indication of the past productivity
situation at Electric Boat is their relative performance in building
the same ships in generally the same time frame as other people have
built them.

Newport News and Electric Boat are building SSN-668-class sub-
marines. The costs of Electric Boat are running substantially higher.
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The estimated shipbuilder's cost for the completion of the first five sub-
marines at Electric Boat averages about $50 million more for each
ship than for the first five ships at Newport News. The increase in
direct labor required to build each ship is on the order of 20 to 25
percent higher at Electric Boat than at Newport News. Remember,
these ships are being built-

Senator PROXMIRE. This isn't a matter of inflation, but a matter of
more labor going into it, more resources?

Admiral BRYAN. Yes, sir. This is a reasonable comparison.
Senator PROXMIRE. Did you correct it for any inflation factor?
Admiral BRYAN. These ships are being built at about the same time,

and, therefore, inflation should not be a factor. However, I don't
believe this cost differential will necessarily apply to future
construction.

Senator PROXMIRE. What this measures is the lack of productivity
at Electric Boat compared to Newport News?

Admiral BRYAN. Total productivity, a combination of the work
force, and the efficiency of their internal material-handling
procedures-

Senator PROXMIRE. Can you give us that once again in terms of
percentages? Is that $50 million more for each ship? What percent-
age more is that, 10 percent?

Admiral BRYAN. To take the second one at each yard, it is about
31 percent more.

Senotor PROXMIRE. Thirty-one percent more at Electric Boat
than at Newport News for the same design, the same time frame, and
everything the same except the productivity?

Admiral BRYAN. Yes, sir, essentially it is comparable.
On man-hours, the difference is about 25 percent. You see, there

are some other differences here. The labor rates are a little higher
at EB. That accounts for about 5 percent of the difference. EB's
overhead is higher than Newport News. So, that is why the cost
differential percentage is larger than the labor percentage, but-

Senator PROXMIRE. OK. So, in summary, I think you are led astray
by a lot of the theories on productivity.

Admiral BRYAN. The fundamental measure of productivity is the
performance of the shipbuilder in meeting his scheduled commit-
ments at intended and for the expenditures planned. In the past,
at Electric Boat, manpower expenditures have exceeded those planned
and schedules have slipped. The causes include low productivity
and other factors, some of which are the Government's responsibility.
The Government should pay for those matters which are properly
its responsibility. In the case of Electric Boat, in the first claim
settlement, the Government paid for those mistakes that were properly
its responsibility. But the shipbuilder should be prepared to take
responsibility for his actions or inactions.

As I testified earlier, a new management team was assigned to
Electric Boat in October of last year. Although the previous manage-
ment-which also had been there only about 152 years-had recog-
nized the need for improvements in shipyard operations, the new
management has initiated several strong actions directed to improving
productivity. Changes are being made in the materials-handling
procedures, worker skill levels are coming up, and a training program
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for supervisors has been.initiated. It is.too early to measure the effect
of these actions. There is no question in my mind that Electric Boat
will ultimately achieve improvement in productivity.

Why do I say that? I say that because I have seen other shipyards,
both Navy and private, who got into productivity and performance
problems. These same kinds of actions turned those shipyards around.
These actions-improving work force skills, getting material at the
right place at the right time, instilling a sense of responsibility for
meeting scheduled events-are the right actions. But at this time, I
cannot forecast when or at what rate performance will improve at
Electric Boat. We will monitor their performance, as I am sure you
can understand, very closely, but until I see physically demonstrated
improvement at the output level, I am not going to predict future
Improvements.

Senator PROXMIRE. I welcome that attitude, and I want to tell you,
Admiral, that we have had a lot of witnesses here over the years, the
last 10 years or so, on this issue and others relating to military procure-
ment, and this is one of the most informative and candid statements
we have had from any Government officials, and it is welcome.

[The prepared statement of Admiral Bryan follows:]

PREPARED STATEMENT OF VICE ADM. C. R. BRYAN

Mr. Chairman, I am pleased to appear before this committee in response to
your request to discuss in general the claims filed by Electric Boat Division of
General Dynamics, and in particular the problems experienced at Electric Boat
in buildup of manpower and recruiting of skilled workers, productivity trends,
and drawing revisions and contract changes. In addition, I am prepared to
review relative costs of building SSN 688 class submarines at Electric Boat and
Newport News.

In January 1971 Electric Boat Division, General Dynamics Corporation was
awarded a contract for seven 688 class submarines, At present two of the seven
ships have been delivered to the Navy. In October 1973 Electric Boat was awarded
a second contract for eleven SSN 688 class submarines. Electric Boat was awarded
the Trident contract for a lead ship plus three follow ships in July 1974. The
Trident contract was amended in June 1977 to include a fifth ship plus an option
foT the sixth and seventh ships. On 27 February 1978 the option for the sixth and
seventh Trident was exercised. The current workload at Electric Boat is sixteen
SSN 688 and five Trident submarines which are in various stages of construction,
plus the two Tridents whose contracts have just been awarded.

CLAIMS

On 14 February 1975, Electric Boat Division submitted a claim against their
first SSN 688 class contract. The principal basis of the claim was that defective
and late Government-furnished design data resulted in ship delivery extensions
and additional work not covered by the original pricing. The claimed amount
was approximately a $232 million increase in ceiling price. The claim was settled
on 7 April 1976 for a $97 million increase in-ceiling price. As part of this action
Electric Boat Division agreed that all Government responsible actions or inactions
relative to the first SSN 688 contract prior to 20 May 1975 were covered by this
claim settlement.

On 2 December 1976, Electric Boat Division submitted a second claim under
their first SSN 688 contract for actions after 20 May 1975 and also under their
second contract. This claim was for an increase in ceiling price of $543.9 million.
This claim has been assigned to the Navy Claims Settlement Board for action.
Admiral Manganaro, who heads the Board, is with me today and can discuss
that claim.

DRAWING REVISIONS AND CHANGES

Naval warship construction is an extremely complex undertaking. There are
three principal elements required to build a ship. First, design information and
directions to the worker in the form of drawings and technical work procedures
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are required to describe the work to be performed; second, the components and
basic materials necessary for fabrication of the ship must be assembled at the
work site; and third, a skilled and trained work force must be available to actually
build the ship.

The work force and its supervision and management are the responsibility of
the shipbuilding contractor. Materials are the responsibility of both the Govern-
ment and the shipbuilder, dependent upon who has been assigned responsibility
for their procurement. The design and basle technical information is normally
provided to the shipbuilder by a design agent under contract to the Government;
therefore, responsibility for this element is principally the Government's.

The design agent for the SSN 688 class submarines is Newport News, who also
built the lead ship. Electric Boat is the design agent for the Trident submarine.
All Trident construction is at Electric Boat.

I would like to discuss allegations made regarding ship design changes or things
that have been represented to the press and others as design changes. One press
account states that the Navy ordered 35,000 revisions for the SSN-688 class at
Electric Boat after it had signed the contracts for building the ships and clearly
implied that the shipbuilder was expected to pay for an imputed massive change
to the ships.

The Congress and the public are understandably shocked and concerned about
such statements. I sincerely believe such allegations are not only inaccurate,
but are very misleading.

First, let me recount some of the fundamentals of designing and building a
complex, demanding product of high technology, They apply to many things, but
in this instance I will address naval ships. After the conceptual and preliminary
design is approved, the Navy, often in conjunction with shipbuilders, prepares
the next stage of engineering called the contract design, which consists of certain
general blueprints and the detailed specifications for construction. This package
is the basis for the preparation of the detailed design, which includes all the engi-
neering drawings for ship construction. These drawings, also called blueprints or
plans, whlch will eventually total in the thousands for a modern warship, are
prepared by a shipbuilder. He may use his own engineering staff, or he may employ
the services of private ship-design agents. Where ships of a class are built by more
than one shipbuilder, the Navy pays the lead shipbuilder to provide copies of his
construction drawings to the follow shipbuilders for their use. In recent years,
the Navy has provided funds to the lead design shipyard to revise the details of
his drawings to suit the particular facilities or procedures of the follow shipbuilders,
if it will reduce their time or cost of construction.

One interesting ramification of this practice is that, even though the actual
detailed construction drawings are actually prepared by the lead shipbuilder,
since they are done under a Navy contract, they are viewed as "Government
furnished" drawings by the follow builders.

Those drawings serve a number of purposes. Primarily, they are the way the
engineers and technicians tell the workmen how to make and install every bit
of a ship, from its hull and frames, down to the precise details of how to make
the millions of electrical connections in all the switchboards and weapons systems.
Further, they form the living record of general technical instructions to all those
who construct and inspect every part of that ultimate ship. They serve as the
means to record every lesson learned throughout the design and construction
process so that errors noted and problems encountered are corrected or avoided
in subsequent ships. Every time a drawing is modified, whether for the correction
of an early error, the improvement of a manufacturing process, the incorporation
of an actual design change, or merely the addition of clarifying information to the
construction workers, that particular drawing modification is carefully recorded
and is issued with a revision coding so there can be traceability and accountability
for the actual set of plans to which each ship is built.

This basic procedure of keeping track of the communication between the de-
signer and the worker as each drawing may be completed, changed, clarified or
up-dated is called a drawing revision. It is a system proven over the years for
naval ships and commercial ships. The fundamental concept is used in the
aircraft industry and, indeed, any complex design and manufacturing endeavor
where the designers and the builders need a disciplined method to assure proper
construction as well as a method for documenting the accurate configuration
of the product as it is actually built.

As I touched on previously, the description of how to construct a ship and
install everything in it required many individual drawings. Obviously, large and
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complex ships require more drawings than smaller and simpler ships. Therefore, if
one wants to assess drawing "Revisions" in any reasonable manner, the statistic
should, from a common sense standpoint, at least, compare the average revisions
per drawing. In 1969, before starting the detailed design effort for the SSN 688
class, the design agent estimated that an average of 6 revisions per drawing would
eventually be required. After eight years, during which 31 ships have been
awarded, the design agent has issued an average of about five revisions per
drawing. Since there are approximately 6,000 contruction drawings for all those
submarines, the result is something over 30,000 drawing revisions. I can only
assume that this arithmetic is the basis for the "35,000 changes" allegation.

Let's look at that kind of comparable statistics for some other kinds of ships,
Navy and private, new and old. Our last class of nuclear attack submarine (SSN
637) designed in the 1960's by Electric Boat had an average of 5 revisions per
drawing; the FFG 7, LHA and DD 963 average range from 4 to 7 per drawing;
two classes of tankers designed by a private builder for commercial customers
had averages of 5.7 and 6.7 revisions per drawing. The Polaris submarine program
of the 60's was properly heralded as a magnificent example of great professionalism
in design and construction; a follow-shipbuilder of the SSBN 616 class saw an
average of 6 revisions per drawing.

I emphasize that most of these revisions ace inherent in the normal and proven
process of developing and defining the millions of details involved in carefully
and accurately designing a complex, reliable ship; of providing clarifying infor-
mation to the construction worker; and of updating the final configuration so that
the men who will operate and maintain it for many years will start from an accu-
rate-as-built baseline.

However, I do not intend to imply that none of these plan revisions are due to
changes in the design. Indeed, there are those. They may be caused by a deliberate
decision to incorporate a combat capability that was not known or was not avail-
able when the design was started. They may stem from increased knowledge of
what will make some part of the ship more reliable or maintainable. They may
correct errors in the original specifications. But these kinds of deliberate changes
by the Navy are made known to and are the subject of prior negotiations with
each shipbuilder. If they are mandatory for the safe operating and military capa-
bility of each ship, then they must be done. If they are judgmental, but mutually
agreeable contract adjustments cannot be achieved, then they are not required on
work already done by a shipbuilder, and the Navy will provide for that work after
delivery of the ship at the most favorable opportunity.

A more meaningful measure of real changes is the effect on ship cost. As a general
statistic, the cumulative effect on total construction costs of deliberate Navy
changes to a ship design or specifications averages about 5 percent.

Under the contract terms, a shipbuilder is not supposed to accept a revised
drawing if he considers that it requires a change in the contract. The Navy has
elaborate internal checks and balances to screen, evaluate, and justify changes to
ships under construction. When it is concluded that a deliberate change is justi-
fied, the Navy's policies and procedures are to identify the potential impact, if
any, on the shipbuilder's cost and schedule and mutually negotiate a contract
modification for such effects. If mutual agreement cannot be reached, the Navy
has the alternative to defer the change to some later place and time after the ship
is completed. Or if the change is essential to the safety, reliability, or performance
of the military mission of the ship, the Navy can direct the shipbuilder to perform
the work by issuing a change order. In this latter event the Navy seeks to arrive
at a subsequent, mutually agreeable negotiation of the cost and schedule effects.
Failing this agreement, the shipbuilder may submit a claim. The Navy uses such
change orders sparingly as a matter of policy and strongly piefers to provide for
necessary changes by means of mutually satisfactory negotiations with the
shipbuilder.

MANPOWER PROBLEMS

There is one thing that is common to the three shipbuilders that have the big
claims. It is not submarines and it is not nuclear powered ships. It is not where
they are located either on the east or west coast. It is the following. Each one
expanded his work force by thousands of new hires in a relatively short period of
time.

Electric Boat expanded their work force from 11,000 employees in 1972 to
almost 26,000 in 1976, an increase of 15,000 people in a four year period.
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Shipbuilding is hard and demanding work. It requires a variety of skills and
crafts that do not automatically exist in the hiring halls or in the streets or at the
corner service station.

As employment at Electric Boat increased, the percentage of the workforce
made up of skilled workers declined. In late 1972, at the time the workforce
buildup started, over 80% of trade personnel were classified as skilled workers.
This percentage dropped to 53% in 1974, and remained low until this year. In
1978, the skill percentage has started to increase and is now about 70 percent.

The effect on skill levels of greatly increasing the workforce is twofold. As new
employees are hired, former production workers are advanced to fill new super-
visory positions. Thus the expertise of both production workers and their im-
mediate supervisors drops. When expansion of the workforce is too rapid, pro-
ductivity declines, the amount of labor required to build the ships increases, and
shipbuilding schedules are delayed.

Beginning in February of 1974 Electric Boat has announced a series of delivery
delays for SSN 688 class submarines. Delays have also been identified for Trident
submarines.

A reschedule of all ships under contract was announced by Electric Boat in
June and July of last year. On February 17, 1978 all ships were again rescheduled;
SSN 688 submarines are now projected to be delivered up to 40 months later than
the contract delivery date. Delivery of each of the five Trident submarines now
under construction is projected by Electric Boat to be 19 months later than the
original contract delivery date.

Major contributing causes to these production delays are too few workers and
low skill levels caused by the rapid expansion of employment in the mid-1970's.

RELATIVE COSTS OF SSN 685 CLASS SUBMARINES

Based on contractors' cost reports submitted to the Navy, costs at Electric
Boat are running substantially higher than at Newport News. For example, the
estimated shipbuilder's cost at completion of the first five SSN 688 class sub-
marines at Electric Boat averages about $50 million more for each ship than for
the first five ships at Newport News. These ships are being built to the same
design, with the same drawing revisions, with the same changes, and in roughly
the same time frame. This cost differential would not necessarily apply to future
construction, if improved productivity is achieved at Electric Boat.

SUMMARY

The final measure of productivity is the performance of the shipbuilder in
meeting his scheduled commitments at the time intended and for the expenditures
planned. In the past at Electric Boat, manpower expenditures have exceeded
those planned and schedules have slipped. The causes include low productivity
and other factors, some of which are the Government's responsibility. The Gov-
ernment should pay for those matters which are properly its responsibility. This
was recognized in the first claims settlement, where the Government paid $97
million for its actions. The shipbuilder must also be prepared to accept responsi-
bility for his actions or inactions.

A new management team has recently been assigned to Electric Boat. Although
the previous management had recognized the need for improvements in shipyard
operations at Electric Boat, the new management has initiated several strong
actions directed to improving productivity. Changes are being made in the
materials handling system, worker skill levels are coming up, and a training pro-
gram for supervisors has been initiated. It is too early to measure the effect of
these actions. There is no question in my mind that Electric Boat will ultimately
achieve improvements in productivity. At this time, I cannot forecast when or at
what rate performance will be improved.

Senator PROXMIRE. What indicators does the Navy use as an
indication of productivity? Did those indicators show a downward
trend in the building of the SSN-class submarine?

Admiral BRYAN. There are two answers to your question, sir. The
first one is not yet applicable to Electric Boat. The Department of
Defense requires its large contractors to use a cost schedule control
system, sometimes referred to as the "7000.2." This is a procedure for
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defense contractors to use for reporting and keeping track of the
progress of the construction and the costs.

It requires a fairly elaborate internal management and data system
by the defense contractor. The basic concept-and take a ship as an
example-is to take every part of the ship, every piece of it, and
identify that part of the total cost that it would take to make that'
piece and install it. At some point in chronological time, that piece
should be completed in accordance with an overall schedule.

Then all the man-hours, all the effort, all the material that is used
to construct the ship is recorded. At any given time, when some
piece is supposed to be finished, you can check the system to see if it is
finished. Then you check the system and compare how much did that
piece really cost against how much it was budgeted to cost.

So, comparing both of these together, one has-
Senator PROXMIRE. Supposing it is not completed on time?
Admiral BRYAN. Then when the time comes, and you can check it

and see that it isn't completed, that gives you a warning that someone
is behind schedule. You should find out what is wrong on that piece.
The system will tell management, "Something is wrong, go find out
what is wrong." If enough individual pieces are behind schedule,
then that gives you a warning that maybe the overall schedule is
starting to get into trouble.

That is a very systematic approach, but we do not have that system
at Electric Boat as yet.

Senator PROXMIRE. You say you do not have that system at
Electric Boat?

Admiral BRYAN. Electric Boat has not installed it.
Senator PROXMIRE. So, you are not in a position to answer the

second part of the question, whether you saw that downward trend
in the construction of the SSN-

Admiral BRYAN. I was going to tell you what we do at Electric
Boat to monitor them. We take the overall schedule for each event,
the major events, when the keel is supposed to be laid, for example.
Electiic Boat breaks that down into hundreds of intermediate events.
We then have to question when some event was really done.

Now, they don't have a system that is finely calibrated to show what
the ship should have cost up to that time. So what we have attempted
to do there is to get their reports, for example, of labor expended up
to that point in time, and compare it with what we think their budget
was for expenditure through that time. We also compare it to historical
performance by other people who have built the same ships at the
same point in time.

Senator PROXMIRE. I see.
Admiral BRYAN. Electric Boat did very well on the previous

class of attack submarines.
Senator PROXMIRE. How did they do on the SSN-688?
Admiral Bryan. That is the one they are doing now.
Senator PROXMIRE. How are they doing?
Admiral BRYAN. They are not doing very well, sir. They did well

in terms of costs and time on the last class they built.
Senator PROXMIRE. When you say they are not doing very well, is

it showing a downward trend?
Admiral BRYAN. We haven't seen, really, a downward trend in

productivity recently. In the last year and a half, where we have had
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information, we haven't seen any upward trend yet. We hope to see
some soon, but we just haven't seen them yet.

Senator PROXMIRE. The general manager of Electric Boat, Mr.
Veliotis, published a new delayed schedule?

Admiral BRYAN. Yes, sir. In February, he informed us of revised
schedules.

Senator PROXMIRE. How much will the ships be delayed, and are
the new schedules realistic?

Admiral BRYAN. The additional delay announced in the February
schedules on the attack submarines ranges from two months, on the
next one about to be finished, to as much as 21 more months on his
latest one, which will not finish until 1984.

Those are the attack submarines.
Senator PROXMIRE. That is additional delay?
Admiral BRYAN. Yes, sir.
Senator PROXMIRE. Do you think that is realistic?
Admiral BRYAN. Well, I said earlier that I wasn't prepared to

speak right now on how soon he was going to improve. He is going to
have to improve- to meet those schedules.

Senator PROXMIRE. All right.
Now, there has always been a certain amount of gamesmanship

in shipbuilding schedules. I understand Litton, on severely overrun-
ning its LHA contract, launched an effort to redeem the shipyard
mage by completing the first DD-963 ships; is that right?

Admiral BRYAN. I don't know if that was their corporate game
plan, Mr. Chairman.

Senator PROXMIRE. Was that the result, whatever the corporate
game plan was? Was that the result, that they came in on time?

Admiral BRYAN. They were not really on time, but the delivery
did not slip as much on the DD-963's as on the LHA's. That is a fact.

Senator PROXMIRE. Do you have any evidence whether they
diverted resources?

Admiral BRYAN. I can't say that I do. That is a hard one, because
it implies knowledge of intent. I observe the facts. At Electric Boat,
I observe two-thirds of their work force are on SSN-688's.

Senator PROXMIRE. You don't have to have knowledge of intent.
Couldn't you tell from the slippage of delivery on one ship as com-
pared to another? I am not saying that would be definitive, but it
would give you some indication, and by the number of men working
on each ship?

Admiral BRYAN. Well, yes, sir, we can do that, because we know
the number of men required on each ship.

Senator PROXMIRE. See what you can supply for the record on that.
[The following information was subsequently supplied for the

record :]
The first DD-963 delivered 285 days late to the original contract date set in

June 1970. The first LHA delivered 1142 days late to the original contract date
set on 1 May 1969. In May 1974, the then president of the Ingalls Shipbuilding
Division of Litton did approach the Navy with a request to set prorities on
ship deliveries. The proposal was to allocate manpower first to the submarine
program, second to the destroyer program and lastly to the LHA program. The
Navy rejected that plan and requested that all contract obligations be met by
the Contractor. Litton, in fact, did not build up manpower on the LHA program
as rapidly as he added manpower to the destroyer program. In March 1974, for
instance, of the hard task workers available for DD and LHA work, the split was
49 percent DD, 51 percent LHA. In March 1975, the split was 76 percent DD,
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24 percent LHA although the manpower reduction on LHA was only 1,400 people
In March 1976, 71 percent DD, 29 percent LHA. Since mid 1976, the manpower
split has stabilized at approximately 60 percent DD, 40 percent LHA. Some favor-
ing of the DD program is evident in the early stages of both the DD and LHA
programs, but for the past 2 years, the Contractor has maintained stable division
of actual manpower between the DD and LHA programs.

Senator PROXMIRE. Admiral, are there any indications that in
trying to meet or beat the scheduling of the slips of the SSN-688
submarines, Electric Boat is failing to man the later ships, ships
for later delivery?

Admiral BRYAN. Yes. They are putting their heaviest manning
on the earliest SSN-688's.

Senator PROXMIRE. Can you tell us what effect that will have?
Admiral BRYAN. They are hoping to improve productivity over the

next few years, but it is going to require an almost incredible increase in
efficiency to meet the dates if their manning decisions stay the same.

Senator PROXMIRE. Does that lay the groundwork for new cost
overruns and claims?

Admiral BRYAN. I don't know about claims. That would not be a
Navy action, but their own action.

Senator PROXMIRE. New cost overruns?
Admiral BRYAN. Yes, sir, there is no question that stretching that

construction out further is going to cost more, because you are
exposed to inflation at a later time.

Senator PROXMIRE. It has been my experience that when their
costs go up, their claims go up. That may be unfair.

Admiral BRYAN. That is conceivable.
Senator PROXMIRE. Admiral Rickover has characterized the over-

runs as a financial game that enables the shipbuilders to report earn-
ings to their stockholders even in the face of an overrun. From what
you have seen, have General Dynamics been building their claims
around their cost statements, rather than-

Admiral BRYAN. Mr Chairman, I am not able to make a knowl-
edgeable comment on that. In the time I have been in this job, I
really have not been engaged in claims evaluation. Admiral Manganaro
has been assigned to evaluate the Electric Boat claims. The first one
was done before I came into my current position.

Senator PROXMIRE. I understand that even in cases where the
company had the requisite number of people on board, there were
imbalances in the ratio of skilled to unskilled workers.

Admiral BRYAN. Yes, sir.
Senator PROXMIRE. Can you explain that problem briefly and pro-

vide for the record the figures for the actual periods in question?
Admiral BRYAN. Yes, sir.
[The following information was subsequently supplied for the

record :]
APPROXIMATE FIGURES AT EB DIVISION GROTON FACILITY FROM DECEMBER 1973 TO MARCH 1978

Groton total
direct Total Percent

Year personnel skilled skilled

December 1973- 5,900 3,420 58
December 1974- 7, 000 3, 780 53
December 1975- 6, 150 3, 750 61
December 1976- -------------------------- 9,600 4, 800 50December 1977 -10, 200 (, 120 60
March 1978 -8,700 6,100 70



42

Senator PROXMIRE. Can you explain it briefly now.
Admiral BRYAN. The skills and trades used in building ships are

not skills and trades normally found in the economy of the United
States. So, when you hire a large number of people, hire them off
the streets, you get a large number of people who are not skilled in the
trades needed to build ships. Immediately there is a large number
of unskilled people. You still have the same number of skilled people
you had before, but the ratio of skilled to unskilled goes down.

Then, it takes a period of time-since difficult skills are required
to build ships-to teach men and women those skills. During that
period of time, you are making an investment in training, and in that
period of time they aren't fully productive yet, because they don't
have the skill, but you still have to pay them. So, you have a double
investment when you allow skill mix to decline. You are not getting
production out of them, and you are training them during that period
of time, also.

Senator PROXMIRE. It is better to try to maintain levels in produc-
tion. When you lay people off and hire more, it is bound to have that
effect.

Admiral BRYAN. Yes, sir.
Senator PROXMIRE. We have had testimony, the three people

who testified before you, three people who spent time on the labor
board problems during the period of buildup involving drugs, alcohol-
ism, sex, discrimination, and fights. Was the Navy aware of these
problems, and do you agree that they seriously impaired productivity?

The argument was that each one of those might not have had a
significant effect, but an aggregate seemed to have a very bad effect
on morale and on perfoarmance.

Admiral BRYAN. As far as the Navy is concerned, we had no
knowledge of the incident or the rate that would be more than a
sensible person might expect in this society among the thousands of
people working in an industrial area. There is no question in my
mind that those things occur. They occur at every industrial plant,
Government and private, in the world.

But did they occur to the degree or at the rate that these problems
would have been one of the major causes for low productivity? I
doubt that, sir.

Senator PROXMIRE. And whether prudent and competent man-
agement could have expected that when you hire and bring in a lot
of people, you are going to have more problems with drugs, alcoholism
and fights and so forth, unless you take extraordinary precautions
and in this case, do you feel precautions were taken?

Admiral BRYAN. I have to say I don't know of any extraordinary
precautions. I would be careful to unknowledgably criticize manage-
ment. I don't know that the problem was that large.

Senator PROXMIRE. Admiral, last December, Assistant Secretary
of the Navy Hidalgo simply withdrew the General Dynamics claim
from the Navy Settlement Board just 2 weeks before the Navy com-
pleted its year-long review of the claim.

In January, Mr. Hidalgo returned the claim to the Board.
Admiral Manganaro, you have studied the claim. Is it fair to say

that a large portion of the claim, in excess of 50 percent, was found
to be without merit?
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Admiral MANGANARO. You would have to say that in conclusion.
I would caution, however, that our evaluation of the claim was to
determine to what extent there was merit.

Senator PROXMIRE. That was the conclusion of your Board?
Admiral MANGANARO. The conclusion of my Board is that the claim

would have merit amounting to less than 50 percent.
Senator PROXMIRE. Did the company comply with Navy require-

ments for documenting claims, specifically, did the company show a
cause and effect relationship between the action cited in the claim
and the amounts claimed?

Admiral MANGANARO. In some of the claim elements that was done
and in others it was not.

Senator PROXMIRE. Would you say that in more than 50-percent
it was not done?

Admiral MANGANARO. I would rather say that in some of the
larger elements it was not done.

Senator PROXMIRE. Rather than trying to buy time to work out
an overall settlement, Assistant Secretary Hidalgo made a $60 million
provisional payment against the $540 million claim.

Traditionally, that amount would represent the amount the Gov-
ernment knows it owes without additional factors of litigative risk.

Would it be fair for me to assume that the Government found only
$60 million of liability out of a $544 million claim?

Admiral MANGANARO. It would be reasonable to assume that that
amount is characteristic of the breakdown between the entitlement
and litigative risk.

Senator PROXMIRE. Well, I am not sure I understand that. You
say that is a fair breakdown between entitlement and litigative risk.

Admiral MANGANARO. It is an indicator.
-Senator PROXMIRE. But it would not be fair to conclude that the

Board found only a definite Government liability of $60 million?
. Admiral MANGANARO. I am dodging your question, because I don't
want to indicate the position of the Government in further negotia-
tions of this claim.

Senator PROXMIRE. In analyzing the claim, you must have had to
analyze the causes of the slip delay. What were your conclusions?

. Admiral MANGANARO. Unfortunately, I did not conduct an analysis
to determine all the causes of delay-only those instances where the
delays were Government caused. We evaluated available data to
determine which delay periods were caused by the Government. For
instance, we did not analyze anything having to do with the 23 weeks
during which the strike took place. The strike is not considered a
Government responsibility.

Numerous causes of delay involved productivity, specifically the
failure to get things done as scheduled.

Senator PROXMIRE. Could you give us, then, an off-hand notion,
just a rough notion of what proportion of the delay was the Govern-
ment's responsibility, what proportion was because of the strike, and
what proportion was because of the lack of productivity?

Admiral MANGANARO. I can do so for the record, but would prefer
not to do it publicly.
I Senator PROXMIRE. Not to do so publicly?
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Admiral MANGANARO. Yes, sir, because the alleged delay cost is
such a large portion of the total claimed amount that disclosure of
the value of Government responsibility for that element gives a very
clear indication of the Government's negotiating position.

Senator PROXMIRE. Do you have any opinion on this, the extent
to which the considerations involving financial reportings to stock-
holders are directed to the shipbuilders and their negotiations of
claims?

Admiral MANGANARO. I really can't say anything on that.
Senator PROXMIRE. Admiral Bryan, on the projected cost overrun

of the 688-class, General Dynamics is reporting a record $103 million
profit for the company. It is predicated on the company recovering
the $840 million overrun from the Navy.

If Arthur Anderson refused to issue an unqualified certification of
the company's report, has the Securities and Exchange Commission,
to your knowledge, made any attempt to investigate the General
Dynamics claim?

Admiral BRYAN. They haven't indicated that to me, not that they
would since I am not in the claims analysis business. I have not been
approached on that. I don't know.

Senator PROXMIRE. Do you believe that throughout the 1979-
throughout the period 1972 to 1977, would you feel it is fair to char-
acterize productivity at Electric Boat as low, and efficiency poor?

Admiral BRYAN. Yes, sir.
Senator PROXMIRE. Did those cause slippages and cost overruns

at Electric Boat?
Admiral BRYAN. Yes, sir, I believe so.
Senator PROXMIRE. I understand the entire Electric Boat facility

was shut down in January for an inventory.
Admiral BRYAN. Yes, sir.
Senator PROXMIRE. Was this an unusual act? Will the Navy have

to pay the cost of shutdown? I am 40 years out of Harvard Business
School, I regret to say, but we used to find that there are all kinds
of inventory systems, an that the competent up-to-date cororations
have a perpetual inventory. They can tell you like that what their
inventory is.

They don't have to shut down for a month to count everything
they have got. This would seem to me unusual.

Admiral BRYAN. I know a little bit about it, and it seems unusual
to me, too, sir. I think the reason is that they hadn't had, over the
years, an accurate and professional inventory system. They have
changed management concepts once or twice significantly over the
last decade.

We saw their own internal material control procedures getting
rusty and slowing down, so I have a feeling that those are all tied
together, and that fact was a symptom of problems so severe that they
had a traumatic wall-to-wall inventory of a large industrial organiza-
tion. It is symptomatic of these other cost factors that we talked of.

Senator PROXMIRE. Does the company disclose the results of in-
ventory, and if not, why haven't they?

Admiral BRYAN. We haven't seen any particular report of it, nor
should we, especially. I expect to hear next week some sort of a man-
agement summary of it. It is their material they are inventorying,
and they have the right to do that.
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Senator PROXMIRE. Well, so much of the taxpayers' money is
involved that it seems to me you should know about the inventory.

Admiral BRYAN. On the SSN-688 class, it probably won't cost us
any more, because as far as I am concerned, the ceiling price of the
688 contract is the maximum amount of our liability.

Senator PROXMIRE. Unfortunately, as far as you are concerned
doesn't determine-

Admiral BRYAN. Well, there are other issues.
Senator PROXMIRE. There sure are, other authorities.
Admiral BRYAN. Right now I would have to go along with the

general manager. If an inventory was one of the things that would
really contribute toward getting on with production efficiency from
now on, then the cost of conducting that inventory was a wise
investment.

Senator PROXMIRE. I understand their first layoffs last fall under
the new management, an additional 1,000 to 1,500 workers have been
laid off. Do you know the percentage of those that are blue-collar
workers?

Admiral BRYAN. I don't have those statistics with me. I can acquire
them, though, and provide them for the record. We will have to go
to him for his own employment figures.

[The following information was subsequently supplied for the
record:]

There is no contractual requirement for Electric Boat to provide this informa-
tion. I am requesting that this information be provided to us by Electric Boat.
The information will be forwarded to the subcommittee when available.

Senator PROXMIRE. Do you have any record of whether semiskilled
workers and skilled workers have been laid off recently?

Admiral BRYAN. We don't keep that kind of specific record. I have
heard those allegations.

Senator PRO XMIRE. Are you concerned that layoffs of skilled workers
may be exacerbating manpower problems at Electric Boat, and do
you believe it now has adequate manpower to perform its contract to
meet the new schedules?

Admiral BRYAN. I would be concerned if they were laying off sub-
stantial numbers of skilled workers. I don't have facts and figures to
show me that. As I said earlier, sir, the new- schedule is going to be
contingent upon significant improvements in productivity and im-
proving the skilled labor force. If he does not achieve that, then he
won't meet those schedules.

Senator PROXMIRE. The testimony today indicates that much if
not most of the causes of cost overruns in the Electric Boat Division
concerns the huge labor force buildup beginning in 1972.

The level of skilled workers declined drastically, and there were
other problems involving drugs, alcohol, and sex that contributed to
a drop in productivity.
* Responsibility for the work force is, of course, the contractor's.

And to the extent that labor problems account for cost overruns, the
taxpayer should not be asked to assume this burden.
'A preliminary answer to the question-why is productivity low
at EB?-is, because the company did not adequately manage the
increased workload and the enlarged labor force during the 1972-78
period.

32-340 0 - 81 - 4
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This happens to be the period during which EB's claims arose.
The facts throw further doubt on the validity of EB's $544 million

claim and give greater reason for the Government to move very
cautiously before any settlement agreement is reached.

Gentlemen, I want to thank you very much for your testimony.
As I said, I am most impressed by it. I think you have been extremely
candid and helpful and cooperative and responsive, and I think you
made a fine record.

The subcommittee will stand adjourned.
[Whereupon, at 12:20 p.m., the subcommittee adjourned, subjectto the call of the Chair.]
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Washington, D.C.
The subcommittee met, pursuant to notice, at 10 a.m., in room 5302,

Dirksen Senate Office Building, Hon. William Proxmire (chairman of
the subcommittee) presiding.

Present: Senator Proxmire.
Also present: Richard F. Kaufman, general counsel; Howard E.

'Shuman, administrative assistant, and Ron Tammen, legislative
assistant, Senator Proxmire's staff; William Chastka, assistant clerk;
and Mark R. Policinski, 'minority professional staff member.

OPENING STATEMENT OF SENATOR PROXMIRE, CHAIRMAN

Senator PROXMIRE. The subcommittee will come to order.
This subcommittee has been holding hearings for many years on the

subject of shipbuilding claims against the Navy. In the past I have
criticized individual settlements because they were overgenerous and
unsubstantiated by the facts.

I have raised questions about claims that appear to be grossly
inflated and have urged in several cases that they be referred to the
Justice Department for investigation of possible fraud. I have watched
the Navy change its claims review organization and procedures.

I have often been bothered by the zigs and zags in Navy policy with
respect to claims and its frequent failure to enforce its own contracts.

There has never been more reason to be concerned than today. We
stand at the edge of a new era but one that I believe we will all regret
in future years.

The era being ushered in today is one of capitulation to Navy
contractors, which Herblock epitomized so well in his cartoon in the
Washington Post only a few days ago, "We always put the guns in
place first." "Pay us a few hundred million dollars or we shut down."

That is what we are facing now. We see the Navy waving the white
flag and we certainly want to get into that. Whether it is fair or not
fair is what the Navy has to say about their contracts.

The settlements that have been proposed by the Navy were reached
not as a result of an analysis of the merits of the claims, but as a
result of coercion and intimidation. The Navy has been on the receiv-
ing end of that process.

(47)
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Electric Boat and Litton used the threats to shut down their ship-
yards in order to extract financial bailouts from the Navy. The Navy
has chosen to give up for their ships The Navy would rather quit
than fight for its contractural rights. John Paul Jones would turn
over in his grave.

The Navy is willing to pay to the shipbui'ders $541 million over
and above the value of the claims. That figure represents one of the
largest bailouts ever proposed by the Pentagon. If experience is any
guide, this bailout will be followed by others because contractors
are being encouraged to threaten work stoppages in order to get
reimbursed for their cost overruns.

The Navy argues that the bailout is necessary although it prefers
the term "relief" to "bailout" because it will "facilitate the national
defense."

It has not been demonstrated to my satisfaction how such a give-
away of taxpayers' money, as a result of a process of threats and
ntimidation, can facilitate the national defense. These are some of
the reasons I oppose the settlement proposals. I intend to introduce
resolutions of disapproval today and I hope to be able to get rollcall
votes on them.

I am very pleased to welcome before us Hon. W. Graham Claytor,
Jr., Secretary of the Navy, and Assistant Secretary Edward Hidalgo.
You gentlemen know more about the settlements than anyone because
you negotiated them

I have Secretary Claytor's prepared statement and you are welcome
to proceed in your own way and then I have some questions.

Go ahead, Mr. Secretary.

STATEMENT OF HON. W. GRAHAM CLAYTOR, JR., SECRETARY OF
THE NAVY, ACCOMPANIED BY ASSISTANT SECRETARY EDWARD
HIDALGO

Secretary CLAYTOR. Thank you, Mr. Chairman.
It is a pleasure and a privelege to appear before the subcommittee

at all times. I have submitted a prepared statement for the record
which I will not read, but I would like to make a brief oral summary
of some of the background and highlights of our settlements.

rThe uria ask assigned to me by the enate Arm ervices
Committee at my con rma ion hearmg was to trv to find a solution
pr w at was genera nized as 's most ult rob-
lem-the complex andntanding and en rrsis
wNit h ree largest naval shipbuilders-Electric Boat,
Ingalls, and Newport News.

This problem has had top priority from Assistant Secretary Hidalgo
and me from the very beginning of our terms. In June of this year
after many months of almost continuous negotiation we reached
settlement agreements utilizing the provisions of Public Law 85-804
with two of the three yards-the Electric Boat Division of General
Dynamics and the Ingalls Division of Litton. As previously reported,
we are in what I hope are the final stages of negotiating a settlement
with the third yard, Newport News.

The details of the Electric Boat and Ingalls settlements are set out
in my prepared statement and I won't take the subcommittee's time
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by repeating them here. In the absence of any claims or contract
modification payments, Electric Boat faced a loss of over $800 million
and Ingalls a loss of over $-6u mimion, for a variety of reasons-some
the fau t of the shipbuilders, some the fault of the Navy, and quite a
number were the fault of a situation that could not be attributed to
either party.

At the outset of the negotiations it was made clear that an essential
feature of any settlement would be the acceptance by the shipyards
of massive losses on the shipbuilding contracts in question. In the end
this came to a loss of $359 million by Electric Boat and $200 milion
by Litton. In addition, Litton released substantial additional manu-
facturing process development costs that had been asserted but never
recognized by the Navy.

The Navy, in turn, under Public Law 85-805 agreed to absorb $359
million of the projected Electric Boat loss and $182 million of the Lit-
ton loss by modification of the appropriate shipbuilding contracts, as
well as recognition of entitlement pursuant to strict claims analysis
of $125 million for Electric Boat and $265 million for Litton.

While Mr. Hidalgo was on the point of these negotiations on literally
a day-to-day basis for many months, both Deputy Secretary of De-
fense Duncan and I were kept informed continuously. I also partici-
pated in a number of the sessions. I can fairly say that they were the
toughest negotiations I have known in almost 40 years of law and
business experience.

A principal objective was to wipe the slate clean and eliminate the
adversarial and acrimonious relationship that had developed over the
years between the Navy and these shipbuilders-not merely to settle
some specific claims.

We recognized fully the danger of establishin a precedent that
might encourage Nav contractors ta chW -pnthe future
and rely on the Everr to bail thorn nilt i did-not tallil out wellon
That was one reason we insisted on acceptne the yards of huge
losses. this istobe the price of a i
inonceivable that a businessman would undertake a contract with
this in mind. The $359 million Electric Boat loss, for examnle- wipes
out all their profits on a constant dollar basis for about 20 years-
practl ll earmngs earned since the start of the nuclear submarine
program in the midfif ties.

*IWe and the senior naval officers in the Naval Material Command
will monitor with great care the administration of these contracts
to make certain that the situation cleared up by these settlements
d6es not reoccur Many of the circumstances that gave rise to these
controversies have changes, our contracts and contracting procedures
have changed, and both yards are now experienced in the construction
of the ships in quest on.

In conclusion, Mr. Chairman, I want to make clear that:
: Admiral Holloway, CNO, was kept informed of negotiations and

details of the settlement, and Admiral Hayward, CNO as of July,
was fully briefed. Both authorized me to say they fully support the
settlements.

I can also say the same for Admiral Michaelis, Chief of Naval
Material, and his successor, Admiral Whittle. Both support the
settlements and are confident we can keep our future shipbuilding
relationships on an even keel.
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The only practicable alternative to settlement of these disputes was
to accept years of negotiation and litigation, with the enormous drain
in both money and time of our top officers that this would entail, as
well as a continuation of the atmosphere of distrust and acrimony so
prevalent in recent years-an atmosphere not conductive to building
the complex warships we need today.

I also want to make clear the litigation could well have resulted
in judgments against the Navy for far more than the costs of the
settlements. In cases as complex as these, no one can pred ct the
final outcome with any confidence.

We honestly believe that the settlements reached were the best
deals we could have made, and that they are definitely in the Govern-
ment's interest.

I want to say that in my many years of business and legal practice
I have never been considered one who rolled over and played dead
or waved the white flag as Herblock indicated. These settlements
were reached only because we felt they were in the best interests
of the Navy, both from a monetary and from an operational stand-
point, and I think we got considerably more in getting these settle-
ments for the Government than we had anticipated we would be able
to get when we started.

We laid down a slide rule that these people had, to take enormous
losses thfeflargestloss that wivas ever experienced infNavy contracts,

a_ .I fthink this is a victory for us, not a surrender.
OT6Yrse tgefseare all matters of opinion, but for those who worked
on it for nearly 2 years I am satisfied that we won. Thank you.

Senator PROXMIRE. Thank you very much, Mr. Secretary.
[The prepared statement of Secretary Claytor follows:]

PREPARED STATEMENT OF HON. W. GRAHAM CLAYTOR, JR.

Mr. Chairman, I am pleased to appear before you today to report on the recent
settlements of shipbuilding disputes with General Dynamics/Electric Boat
Division and Litton Systems/Ingalls Shipbuilding Division. Similar testimony
was presented to the House Armed Services Committee on August 3 and August
10 and Senate Armed Services Committee on August 24 and 25.

We need not dwell for too long on the need for resolution of the Navy's ship-
building problems, particularly the large and long-standing claims backlog. The
Armed Services Committees, as well as the relevant Appropriations Subcommit-
tess of both Houses, have repeatedly expressed grave concern over the last few
years at the seeming inability of the Navy and the shipbuilding industry to resolve
contractual difficulties, a concern that has impacted upon our future programs and
eroded the Nation's confidence in our ability to carry out our responsibilities with
private industry.

In early appearances before various Congressional Committees we could only
bring our plans and hopes regarding the settlement of both the EB and Litton
controversies. Today we can discuss the reality of settlements that, when effective,
will ensure the continued construction of urgently required ships and that, more-
over, are in the national interest.

We found that the claims filed were indeed enormous, as were the shipbuilders'
losses faced through unanticipated cost growth. In each of these programs substan-
tail cost growth had occurred as a result of a number of causes. Much of this cost
growth was simply not compensable under the older contracts. Moreover, long
periods of claims analysis by the Navy were necessary to determine those amounts
which could be conceded to be compensable under the contracts. As time passed,
and the parties could not agree on a solution, the claims, the impending contract
losses and cash flow difficulties began to poison the relationship between the Navy
and the builders. An antidote had to be found if the National defense interests in
the construction of needed ships were not to be placed in further jeopardy.
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During the year in which we sought the necessary solution our seniors in OSD,
particularly Deputy Secretary of Defense Charles Duncan, were kept fully and
continuously informed to developments in our negotiations. The agreements we
reached with General Dynamics and Litton Industries have been endorsed at the
highest level of Administration.

GENERAL DYNAMICS/ELECTRIC BOAT

I shall now discuss the agreement reached with the Electric Boat Division of
General Dynamics Corp., a dispute with implications of traumatic worker layoffs
and the prospect of litigation to prevent such action, as well as the impact of the
SSN 688 dispute on the TRIDENT program.

The Electric Boat settlement was reached 9 June 1978 only after extremely
difficult negoiations lasting approximately nine months, with an uncertain out-
come right up to the very last day. During the final negotiations General Dynamics
was represented by Mr. Lewis, chairman of the Board, and Mr. Golden, vice
president for contracts. Assistant Secretary Hidalgo and I represented the Navy.
Final agreement was reached only 2 days before a stop work order involving 8,000
Electric Boat workers would have taken effect unless the courts had granted
injunctive relief at the Navy's and Department of Justice's behest.

The details of the Agreement and the Memorandum of Decision invoking Public
Law 85-804 were forwarded to the Congress o22 Jun 1 9. The implementing
formal contract modification was delivered to the Congress on 21 July.

Permit me now to highlight the major elements of the Agreement
To begin with, they achieve the basic Navy goals of a settlement which guar-

antees continued construction of vitally needed ships, draws to an end a state of
mounting acrimony and estrangement between the Navy and a vital supplier of
strategic and general purpose attack submarines, and reconciles a contractual con-
troversy that was seriously diverting the financial and human resources of both
parties.

Throughout the negotiations General Dynamics was advised that a severe fixed
loss would have to be the centerpiece of any settlement. This was the crucial
issue which led to a breakdown of negotiations and the announced termination
of SSN 688 construction on 13 March 1978. Despite these setbacks, thefNiayy er-
sisted in its view that EB must assume a full burdenIof responsibili'tforits past
misju gements and inefficiencies, particularly in the management of a burgeoning
labor force. General Dynamics, with deep reluctance, finally agreed to take the
unprecedented fixed loss of $359 million on the two SSN 688 contracts.

As a ilt of t e ameent erofit arnedb3.ElecticB-ot since
willem b i tI fixed loss. If stated in terms of current

loss wipes ou a pros ac o 959. Electric Boat has been the
primary Navy design agent for nuclear submarines and was responsible for the
design and construction of the Nautilus in 1955, as well as a major portion of the
POLARIS/POSEIDON fleet. The $359 million loss now taken cancels almost all
gross profits, expressed in current dollars, for all of these nuclear programs.

The $544 million claim, which covered events only up to 1 November 1976,
was one of the important elements in the negotiations leading to the Agreement.
The Navy Claims Settlement Board, under the direction of Rear Admiral F.
Manganaro, USN, conducted an extensive technical and legal analysis of the
claim under the strict rules of analysis known as "entitlement." This analysis
was underway from March 1977 until-January 1978 and yielded a figure of $125
million as recommended adjustments to the existing contracts. Unconditional ac-
ceptance of the "entitlement" value was, from the outset, a basic premise in the
Navy's negotiating posture, but it was also plain that there was no chance that
General Dynamics would accept this claims analysis as full and final settlement
of the overall controversy. he Co hadubstantial additional claims in
nreparation and its officers were ully confident, or at least determined to resort
to litigation to prove, that they were legally entitled to a significantly more favor-
ble result.

Adherence to a policy of offering strict entitlement under the contracts, and
nothing more, would inevitably have led to years of wasteful litigation and would
have further jeopardized ship construction. It also would have ignored the reality
that cost growth had occurred as a result of a number of complex causes with
blame attributable to both sides and, to a considerable extent, for reasons beyond
the control of either party. The negotiating strategy from the outset took these
and many other considerations into account. In attempting to resolve not merely
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the claims already filed but a complex controversy driven by the mounting losses
incurred by the shipbuilder ($345 million to date) and yet to be incurred ($498
million to the completion of ship construction in 1974), the following factors
emerged in which the Navy shares responsibility:

The costs associated with the overoptimism that prevailed during the program
planning and early construction phases resulted in severe financial consequences.
All circumstances considered, we are satisfied that the Navy was justified in
assuming responsibility for a reasonable share of these consequences.

The delay and disruption caused by late Government Furnished Information
(GFI) supplied by the Navy design agent warranted recognition beyond that
obtained through strict claims analysis. The inherent difficulties of documenting
and analyzing disruptions are well understood in government and in the ship-
building industry. The lateness of GFI early in the program, particularly as it
impacted EB as the follow-on shipbuilder, undoubtedly created a disruption
problem that was real despite an inability to quantify it with precision. There is
no question that the timing of GFI is one of the most crucial elements in shipbuild-
ing, particularly as it impacts the follow-on shipbuilder. The SSN 688 program
started out with some slack to accommodate GFI slippage. However, this was
lost early in the program due to the difficulties experienced by Newport News
which for the first time was chosen by the Navy as nuclear submarine designs
agent.

A point that deserves emphasis is that the quality of the 688 design is not an
issue. These are superb ships. The Navy Board of Inspection and Survey has
been very complimentary over the production quality of both Electric Boat and
Newport News SSNs. However, the fact that GFI was late and had a negative
impact on EB's cost to perform, is irrefutable.

Now to summarize the overall results of the reformation of the two SSN 688
contracts at Electric Boat to which the Navy and General Dynamics have agreed.
The estimate of cost to complete is $2,668 milion. On the basis of this estimate the
Navy will pay EB $2,309 million through the completion of construction in May
1984 and General Dynamics will assume the $359 million loss to which we earlier
referred. It should be recognized that this loss would not have been agreed to had
the Navy not been willing to address the issue of relieving the Company's serious
cash flow problem resulting from the heavy amount of unreimbursed costs which
had been steadily accumulating under the existing contracts. At the date of Agree-
ment these amounted to approximately $345 million, a figure which, it is antici-
pated, will grow to $360 million by the expected effective date of the settlement.
It was in the context of the hard give-and-take of complex negotiations that a
$300 million initial progress payment was ultimately ag n bythe Navy,
tLhus leaving General D~ynamics with $45-$6O min~ion of urmuse Otasof
the settlement's effective date. The balance of the agreed $359 million fixed loss
will be recovered through a prop'lFtioaerduction in futr _ rgesaet
for allowable costs.

~ The additional money paid to EB over current ceiling for costs and escalation
amounts to $484 million. This includes $125 million for the filed claim settlement
and $359 million under P.L. 85-804.

The Agreement properly provides certain flexibility in the $2,668 million esti-
mate to complete. Goverment-directed changes are a primary action that can
increase the amount. The 9 June 1978 Agreement directs that all unpriced changes
prior to 9 June be promptly negotiated. These have been negotiated and agreed to
on a zero profit basis and amount to $3.9 million. Changes after 9 June 1978 will
be priced on a normal basis and will be incorporated into the contract.

If EB is able to reduce costs, (apart from those resulting from additional
changes) below $2,668 million, both Navy and EB will share these reductions
on a 50/50 basis. This is a way for EB to reduce its fixed loss, but will equally
reduce the costs to the Navy. If such costs to EB rise above the $2,668 million,
there is a 50/50 share for cost increases up to $100 million. Above that figure,
EB picks up all such additional costs. Finally, if annual inflation rates exceed
7 percent labor and 6 percent material, which both parties agree is within reason-
able expectation, EB will be allowed payments for escalation over and above
these rates, based on changes in the BLS indices:

The financial aspects of the contract reformation provide strong incentives
to complete the two SSN 688 contracts in accordance with the 9 June 1978 Agree-
ment. The terms of the contract reformation provide a strong incentive to EB
to achieve significant productivity improvements.
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A word about comparative costs for SSN 6 submarines. The only fair way
to do this is to compare ships that will be built and delivered in the same time-
frames. There are currently 18 SSN's under contract at EB with the last SSN
scheduled for delivery in May 1984. There are 13 SSN's under contract at Newport
News with the last SSN scheduled for delivery in September 1984. It will cost
EB to build 18 SSN's approximately $149 million per ship. This is roughly $15
million per ship higher than the costs of building the thirteen SSN's that Newport
News is constructing. As a result of the settlement Agreement, however, the Navy
will pay EB only approximately $134 million for each of the 18 SSN's. Also, the
Newport News figures do not reflect what might be the full impact of pending
claims on its 688 contracts. Therefore from the standpoint of cost to the Navy
the EB price per submarine is comparable to the price to be paid to Newport News.

At rimary objective of negotiations was to achieve an enduring solution of
the lectric Boat controversy. For the following reasons, we believe this has been
achieved.

The $2,668 million estimate to complete is realistic and has been reviewed
by a nationally recognized outside accounting firm retained by the Navy, Coopers
and Lybrand, as well as by the independent auditors of General Dynamics
(Arthur Andersen & Company).

The manpower buildup, with its associated problems and costs, is now largely
behind Electric Boat. The current management team at Groton and Quonset
Point has instituted a wide variety of controls and training programs designed
to improve the productivity of the workforce. A comprehensive material inventory
conducted in January 1978, together with other related measures, indicate that
the right kinds of actions are being taken to ensure stability and efficiency.

Problems associated with the GFI package have been virtually resolved.
The initial issue of detailed design drawings was completed in March 1976 and
the volume of revisions has decreased considerably. The parties have agreed to
take all steps necessary to process and negotiate changes, unresolved at the date
of settlement and occuring subsequent thereto, promptly and on a fully priced
basis. Navy's and Electric Boat's top management is committed to monitoring
this process to make sure that it works. We are personally committed to follow
this closely.

Finally, the risks of inflation, inadequately covered in the two SSN 688 con-
tracts, are fully anticipated by the terms of the contract reformation the settle-
ment provides for.

LITTON INDUSTRIES/INGALLS SHIPBUILDING

As with the settlement reached with General Dynamics, the Agreement reached
withe Litton on June 20 1978 and embodied in the June 22 Memorandum of De-
cision to invoke Public Law 85-804 does much more than merely settle the out-
standing claims of over $1 billion presented on the LHA contract. It addresses the
underlying problems and establishes conditions that render unlikely claims against
these contracts arising from future events. The history of the controversy and
multiforum litigation, the magnitude and complexity of the claims and under-
lying problems, and the solution hammered out over 9 months of negotiation are
all fully discussed in the Memorandum of Decision, submitted to this Committee
on June 23. The implementing formal contract modification was forwarded to the
committee on 21 July.

I have already spoken of the imperative need for resolution of the shipbuilding
claims. The essentiality of action in the specific case of Litton is abundantly clear
and long overdue. Thirty-five ships are under contract, seventeen of which are
today still undelivered. The Litton yard is the largest and most modern facility
in the country for construction of surface ships. It is, indeed, a national asset in
terms of our shipbuilding base. Notwithstanding, legal issues and financial con-
siderations dominated the progress of the LHA and DD-963 programs to the detri-
ment of ship construction. By early 1978, 5 years of litigation had not moved the
parties any closer to agreement, nor the issues perceptively closer to final disposi-
tion. Without relief in some form, Litton would face over six hundred million dol-

lars in losses, with the personnel of both Litton and Navy engaged in depositions,
cross-depositions and other burdensome attributes of the litigating process. The
situation was rapidly becoming worse.

The action taken in response to these conditions consisted of months of intensive
negotiations, backed up by a detailed analysis of the claims and full consideration
of the available alternatives. The solution ultimately reached through this process
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of the almost $1.1 billion in filed claims concluded that $312 million in adjustments
to the contracts were waranted. Since prior adjustments of $47 million had to
be taken into account, the analysis recommended that $265 million be paid under
the terms of the contracts. This amount is independent of any other contract ref-
ormation which would address other basic sources of mounting controversy.

Faced with severe losses on these contracts, estimated at $647 million, it was
obvious that the contractor would not agree to accept the results of the Navy
analysis of its claims as the basis for total settlement. Years of further litigation
were a certainty. Simply standing behind a barricade of legal defenses would ignore
the reality of added costs that were either the joint fault of Navy and Litton or
the fault of neither.

Viewing avoidable litigation as detrimental to all parties, we set about pragmat-
ically to find the causes of cost growth and seek a solution that met all reason-
able criteria of the national interest. Four principal causes of cost growth emerged.

First, the contractual concepts of total package procurement used on these
1969-70 shipbuilding contracts, and on no others for ship construction, not only
failed on all other major weapons systems acquisitions on which they were em-
ployed but were especially inappropriate for use on shipbuilding programs. New
complex warships simply could not be built under such a drastic reversal of normal
design and development roles and responsibilities. It is significant that this form of
procurement was discarded by the Department of Defense shortly after the award
of the DD-963 contract.

Second, was the use of a new yard, attempting to incorporate new and untested
techniques with a rapidly expanding workforce. Anticipated efficiencies were not
achieved and the workforce did not possess, nor soon obtain, sufficient levels of
necessary skills. The design problems emerging out of the total package procure-
ment responsibilities and the delays traceable to Navy involvement served to
compound these problems.

Third, was a general underestimation of the cost involved in designing, develop-
ing and constructing ships. This underestimation proved fatal, when under total
package procurement, a price was fixed for all the ships early in the development
of the ship design.

Fourth, was the state of the national economy. Given the delays caused by all
the factors we have mentioned plus unprecedented material shortages, inflation
played havoc with costs. The old form of escalation coverage simply did not
provide insulation from delays plus the spiraling costs of labor and material in
the mid-1970's.

The solution embodied in the settlement agreement recognizes a contractor
responsibility quantified, after arduous negotiation, as a loss of $200 million, and
adjusts the contracts for the Navy to assume a share of the estimated increased
costs on the LHA and DD-963 contracts. The Navy share, in addition to the $265
million resulting from the claims analysis, is $182 million under Public Law 85-
804. This division of responsibility was the result of hard negotiation. The con-
tractor also agreed not to invoice the Navy on these contracts for the appropriate
share of the $133 million in costs identified for Manufacturing Process Develop-
ment (MPD).

Litton will receive $97 million upon the effective date of the Agreement, leaving
approximately $18 million in net unreimbursed costs on the two contracts. The
remainder of the $200 million loss, or $182 million, will be paid by Litton over the
next 2 years by deduction from otherwise allowable costs, payable by the Navy.

In addition to the essentiality and the fairness of the action taken, a further
element is its permanence. The agreement is based on realistic estimates to comple-
tion, allows for the sharing on a 50/50 basis of a limited amount of additional cost
growth, and provides strong incentives to underrun these estimates by granting
eighty percent of saved costs to the contractor. In addition, Litton releases the
Navy from all claims on both the LHA and DD-693 contracts with one exception
involving a litigation with a subcontractor which cannot presently be reliably
quantified except that in the plaintiff's complaint he seeks $3.7 million in relief.
The contract modifications submitted to Congress on July 21 include the full
pricing of all changes to April 30, 1978 and delete concepts unique to total package
procurement that are considered to have unduly shifted certain risks to the
contractor.

Other factors lend to the permanency of the solution obtained. Only 2 years of
ship construction remain. With half the ships delivered, design is relatively static.
Since virtually all material has been bought or ordered and the present major union
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contract will extend through the construction life of these ships, inflation should
not be a significant problem.

With respect to both settlement agreements, I am keenly aware that any Public
Law 85-804 action should address the question of interpretations and inferences
that other defense contractors might draw from a particular decision. General
Dynamics w ill lose $359 million on the two SSN 688 contracts, without considering
interest on invested capital or the profit traditionally associated with a business
venture. This is the highest loss ever absorbed by a business enterprise in its deal-
ings with the Navy, and, as pointed out earlier, in terms of current dollars wipes
out most of the gross profit made by Electric Boat on the construction of nuclear
submarines since the program began in 1955.

In the case of Litton, the agreed upon loss is $200 million plus the start up or
MPD costs of $62 million related to the LHA and DD-963 contracts which the
shipbuilder releases.

Given the results of these settlements, I believe it would be unreasonable for
anyone to conclude that another contractor would in its right mind venture down
a similar road to obtain the kind of relief that these settlements provide for.

In conclusion, I endorse these settlements as fair and reasonable under the
circumstances and very much in the Government's interest. The alternative of
years of litigation, with a substantial risk of greater cost to the Govermnent as well
as disruption of vital Navy shipbuilding programs, is in my opinion an unaccept-
able one.

Senator PROXMIRE. Mr. Secretary, you talk about the large losses
to the shipbuilders. Of course, there are equally large losses to the
taxpayers, as you admit in your prepared statement; so let's take
a look at how big and impressive these losses are when we look at
some of the objectives here.

Mr. HIDALGO. Excuse me, sir, could I add this footnote here?
Senator PROXMIRE. Yes.
Mr. HIDALGO. I have nothing to really add to what the Secretary

said, but I would like the record to indicate, and not have it overlooked
in the question-and-answer process, that the taxpayers' interest
must be viewed from this point of view as well. Had there been no
settlements in the Litton case, there was a court-ordered cost reim-
bursement on a weekly invoice basis of 91 percent of cost,

That would have meant that in the construction of the LHA's
we would have paid $300 million over ceiling. By that I mean over
the terms of the existing contracts.

Secretary CLAYTOR. Under court order.
Mr. HIDALGO. Under court order, yes. Had there been no settle-

ment in the Electric Boat case and we had to go for an injunction
as we had in the case of the LHA's and had the matter proceeded
as it did in the LHA case with a 91 percent of cost reimbursement,
by sheer coincidence the figure over ceiling to 1984 would also have
been $300 million. That means that the taxpayers would have paid
$600 million by the time of the completion of the essential ships
and we would still have $1.088 billion of claims by Litton and we
would still have $544-plus an additional-that is what EB announced-
$750 million of claims. In other words, well over $2 billion of claims
being litigated for 10 years, and until the end of the litigation we
wouldn't have known whether the Navy had to pay more that the
$600 million that it had already paid or whether we would recoup
some part of that $600 million.

That is all I have, Mr. Chairman.
Senator PROXMIRE. We will get to that a little later. I could challenge

almost everything you said. Before we do that, let's go back to your
prepared statement.
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You said, "Today we can discuss the reality of settlements that,when effective, will insure the continued construction of urgentlyrequired ships and that, moreover, are in the national interest."How do we know the construction of these ships will continue?How do we know that we won't be faced with claims again and thoseclaims, if they are not paid, paid to the satisfaction of the shipbuilders,
that they won't again threaten to shut down as they have done thistime and in the past? They can still file claims, can they not?

Secretary CLAYTOR. They can.
Senator PROXMIRE. On the same ships?
Secretary CLAYTOR. I guess I can say "to insure," meaning to beabsolutely positive, is perhaps an overstatement. We certainly are in afar better position to have these ships built, because, Mr. Chairman,as I am sure you well know from your vast experience, building a mod-em warship is a joint venture necessarily between the weapons people,the naval constructors, and the shipyards. It has to be. It takes 7 or 8years to do.
There are inevitably changes. We are changing our procedures totry to minimize the changes that are made, but there are inevitablychanges and this means that there has to be cooperation. The twosides have to work together or this becomes a shambles.
The situation as a result of the things that are detailed in my de-cision, the historical details, had reached a state of total chaos andshambles. Both sides were accusing each other of all kinds of hor-

rendous things. Each side was protecting its position in litigation.
When one is in litigation, that is what one can do. This atmospherehad to be changed or we were not going to be able to go forward withthe shipbuilding contracts. That is what I mean.
Senator PROXMIRE. You have given me the atmosphere and if Iwere a shipbuilder and getting a settlement of this type, I would feelbetter for a little while at least, but you accede to the fact this doesnot insure shipbuilding will by all means continue?
Secretary CLAYTOR. It doesn't.
Senator PROXMIRE. And you agree there may well be additionalclaims filed and, I guess, inevitably will be?
Secretary CLAYTOR. I did not mean to say there would neverbe additional claims filed. I did mean to say I think the problemswhich gave rise to these claims are now cleared away and the like-lihood of this situation arising again is in my opinion extremely low,if not nonexistent.
Senator PROXMIRE. Again, referring to your prepared statement:
Final agreement was reached only 2 days before a stop work order involving8,000 Electric Boat workers would have taken effect unless the courts had grantedinjunctive relief at the Navy's and Department of Justice's behest.
That sounds as if there is some question, a very big question as towhether the court would have granted injunctive relief. Can you giveany instance when they have not grated injunctive relief?
Didn't they grant injunctive relief in the Newport News case in thepast and wouldn't the court in these circumstances be most likely togrant that kind of relief when construction of our ships is the issue?Secretary CLAYTOR. Most likely, yes, but on what conditions wedon't know. Also, having practiced law for 40 years or so, I never
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want to say with any degree of positiveness what an individual judge
is going to do under the circumstances.

Senator PROXMIRE. But that certainly has been our experience, has
it not?

Secretary CLAYTOR. I know of only a couple of cases, and in both,
Newport News and Litton, the judge did grant the injunction and
then also imposed substantial conditions and very onerous ones,
particularly in the Litton case.

Senator PROXMIRE. Reading again, from your prepared statement,
Mr. Secretary, "General Dynamics, with deep reluctance, finally
agreed to take the unprecedented fixed loss of $359 million on the two
SSN-688 contracts."

That sounds as if General Dynamics took a real bath and by doing
it they suffered a great sacrifice and maybe it would go to whether or
not they could continue as a viable company?

Secretary CLAYTOR. No, no such implication was ever intended.
Senator PROXMIRE. Anyway we talk about "unprecedented fixed

loss." Let's see what happened after the loss. I picked 'up the New
York Stock Exchange list and looked at General Dynamics and found
their stock is selling at 87, which is close to the highest it has been all
year. Obviously the stockholders thought this was a pretty good
settlement for General Dynamics and didn't think it was bad or a
sacrifice. The low this year was 37. The stock is, in other words, selling
at two and a half times what it was earlier in the year. This is hardly
viewed by the objective criteria of the marketplace, which is a pretty
good evaluator of the progress, or lack of progress of the company, and
in this case they seem to think it was a very good settlement for
General Dynamics.

Secretary CLAYTOR. I have the General Dynamics prices right here
in front of me. They hit a low back around January and February of
just below 40. From there on the General Dynamics stock rose con-
stantly up into the middle 1960's until early June. Following the
settlement, the stock rose 7 or 8 points.

That would be expected. The stock market abhors uncertainty.
Senator PROXMIRE. It went from 60 to over 80?
Secretary CLAYTOR. No. The 80 continued on up much later. Im-

mediately after settlement it went up about 10 points, but it hit the
80 in the latter part of June.

Senator PxOXMnIE. Can vwe have them take a look at this They felt
in their first judgment it was only worth 20 points, but it is now worth
25 points?

Secretary CLAYTOR. If you look at the stock movement, it has been
continuously up from the low of 37 up to the present high. The starting
of that rise was long before the settlement.

Senator PROXMIRE. You can't have continuous argument with
General Dynamics on enjoying this kind of prosperity and on the basis
of the most objective opinion we can get.

Secretary CLAYTOR. Absolutely right. If it was not the objective of
both parties, it would never have been made. I certainly never intended
to say it was a disaster for the company. If it had been a disaster for
the company, they wouldn't have agreed to it. This not a bonanza for
the company. They took a terrible bath, but were in a bad situation
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anyway. The elimination of the uncertainty certainly was recognized
by the stock market as a long-range good thing.

One must remember the stock of General Dynamics is controlled
much more by General Dynamics' overall operations than just by the
Electric Boat Division.

Senator PROXMIRE. But you can say it was not an overt develop-
ment, but one publicized widely and involved huge sums of millions
of dollars even for General Dynamics The hundreds of millions of dollars
involved are critical and the evaluation by the investors in the com-
pany made it clear they thought it was an excellent deal for General
Dynamics.

Secretary CLAYTOR. I think it was a good deal for General Dynamics
and a good deal for the Navy.

Senator PROXMIRE. The Navy eliminated uncertainty they might
get bailed out on the strike, too. Now, as far as Litton is concerned,
they had a low this year of 11. I looked at their market quotation
yesterday and this stock reached the highest point it reached all year.
It went to 27.

Again, that is almost two and half times the low and it finally
ended at 26.5, but it was at a very, very high level. So both of these
firms-you indicated this morning they took terrible losses and in one
case the biggest loss in the history of the Navy. Both of these firms
seem to have done extraordinarily well based on any objective criteria
that we can get ahold of.

Secretary CLAYTOR. Again, Mr. Chairman, the Ingalls Shipbuild-
ing Division is only a small part of Litton. Litton's stock is controlled
by its overall operation, not by the operation of one division. Actually
in the case of Litton, although I am not sure it was cause and effect,
the stock fell off from about 23 down to about 21 immediately after
the settlement. It then gradually came back some weeks later.

I don't think that that is particularly significant. I suspect the stock
operations of both companies were more controlled by the overall
situation with respect to each company than with respect to this partic-
ular settlement with one division.

All of the analysts, and I have read most of the analysts' reports
on these companies since that time, have stated both stocks are
volatile and both stocks have long-range future potential. Of course,
we are now in a generally rising market and since the middle of July,
which is the last time I had tallied the stock prices, all stock prices
have gone up. The market has improved enormously in the last
several weeks and I don't think it has anything to do with this.

Senator PROXMIRE. Mr. Secretary, the market itself has gone up
about 10 or 15 percent, These stocks went up over 100 percent, far,
far beyond what the market did. You won't find any stocks going from
11 to 27 or 37 to 87, which is what these stocks did. They greatly
outperformed the market.

Secretary CLAYTOR. Those rises occured long before the settlements.
The major portion of those rises occured long before the settlements.
I have it all here.

They continued largely after the first of August when the market
started to pick up except for the little rise of General Dynamics
immediately after the settlement, that one you could say was at-
tributed to it.
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Senator PROXMIRE. In the first place, it seems to me the rise is
disproportionate to the market pfice. In the second place, nobody
can argue the settlement was in any way negative for either company
on the basis of the evaluation we have here.

Mr. HIDALGO. I think I should add something, Mr. Chairman.
Mr. Claytor has pointed out that I sat day after day in these ne-
gotiations. I can tell you this: It was one on one, mostly with Fred
O'Green, president of Litton, and in the case of General Dynamics
it was mostly with Mr. Max Golden, vice president for contracts.
I can tell you they walked out of my office countless times. I can tell
you that the acceptance of this loss was absolute anathema to them.
They viewed it as nothing but absolute outrage, they considered
it an outrage on the part of the Navy and had countless reasons for
saying it, so I would hate the record to show here that this was any-
thing but a tremendously difficult choice by the shipbuilders between
10 years of litigation and accepting these huge losses at this time and
it was done with the utmost reluctance. I know it because I lived with
it, Mr. Chairman.

Senator PROXMIRE. Well, I want to get into that later in some
detail, but what has always been very interesting to me is the very
clear-cut incisive positions taken by the Navy professionals and
negotiators pleading for claims, led by Admiral Rickover and the top
officials of the Navy, the political appointees of the Navy, who have
a different and, I think, softer position. Maybe you can justify it.

Mr. Claytor, with all due respect, I think you stated your case
about as well as it could be stated and you have done an excellant
job. You are an extremely capable and a very effective man and you
and I have worked together on some things in the past and I have
always been delighted to have you on my side because I think you
are very effective.

Secretary CLAYTOR. I hope we can continue to do so.
Senator PROXMIRE. I hope we will do it frequently, but in this case

I think it is a poor case full of holes.
In your final sentence you say the alternative to your plan is years

of litigation with a substantial risk of greater cost to the Government
as well as disruption of vital Navy shipbuilding programs.

What do you mean by "disruption of shipbuilding programs"?
Secretary CLAYTOR. I mean what was going on in Litton before we

got into it as an example. The ships were being built only under a
court order. There was litigation about, not only the court order, but
about the claims going on in front of the Federal judge. There were
depositions being taken by Litton of the Navy, by the Navy of the Lit-
ton Company and it looked as if this was going to go on for a number
of years. In fact, that particular litigation-some form of litigation-
before the Contract Appeals Board, or otherwise, had already been
going on for 5 years as of 1977.

My experience prior to coming into the Navy had been largely in
the form of litigation in the antitrust field. I know what that type of
complex litigation does to the operation of any major company or
any major organization. It means that the key people who ought to
be figuring out how to get the ships built, how to do so more cheaply,
how to make improvements, are spending all of their time testifying
or answering interrogatories in litigation. Every action taken that
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should be driven by business considerations is instead driven by the
advice of the lawyer as to what effect it will have on the pending law-
suit. That is the kind of disruption which I meant. Attempting to go
forward until 1984, for instance, with the Electric Boat submarines,
under that kind of atmosphere, really meant, I think, that we were
going to have far more costly submarines and we probably were going
to have continued increased delays in delivery of submarines.

The building of ships is a cooperative venture. You cannot cooperate
with a fellow you are having bitter litigation with all the time over
that kind of time period. That is what I meant.

Senator PROXMIRE. Do I interpret you as saying that this is at the
risk of construction or work stoppages, the possibility that the ship-
builder might not complete his construction program?

Secretary CLAYTOn. That is only a small part of it because of the
practical matters we pointed out. I think we probably could have
gotten a court order to keep it going, but in the process of obtaining
it and conducting all litigations going along with it, the disruptions
on both sides would be such there would be very little efficient ship-
building.

I didn't mean they were going to quit and get away with quitting'-
and I am not a bit afraid or frightened by the proposal to stop work.
One way or another, we would prevent that, but we would prevent it
at great cost in efficient shipbuilding.

Senator PROXMIRE. Just for the record then, I think you answered
this in part-isn't it correct that both Litton and General Dynamics
threatened to halt construction until the subject of the claims had
been settled?

Secretary CLAYTOn. Litton had threatened and been enjoined.
General Dynamics threatened to stop work and that was postponed.
Then they threatened the second time just prior to the agreement.

Senator PROXMTRE. SO they did enjoin Litton?
Secretary CLAYTOR. We enjoined Litton.
We were prepared to go to court on General Dynamics.
Senator PROXMIRE. When di neral D namics first threaten to

stop construction of the submarfnns?
r. IDALGO. arch 13. 1978.

Senator PROXMIRE. What was your reaction?
Mr. HIDALGO. My reaction was they were fed up with the negoti-

ations and felt they had missed the type of opportunity that Litton
-had found, of actually going into court and forcing an injunction
which would, in turn, give them cost reimbursement, 91-percent cost
reimbursement. That was their way of doing it.

May I add this in explanation?
The March 13 notice said they would shutdown on April 12. It

was then that there was a very helpful intervention in Congress and
the postponement-or the second notice really-was responsive to
the first notice. It was not really a second threatened shutdown, but
simply implementing the first one.

Senator PROXMIRE. I am not sure of that. Isn't it true tm ia
meeting with officials of General D amics 18,

_ast cla, opeem not to shut-
wiib~ing,.tD~~pedite of~ [ e $544 millinam?

Secrietary CLAYTOR. No, sir. id was MIi~i~e. Tlier&t.rasno hri ~tbit
a discussion of a possibi~lity they It make such a threat. We sug-
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gested that we thought that would be counterproductive and it was
dropped. There was never a threat. There was never a statement that
"We are :oin C "to shutdown imess,"but tfhat was a disdussio-n
we think gives their position as stated.

Senator PROXMIRE. They never saiLn mtended to sh-dgwn?
Secretary CLAYTOR. esaidthe woul ave consi ere

Senator PROXMIRE. They would consider it?
Secretary CLAYTOR. That is right. There was no rhreatan~lit never

reached that point.
SenatoTr-ROXMIRE. After that claim and you agreed to expedite the

handling of the $544 million claim-by "expediting" the claim, didn't
you mean you would take it away from the Claims Settlement Board
headed by Admiral Manganaro and give it to an ad hoc group headed
by Secretary Hidalgo?

Mr. HIDALGO. Mr. Chairman, according to the mandate Mr. Claytor
gave me to try to do something with the claims, I organized a group
around me to work on it. Capt. Ron Jones, since January 1976, with
a team of 200, had been analyzing the Litton claim. As you know, the
Navy Claims Settlement Board headed by Admiral Manganaro, had
been analyzing the Electric Boat claim. So it seemed to make a great
deal of sense to bring under this "steering group" I was heading at the
time, not an independent analysis, but at least to coordinate so we
would move-and one of the essential things in Public Law 85-804
negotiations was that we should start simultaneously with Litton and
Electric Boat.

We didn't know where we would end up either, but we wanted to
coordinate organizationally because it was indicated to be a very
desirable thing. I repeat that in late December I mentioned this
briefly to the Secretary, that it seemed to make sense to take the very
people working with the Navy Claims Settlement Office and bring
them within this "steering group" organization.

As you know, I had the privilege of testifying before you on Decem-
ber 29 with respect to this matter which I feel and will always feel was
totally misunderstood and immediately it was returned to the Navy
Claims Settlement Board and Admiral Manganaro's aboard went ahead
and gave me this $125 million evaluation in January of this year.

Senator PROXMIRE. At that meeting didn't you also agree to apply
to Congress for authority to completely resolve the claims r-FVffte
andbthisdi umean you wo rity u r
rUDliC -Law Zo-_u'k

I am talking about the October meeting.
Secretary CLAYTOR. The October meeting? You mean the October

meeting with General Dynamics?
- ator-oxmIER-.-hat is right.

Secretary CLAYTOR. No, no. We made no commitment as to what
we were ggjig to do except we would work on Ely t iinfrthW-61utiofI

prob ef ne soflu ion numn t e F use Puilic Law 8 d

Senuur FRUXlcRE. in~ract, the claim was taken away from the
Manganaro board soon after the October 18 meeting, was it not?

Mr. HIDALGO. Let me make this clear. It was done in December, not
shortly after. Two months is a long time.

32-340 0 - 81 - 5
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Senator PROXMIRE. It was done in December? What date in
December?

Mr. HIDALGO. It was December 1. Let me say at the October
meeting with the Secretary, and this is later, the main subject was
whether we would be able to resolve the problem with Litton of
putting on the litigation in a suspended status and getting the reduc-
tion to 91 percent of cost reimbursement, which we had talked about
doing-that was the main subject discussed because unless we were
able to do that, we couldn't move forward with negotiations.

Senator PROXMIRE. And you decided to expedite the claim because
of General Dynamics' threat to shut down?

Mr. HIDALGO. Not at all.
Senator PROXMIRE. Why did you?
Mr. HIDALGO. Nothing was expediated. Admiral Manganaro

went ahead with the evaluation the way he had normally done and
I never suggested to him how he should do it. Indeed, when he gave
me his evaluation in January, it took many months of negotiations
before we had a settlement agreement, so there was no rush with that.

What you may have in mind, Mr. Chairman, is that Capt. Ron
Jones, with his team of 200, did go on a very intensified basis in evalua-
ting the Litton claim. That may be what you have in mind, because
the last portion of the Litton documentation was presented in Septem-
ber of 1977.

Senator PROXMIRE. I will read from a General Dynamics letter
of March 13, 1978, signed by Adm. C. R. Bryan. The letter is signed
by P. T. Veliotis, general manager of Electric Boat Division. I am
reading from page 3 of that letter:

On October 18 1977 our top management met with the Deputy Secretary of
IeTMense-,the SecreT Navy, and the Assistant Secretary of the Navy and
indicated our intention to serve formal notice of discontinuance of performance.
We were dissuaded from doing so on the representation that the procedures under-
which our claims were being processed would be changed and expediated and that a
complete resolution would be effected forthwith by application to Congress for
authority. Indeed, some steps were initially taken by the Navy to this end.

However, events which have transpired since, including the return of our
claims to the Settlement Board which has had them for 15 months and the asser-
tion of spurious allegations of fraud. made an expedited resolution of the claims
or even a curtailment of our need to finance performance wholly uncertain.

* Under these circumstances, we have no alternative but to pursue our rights
resulting from the Navy's breach of the 688 contracts.

Then, form page 13 of that letter:
Since the October date numerous discussions have been held between personnel

of the company and the Navy, the objective of which has seemed uncertain and
often changing. The Assistant Secretary represented that he had withdrawn the
company's claim from the Settlement Board so that a newly formed steering
committee could deal with them more expeditiously. This seemingly optimistic
move was subsequently summarily reversed and the claims continue to reside
at the Board which has had them for 15 months.

So it seems very clear in writing, the Electric Boat letter, dated
March 13, that on October 18 they threatened to stop work.

Secretary CLAYTOR. They didn't. They said they might have to and
we said that we thought-our position was we were just getting
started then on negotiations.

Senator PROXMIRE. I will tell you what they said, and I quote:
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Our top management met with the Deputy Secretary of Defense, the Secretary
of the Navy and the Assistant Secretary of the Navy, and indicated our intention
of a formal notice of discontinuance of performance.

If that is not a threat to stop work, I don't what it is.
Secretary CLAYTOR. Mr. Veliotis was not there and I don't think it

is an entirelv accurate FM the meeting.
_r. HIDA LGO. :-awI7hdg-with a semantics-problem.

Senator PROXMIRE. c an r 7eqyie
read the E Jr e anfdit.

Mr. IDALGO. I have already mentioned time and again that
Electric Boat said they felt they had not followed the appropriate
procedure. What they should have done was to stop building, forced
the Navy to enjoin, and then get at least a 91 percent of cost reimburse-
ment. The way they were heading, they were going to be $843 million
beyond the curve in building the ships. This was their argument. They
were upholding their position. UQMebodvwants to call that a threat,

______my guest,' but they were st;algwha, their position

FTor PROXMIRE. Mr. Hidalgo, so you recall your testimony to
this committee last December and the discussion of the removal of the
General Dynamics' claim from the "Manganaro board"?

Mr. HIDALGO. Do I recall it?
Senator PROXMIRE. Yes.
Mr. HIDALGO. Yes, I testified before you, yes, sir.
Senator PROXMIRE. All right. In that testimony didn't you say that

the claim was being removed for organizational reasons?
Mr. HIDALGO. Yes, sir. That is true.
Senator PROXMIRE. You also said the plan to remove the claim was

discussed with Admiral Manganaro and other Navy officials beginning
in late October 1977?

Mr. HIDALGO. That is right.
Senator PROXMIRE. That was soon after the October 18 meeting

with General Dynamics, was it not?
Mr. HIDALGO. Yes.
Senator PROXMIRE. Do you deny that the decision to take the claim

away from the "Manganaro board" was made at that October 18
meeting?

Mr. HIDALGO. It was not made at that meeting, not at all. It was
not mentioned to Electric Boat. The first person I mentioned it to
for organizational reasons was to the Secretary.

Senator PROXMIRE. Didn't you tell Admiral Manganaro you would
do it right after or shortly after the meeting?

Mr. HIDALGO. No. I don't think so-right after. I can't give you
an exact date. I couldn't do anything unless I had discussed it with
Secretary Claytor. Frankly, you gave it too great importance, because
the identical people working in the Navy Claims Settlement Board
were going to be doing the same thing, simply with a new diagram
and an organizational chart. I never understood what all the fussing
was about.

Senator PROXMIRE. You might say it was not right after the meet-
in~g, but it was after the meeting or within a couple of weeks, because
on October 31, the decision was made.



Mr. HIDALGO. The big point at the October meeting, I insist, and
I was there and there is no other answer to it, was to see if we could
put the Litton litigation in suspense, on the shelf. I was then negoti-
ating with Mr. O'Green on that and there were many things to be done
with the Department of Justice.

Senator PROXMIRE. You are talking about the meeting with General
Dynamics?

Secretary CLAYTOR. That is right. Thepoint we made with General
DQamics, Mr. Chairman~was thateweere at the strt of ane
to settle- the overall problem. We had not starte . Wewere oo mg

-oard-ta d oingit. We made clear-to them-that the twoproblms,
while t ey were not concerned with the Litton problem-the two
problems would have to be handled in parallel, that Litton had to
be cleared first because of the pending litigation, and we said:

You fellows relax. We will reach you as soon as we can. You must understand that
we must get this interim settlement with Litton and clear that litigation up or
we can't go forward with them, and if we can't go forward with them, it will be
difficult to go forward with you.

That is essentially what was done in the October meeting. They
said to me-and they precipitated the meeting by coming to me and
saying, "We want to talk to you because we feel there is no alternative
to a shutdown if things go on like they are."

Senator PROXMIRE. Wasn't that a threat? It sounds like one.
Secretary CLAYTOR. All right. The facts are perfectly clear.JLdon't

call it a threat. If you want to call it a threat, all right, but that is the
gltuatfibn~ as- Af occurr~e d-.

W-tut en senit oforward with the two negotiations. We got started
real good with Electric Boat after we had cleared up the Litton situ-
ation.

Senator PROXMIRE. Before you go on, Mr. Hidalgo, let me read your
testimony to us when you appeared before this committee.

Mr. HIDALGO. There is one point of memory that I think is helpful
to all of us, Mr. Chairman. At that meeting in October, I recall clearly
we told Electric Boat, Mr. Lewis, who was there, that we hoped we
wou d be able to resolve the Litton litigation problem, which the
Secretary just referred to, by mid-November and we would be in
touch with them by that time. Then we would try to move forward
with negotiations.

The fact is, the first negotiation meeting was on December 1. That
was I fift metin-i-ghacl with Lyric t-r-ffBa7~

Senator PROXMIRE. Well, this testimony of yours indicates that
you made that decision between October 18 and the end of October.
Th's was testified to before us last December.

Br~efiy stated:
Mr. Chairman, those are the broad considerations which led to the Navy de-

cision sometime last October. I want to be very specific about this: First, to under-
take discussions with Litton and Electric Boat aimed toward resolution of not
only the claims themselves, because it would leave a lot of unfinished business of
great importance, but also to get to the underlying problems, and this is a vital
point to understand.

Now, how do you reconcile this with the explanatio uvwmade of
takig claim_ away fromthe Board? W as i fr organiztonal reasons>
to achieve singleness of aithorityas you put it, or was it to a -e'
tl;>iibiiidei whidica~2s threatening,-to-suEt'down?



Mr. HIDALGO. Not the latter.
Secretary CLAYTOR-Not the latter under any circumstances.
Mr. HIDALGO. Sir, we are making ag m-untaiin out of amohhill.

That business of an organizational move is acquiring an importance
that it does not deserve.

Senator PROXMIRE. When I asked you before in your previous
appearance, Mr. Secretary and Mr. Hidalgo-when I asked you to
explain the decision to take the claim away from the Board-why
didn't you mention the meeting and the agreement with General
Dynamics?

Mr. HIDALGO. The only thing in my mind concerning the meeting
with General Dynamics-the October one-was indeed to see how
we could move forward with negotiations. At that time the evaluation
of claims was not foremost in my mind.

Senator PROXMIRE. That is not what General Dynamics thought
and what I just read you. During our hearings of last December,
Admiral Manganaro testified that his claims review team would have
completed the evaluation of General Dynamics' claim in 2 to 4 weeks
had it not been taken away from him and soon after that hearing you
returned the claim to the Board; is that correct?

Mr. HIDALGO. That is correct, and he completed his evaluation, as
I recall, at the end of January.

Senator PROXMIRE. Whel)..was the claim returned to the Board and
when did the Board complete i ation?

Mr. HIDALGO. Early January and Admiral Manganaro completed
his examination of the $L25<illhni ile -end-of January
-- Sir Rs-n' nif-tfre tidg-naro concluded
the value of the claim was about $60 million?

Mr. HIDALGO. I never heard that figure.
Senator PROXMIRE. Let me go on.
Secretary Claytor's statement says the analysis of the "Manganaro

board" yielded a figure of $125 million as recommended adjustments
to the existing contracts.

How much of that figure represents litigative cost and litigative
risk and who made the estimates of litigative cost and litigative
risk?

Mr. HIDALGO. Admiral Manganaro did it all. I didn't interfere.
He just gave me the figure of $125 million.

Senator PROXMIRE. This is Admiral Manganaro's testimony of last
May.

My last question was: Would it be fair for me to assume the Gov-
ernment found only $60 million of liability out of a $544 million claim?
Admiral Manganaro's answer was:

I won't draw the conclusion-it found only that much liability-but it is reason-
able to assume that amount is characteristic of the breakdown between entitlement
and litigated risk; yes, sir.

Mr. HIDALGO. Well, that was his answer. I didn't do it, so I have
no view.

Senator PROXMIRE. He did evaluate it at $60 million?
Mr. HIDALGO. I don't know. He gave me a figure of $125 million, as

the figure that he would consider he would submit to the shipbuilder.
Senator PROXMIRE. Under oath, and he testified before our com-

mittee and he said, "$60 million outside of litigative costs."



Mr. Secretary, is it correct that by early March of this year nego-
tiations with General Dynamics were at a standstill and that the
reason was the low value placed by the "Manganaro board" on the
claim?

Secretary CLAYTOR. The negotiations were entirely in Mr. Hidalgo's
hands and his memory is better than mine, but I don't think so.

Mr. HIDALGO. There was no standstill and, Mr. Chairman, it would
not be forthright to you not to say that the General Dynamics' nego-
tiators, specifically Mr. Golden, were horrified by the evaluation of
$125 million and they objected strenuously and my response was,
"That is the evaluation and I don't touch it, it is an untouchable
figure."

Now, that is the first step in our negotiations. That is the evaluation
figure.

Senator PROXMIRE. I quote from page 14 of the letter from General
Dynamics which I quoted from before. Here is what they write:
"Finally, on March 12, 1978, the settlement negotiations failed."

Mr. HIDALGO. The settlement negotiations.
Senator PROXMIRE. They put that in writing?
Mr. HIDALGO. That is right. There was an impasse. I won't use the

word "failure."
Senator PROXMIRE. That is what I am asking about.

v Mr. HIDALGO. But they failed, not because of the $125 million-they
failed because of thefixeil loss thatT I absolutely insistecdth'e Iraltr-
take, i-itnli the Tjoodao $400 million. It Wound.uV-at $359 million.
Thiatiis-ffire-ao roih be cown. - ==-

be-nr PToxwIRE it tfiie, SecTtgry Claytor, that on March 13,
1978, General Dynamics notified the Navy that negotiations had
failed and that it was going to shut down shipyard construction on the
688 submarines on April 12, 1978?

Secretary CLAYTOR. I believe so, yes.
Senator PROXMIRE. Previously the Navy had offered to pay General

Dynamics about $20 million in provisional payments, pending final
settlement of the claim, but the company turned it down.

Mr. HIDALGO. I don't know what provisional payment you are
talking about. When it was agreed that there would be a 60-day
moratorium on the shutdown through June 11, that was done on the
condition that we would come up with whatever an appropriate
provisional payment would be under the existing contracts and Ad-
miral Man ganaro gave the figure of $24.5 million.

Senator PROXMIRE. You say $24 million?
Mr. HIDALGO. Well, $24 million.
Senator PROXMIRE. Let me read again from the letter in writing

from the Electric Boat Division.
On December 28, 1977, you proposed to make a provisional adjustment which

would result in the obtainment of an amount of approximately $12 million on our
claims.

Mr. HIDALGO. Thank you.
Now you reminded me.
Senator PROXMIRE. Prior to that date we indicated the provisional

payment was not only essential, but would have to be in a certain
sum.



Mr. HIDALGO. You reminded m-e. Admiral Manganaro made that
offer and it was inadequate and insufficient for the monthly cash
shortfall, which was $15 million.

Senator PROXMIRE. $12 million?
Mr. HIDALGO. It was $20 million, but it ended up under the share-

line process.
Senator PROXMIRE. After the March 13 threat
Mr. HIDALGO. Sir, I have not finished my answer, please.
With regard to the other provisional payments it was a condition

of a 60-day moratorium and that was actually $66 million, which
again, if you applied the share-line, became $24 million.

Senator PROXMIRE. I want to get to that.
After the March 13 threat to shut down in April, you offered the

company $60 million in provisional payments. It seems to me there
is a connection between the shutdown threat and the large increase
in provisional payments. How do you explain the fact that you tripled
the offer of provisional payments after receiving the threat to stop
work?

Mr. HIDALGO. Admiral Manganaro made the computation without
any influence from any of us and he said it was certainly the minimum
under any conditions of litigation and what they would be entitled
to, and it was acceptable to the Navy. We didn't argue that.

May I say that the General Dynamics people, Mr. Lewis, and
others, were extremely dissapointed, because they felt they. would
get $30 million for those 2 months, because the cashfall was $15
million a month.

Senator PROXMIRE. When General Dynamics accepted the beefed-
up provisional payments, it gave the Navy a 2-month moratorium
on its shutdown threat, moving the date from April 12 to June 12,
1978. Were you relieved that you had this extra time to work out a
settlement?

Mr. HIDALGO. We were hopeful and it proved true.
Senator PROXMIRE. And on Juneq_ sement agreement was

reached?-
~~Mr~IDALGo. The settlement wasmade, that is right.
Senator PROXMIRE. o you deny thatfthere is a connection between

the June 12 deadline set by General Dynamics and the fact that an
agreement was reached on June 9, just 3 short days before? Didn't
you make a firm effort to reach agreement in order to avoid the
shutdown?

Mr. HIDALGO. Sir, Secretary Claytor and I, in meetings with General
Dynamics that week, and June 9 was a Friday, we met with them
in Chicago on Tuesday and there were any number of 'phone calls
on Wednesday and simply stood fast on $359 million, whether there
was a June 12 deadline or there wasn't. We didn't care. We stood
fast on that.

Secretary CLAYTOR. We had our-lawyers linedp aII I -in Con-
necticut ready to file aiinunction. I t hink a t e ressura
was on thai ~ because it was not in their
Interest to go forward with the shutdown and there was a great deal
of pressure from Congress for them not to go forward with that,
from the Connecticut delegation and others. We stood firm after our
meeting and they finally accepted our offer.
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Senator PROXMIRE. Mr. Secretary, this is so interesting and I hate
to do this, but there is a rollcall going on on the floor and I will have
to depart for 12 or 15 minutes and I do regret it very much, because
I have enjoyed this more than any meeting I have taken part in in a
long time.

Secretary CLAYTOR. As a matter of fact, I am, too. I think it has
been rather good.

Senator PROXA1IRE. I will be back as soon as I possibly can.
[A brief recess was taken.]
Senator PROXMIRE. Mr. Hidalgo, the problem I have is in under-

standing the rationale for paying the contractor the extra $359 million
on top of the $125 million. It seems to me you are giving away $359
million because you lack the force to enforce the Navy's contractual
rights, because you have no stomach for a court fight and because you
are afraid General Dynamics will stop construction.

Mr. HIDALGO. Sir, it was not either fear of a court fight nor any
of the things that are embodied in that question. It was simply a
pragmatic judgment as to how far the Navy's interest should carry
us: to what figure we should go in trying to reach a settlement. It was
a very difficult judgment as we went along as to the point at which
the other side might say that they would prefer to litigate.

Now, that was their call. It was also Mr. Claytor's call and I, on
his behalf, as to how far the Navy's interests should carry us, reason-
ably weighting all factors, how far we should go to protect the national
interest, and on top of the $125 million, which was a strict evaluation
analysis, as a result of that how far we should go, and the $359 million
figure which Mr. Claytor has spoken about seemed to be a prudent
figure.

Senator PROXMIRE. Suppose, Secretary Claytor, instead of a giant
corporation and one of only two shipbuilders building nuclear sub-
marines, you were dealing with a small firm in a competitive market.,
If such a firm threatened to stop working on Navy contracts unless
the Navy paid its cost overruns, would you do it? Would you cave in
to such a demand from a small firm?

Secretary CLAYTOR. I wouldn't cave in and I didn't cave in to
these people. Let me say, Senator, I spent most of my professional
life in litigation. The suggestion that I am afraid of litigation is just
incredible-incredible. I enjoy litigation. It is fun. I would love to
have been the lawyer for the Navy in this litigation and fought it for
5 years.

Senator PROXMIRE. I didn't get that flavor from your prepared
statement in which you said, "If we hadn't done it, we would have
had more litigation and litigation would have gone on and on."

Mr. CLAYTOR. Well, there I am talking in the position of a client.
I have also seen what litigation and the problems of conducting liti-
gation can do to a client. In this particular case, unhappily I am not
the lawyer to have the fun in litigating, I am the client and am repre-
senting the client and it is not a very satisfactory way to settle this
type of complex dispute over the years with all of the disadvantages
attached.

Now, the disadvantages apply to both. One of the greatest dis-
advantages is that no one knows what these claims are worth. No one
is going to know what those claims are worth, the $2 billion approxi-
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mately between the companies, until a final decision by the court and
a last appeal.

Senator PROXMIRE. If this were a small firm, you would simply
recognize this as your objective, if you were building a house and it
was your contractor?

Mr. CLAYTOR. That is not necessarily so. I have not dealt with that
problem. I think every case has to be looked at in its own light and
whatever the interests of the Government are in the overall picture,
those are the interests that have to be predominant. I have not had
that case and I can't answer the question hypothetically.

Senator PROXMIRE. Is there any difference between this and the
Litton case, or General Dynamics and Litton-where it seems that
your concern is you are afraid of continuous court battles and a pos-
sible slowdown if you do not pay, in that case, $182 million in addition
to the value of its claim?

Mr. HIDALGO. Sir, I spoke to that partially and mentioned to you
that had we remained without a settlement and litigated, we would
have wound up paying Litton over $300 million over ceiling under the
existing contract.

Now, here we are for the $182 million under Public Law 85-804
disposing of the entire situation.

Mr. Chairman, I wonder if there has been brought to your attention
the uncertainties of litigation, and, by the way, I was a trial lawyer
also, so I don't fear it, I greatly enjoy it, but I wonder if it has been
brought to your attention that Litton brought suit against the Navy
in the so-called Project X case, cross impact on 19 ships; as I recall,
and the cross impact was novel and the Navy's offer of settlement in
the case was $6 million.

The Board of Contract Appeals, 3 months ago, awarded Litton
over $50 million. That is the type of uncertainty that the Navy would
have been confronted with over the next 7 to 10 years.

Senator PROXMIRE. Well, you know in the event that the court
settles for a larger amount that does not concern me as much as-havirg
thissett -&kiof-- _ rbitryeotiation. The court at
least takes all of the equities into consid-eraion.Te court is a dis-
passionate objective umpire and the court makes its decision based on
the law and also on the equity and the merits. However, we settle for
what certainly seems to be an extraordinary advantage to the com-
pany and one that in the case of General Dynamics was reflected and
you can see it was reflected in what happened with their stock after
the settlement was made. It was more than what most people thought
they would get.

Let me say that the trouble, Secretary Claytor, with capitulating
to threats, is that you encourage others to make threats to get what
they want. I notice in your prepared statement you stated that cer-
tainly couldn't be the case here because the losses were so great. But
I believe other shipbuilders and other contractors will threaten work
stoppages and will demand that Public Law 85-804 be used to get the
Government to pay for their cost overruns.

* Secretory CLAYTOR. The threat of work stoppage is really not a
threat here. If there had not been a threat of work stoppage, we would
have reached the same settlement. The threat of work stoppage is
immaterial. This was very-persuasive, and I was not a bit worried
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about the work stoppage. The problem was the disposition of the
entire controversy and how it was going to be disposed of and what
the chances were in the long run, when we were all through, that what
the Government was going to end up paying would be as much or
more money, as well as putting up with all of the disadvantages as
we go along.

The most important thing was 15 of the critical submarines were
still undeliveied. Never mind the work stoppage, because I think
there are ways and means, as I say, of coping with that. If we were
litigating over those submarines while we tried to finish them, the
chances of their being finished in any kind of decent schedule or the
chances of ouI being able to finish them and do it efficiently were nil.
That was an important factor, I think, in the national interest, plus
the fact that one could not be sure that we were going to pay one
nickel more than it was going to cost us in the end and it might be
considerably less than in the end.

Those are factors that one uses when one is in the business of settling
this type of claim. I settled a lot like this with the company I headed
with suppliers and we looked at those factors in the same way that I
looked at them here on behalf of the Government.

I have never had anything of this size, of course, but exactly the
same approach was used in protecting the interests of my stock-
holders that I tried to use here in protecting the interests of the
taxpayers. It necessarily involved judgment. This was my best judg-
ment and I think I am right.

Senator PROXMIRE. You say you have had experience. Have any
of your suppliers in business threatened to shut down?

Secretary CLAYTOR. Threatened not to do business with my com-
pany any more, and sometimes that is pretty important.

Senator PROXMIRE. That is different than when you have two
shipbuilders threatening to shut down. In your own words, Mr.
Secretary, in the concluding part-the last sentence-of your prepared
statement, and these are not the words of Herblock or the words
of Proxmire, but the words of Secretary Claytor.

The alternative of years of litigation, with a substantial risk of greater cost
to the Government as well as disruption of vital Navy shipbuilding programs, is in
my opinion an unacceptable one.

You chose those words.
Secretary CLAYTOR. I did, indeed, and I still stand by them and

"disruption" does not mean "stopping work." The work was not
going to be stopped. The disruption is disruption that results from
trying to build ships in the middle of a controversy. That is a dis-
ruption and that is what I meant and what I still mean.

Senator PROXMIRE. A controversy is something we all live with,
something we are having this morning. It does not necessarily stop
the wheels of progress, they can continue. But what do you talk
about when you say disruption is controversy-well, every time they
file a claim there is controversy-

Secretary CLAYTOR. There are levels of controversy and the
highest possible level is total litigation about everything involved
in the whole procedure and at the same time trying to cooperate in
the construction of something that is necessarily part of the operation.
It can't be done.
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Senator PROXMIRE. Let's go back. Getting back to the original
point, that capitulation is likely to cause other shipbuilders to threaten
work stoppages in order to get bailed out.

In my written questions to you of July 28, 1978, I inquired whether
any shipbuilder other than General Dynamics or Litton had requested
Public Law 85-804 relief since announcement of the General Dynamics
settlement. You replied that no such requests have been made since
June 9, 1978.

Isn't it true that Newport News had asked that its claim be settled
und-er AiL

C _ . Sho~r~intt'e beginning of my discussion last October,
with Newport News, and I have had enough time to analyze the three
situations, we made it clear that Newport News of Tenneco-that
the use of Public Law 85-804 in that situation seemed to be ex-
tremely remote and unlikely. We had to find a way to reach a settle-
ment within the four corners of the contracts with possible exceptions
on minor items.

So, yes, there was that difference, sir, in the case of Newport News.
Senator PROXMIRE. Did they request or did they not request

that Public Law 85-804 be used for settlement of their claims?
Mr. HIDALGO. I don't remember in the meetings I had.
Senator PROXMIRE. Is this General Dynamics?
Mr. HIDALGO. Are we talking about Newport News?
Senator PROXMIRE. Yes, sir.
*Mr. HIDALGO. I don't remember any specific requests by Mr. Diesel

of that kind except to say they felt they needed relief, were entitled
to relief, that they had had a great deal of difficulty in their work with
the Navy, that they had had a miserable profit picture and that what-
ever form the relief might take was our concern and really not theirs.

Well, had I said Public Law 85-804-I also said the contrary.
I said I would not use Public Law 85-804 except in a marginal situa-
tion that might have existed.

Senator PROXMIRE. Secretary Claytor, I will ask the clerk to give
you a letter and I will ask you to look at this letter from the Newport
News Shipbuilding Co., dated June 21, 1978, signed by J. P. Diesel,
chairman of the board, addressed to Assistant Secretary Hidalgo.

I would also like Mr. Hidalgo to look at the letter. I would also like
to ask you whether either or both of you have seen it before?

Isn't it correct that Newport News asks in the letter to be given the
same treatment as its competitors, General Dynamics and Litton,
and be settled under Public Law 85-804?

Secretary CLAYTOR. Under Public Law 85-804, yes, sir, that is
correct, and I repeat my statement, that I systematically said I
didn't feel there was room for that application in the case of Newport
News.Senator PROXMIRE. Then why isn't the answer ojte ueationj

asked clearly affirmative that another shrbuii'i'dier has aske to get
.. 7same

Tf4i.-CUL~T-oR.You are r-ght. I acceptthat es.
Senator PROXM1IRE. Isn't 1s correct Newport News attached

to this letter a study designed to show that Public Law 85-804 can
be used to provide "relief" to Newport News even though it would
result in Newport News making a profit on its Navy contracts?
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Mr. HIDALGO. I suppose that is what they had in mind, yes. I
suppose so.

Senator PROXMIRE. At least in the first two paragraphs of Mr. Die-
sel's letter.

Mr. HIDALGO. I see that. They say that.
Senator PROXMIRE. Let me state this: You have told me that

Public Law 85-804 would not apply to this company. You also ex-
pressed a belief indicating the situation of Newport News is -different
from the other two companies as to conditions. This apparently relates
to your position that Public Law 85-804 does not provide relief to
contractors who are not in a loss position. I had a careful study per-
formed and it conclusively demonstrates that there is absolutely
nothing in the law or the regulations which will prevent you from
making a settlement with Newport News which results in a profit.
The results of our study are summarized in the enclosure.

Mr. HIDALGO. I won't quarrel with that, but I told Mr. Diesel we
would not apply Public Law 85-804 except, as I repeat, in some mar-
ginal situation.

Senator PROXMIRE. I will now read the title, and the opening and
concluding sentences of the study attached to Mr. Diesel's letter:
MEMORANDUM IN SUPPORT OF PUBLIC LAW 85-804, SETTLEMENT OF NEWPORT

NEWS CLAIMS

IT IS IN THE INTEREST OF NATIONAL DEFENSE TO SETTLE NEWPORT NEWS' CLAIMS
BY USE OF PUBLIC LAW 85-804

There is ample authority under Public Law 85-804 to settle Newport News'
claims if doing so will facilitate the national defense."

The concluding paragraph briefly says:
All of the above dictates that the authority of Public Law 85-804 be invoked

to settle the company's claims notwithstanding the fact that a profit allowance
will be included. In fact, to do otherwise would be to reward the less efficient
shipbuilders to the detriment of the company which is more efficient-a result
which certainly was not intended by the drafters of Public Law 85-804.

All of the above dictates that the authorities of Public Law 85-804
shall be invoked in settlements of companies' claims notwithstanding
the fact that allowances will be included in other ways. In the estimate
of the company, which is more efficient, the result was certainly not
intended by the drafters of Public Law 85-804.

Mr. HIDALGO. I have no quarrel with that. That is Mr. Diesel's
statement.

Senator PROXMIRE. Let me ask, Mr. Secretary, how you can
reconcile your response to my written questions of July 28 with these
documents?

Secretary CLAYTOR. I don't think there is any difference there at
all. As to Newport News, the fact that Newport News naturally was
one of the three shipbuilders that we listed from the beginning on,
which we were going to work and that Newport News obviously would
have liked to have had the same type of Public Law 85-804 settlement
if that would get them what they wanted-I suppose that one can
expect that whether or not these settlements were made or whether
or not they were approved, or are approved, someone will always be
asking for something and the fact is not whether they asked for some-
thing, but the question is whether they get it.
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Senator PROXMIRE. Well, the question is also what happens when
we set this precedent? And Herblock has an interesting point when
he points out that "We always put the guns in place first" and the
gunners say, "Pay us a few hundred million extra or we shut down."

Secretary CLAYTOR. That does not bother anyone in the Navy
one little bit and that had nothing to do with our willingness to
agree to the settlement. I keep repeating myself on that.

Senator PROXMIRE. Let me go on to this.
I inquired of Mr. Claytor whether any shipbuilders other than

General Dynamics or Litton had made requests under Public Law
85-804. You replied that no such request had been made since June 9,
1978. When I followed up, you said you didn't recall any.

Now you admit they made that request and made it in writing in
a letter.

Mr. HIDALGO. Sir, this letter to me is not a formal request for
Public Law 85-804. It was response obviously by Mr. Diesel, an
attempt to persuade me that Public Law 85-804 should be considered
in the Newport News situation, a thing that I absolutely refused to
do. That is all.

He was trying to be persuasive. He shouldn't be denied that right.
Senator PROXMIRE. I know we are having trouble with semantics.

If this is not a formal request, I have never seen one.
Mr. HIDALGO. I don't know. My lawyer sitting in back of me

says it is not a request. I am not going to argue about that again.
The request is one I reviewed and denied.

Senator PROXMIRE. Those facts demonstrate at least one contrac-
tor has been encouraged by this to seek similar treatment under
Public Law 85-804.

Mr. HIDALGO. Not at all. The discussions with Newport News, as
I said a minute ago, have been going on with them since last October,
at which time I had no idea where the General Dynamics situation
would end.

Senator PROXMIRE. Are you still negotiating with Newport News?
Mr. HIDALGO. Yes.
Senator PROXMIRE. You will settle it without Public Law 85-804?
Mr. HIDALGO. Except in one marginal situation, sir, where there

may have been a mutual mistake under an existing contract and
that is a minor item, and the answer to your question is "Without
Public Law 85-804."

Senator PROXMIRE. What do you mean by "minor"? How much
money?

Mr. HIDALGO. I hate to discuss something that is an integral part
of a negotiation and I shouldn't do it.

Secretary CLAYTOR. We haven't gotten the deal yet and we
shouldn't discuss it.

Senator PROXMIRE. You might go into Public Law 85-804. You
say, for one part of the contract and you don't say how big it is. You
say it is not very big, but you don't tell us how large it is.

Mr. HIDALGO. Whatever it will be, it will be below the limits of the
well-known Proxmire amendment.

Senator PROXMIRE. Of the $742 million in pending Newport News
claims how much did the Navy Claims Settlement Board determine
they were worth? How much of that amount is for litigative risk?
How much is for litigative cost?
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Mr. HIDALGO. That, also, sir, is an integral part of current nego-
tiations, which I don't believe we can speak to.

Senator PROXMIRE. If the decision is already made, why can't you
speak to it?

Mr. HIDALGO. No decision has been made. There has been a
recommendation.

Senator PROXMIRE. What was the recommendation?
Mr. HIDALGO. There is a recommended evaluation, which I don't

believe I should discuss in any open session, sir.
Senator PROXMIRE. The "Manganaro board" made a recommenda-

tion?
Mr. HIDALGO. To me, yes, sir.
Senator PROXMIRE. Well, they made a recommendation. It is a

fact then. You could reject it, but you couldn't change it or wouldn't
change it?

Mr. HIDALGO. It is an integral part of the negotiations and I am
sure Secretary Claytor would not view as proper any reference to that
at this time. I am sure it would be counterproductive and I am sure
you would not wish that.

Secretary CLAYTOR. That is right.
Senator PROXMIRE. Hasn't the figure been communicated to New-

port News? Don't they know about it?
Mr. HIDALGO. It has been communicated to Mr. Diesel in my

private discussions.
Senator PROXMIRE. Then, after all, the Navy knows it and the

contractor-or the only people that don't know it is the Congress
and the public. Why shouldn't they know?

Mr. HIDALGO. Because it is still an unsettled thing, part of a total
package. We are dealing with Newport News and Mr. Diesel is thor-
oughly in accord with this, the way we have done with other settle-
ments, to put to rest all pending matters-there must be 15 such
highly complex matters.

Senator PROXMIRE. I can't understand why would you communi-
cate it to Newport News as the interested party with whom you have
to negotiate it, if public disclosure would in some way prejudice it.
I can't understand how it can possibly prejudice it except to give the
other negotiating party information that you would like to withhold.

Mr. HIDALGO. Sir, for the same reasons that in negotiations with
General Dynamics and Litton we communicated, I remember I used to
talk of three boxes and box A was what the strict entitlement analysis
value was. That was one of the elements of the negotiation. In the
other two cases it was how far we would go under Public Law 85-804,
so it is just as much an integral part as it was then and we didn't
communicate what the recommended value figure was.

Senator PROXMIRE. All we want is what the "Manganaro board"
said.

Mr. HIDALGO. There is no final finding, but simply some figure still
under consideration and which has to be discussed.

Senator PROXMIRE. You just told us you disclosed that figure to the
contractor.

Mr. HIDALGO. As I did in the case of General Dynamics and Litton,
because it was only one element in the overall settlement and you
couldn't publicly discuss that.
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Senator PROXMIRE. The only way the public and the Congress can
evaluate it is to have the facts and the influence on this.

Secretary CLAYTOR. Sir, you will have the facts. If either the
negotiations break down or terminate, you will have the facts. If the
settlement is reached, you will have the facts, but pending at this
time-this is an extremely delicate thing to make public any of the
elements that go into a negotiation which is still in fimbo and I think
no businessman who is engaged in any kind of negotiations can discuss
this.

Senator PROXMIRE. Give me your reason behind disclosing this
figure to the contractor with whom you are negotiating and not dis-
closing the figure to the Congress and the public.

Mr. HIDALGO. Because it is not timely yet. We are not disclosing
any of the figures in any negotiation.

Senator PROXMIRE. You are a party and the Navy is a party of
interest and, Heaven knows, the taxpayers and Congress are parties
in interest, but we are kept in the dark.

Mr. HIDALGO. I am sorry, sir, you had not heard me earlier. If the
settlement does not move forward, and we should know that in the
very near future, Mr. Chairman, what will happen is there is going to
be a contracting officer's decision and the contracting officer, Admiral
Manganaro, and the figure he will give to Newport News is going to be
very different from the negotiated evaluation that we are discussing
in the settlement and the Navy's interest would be highly prejudiced
at this time by any disclosure of that other figure. In other words, a
contracting officer's figure, as Mr. Kaufman very well knows, is a
very different thing.

Senator PROXMIRE. You have already given it to the contractor?
Mr. HIDALGO. Sir, for purposes of negotiation, totally private

negotiation, and I don't believe Mr. Diesel would violate that either.
Senator PROXMIRE. The only conclusion I can come to is the reason

you don't disclose it is if the public knew what this board of experts,
Admiral Manganaro's board's recommendation was, then the public
would have an expectation of where you should settle it and your
settlement might be far, far greater than what the experts say.

Mr. HIDALGO. The answer is "No," it will be very close to the
figure that will come out in the evaluation by Admiral Manganaro.

Senator PROXMIRE. You are both extraordinary men and very, very
persuasive, but you have not given me a single argument as to why the
public and Congress should not have this when the contractor already
has it, therefore the only thing I can conclude from that kind of re-
sponse is you think it would be embarrassing to let the public know
what the experts have recommended the settlement with Newport
News will be.

Secretary CLAYTOR. The public will know and the committee will
know and it will be made public when the termination of the very
delicate negotiation is finished. This is one factor in a series of items
going into this thing, some of which are unsettled. It may be changed as
we go back and forth on this. I feel this would be a very unfortunate
thing to do if we are going to try to conduct decent proper negotiations,
but you will have the figure by the time it becomes operative.

Mr. HIDALGO. Mr. Chairman, may I try once more?
Let me give you a specific example. Admiral Manganaro was seeking

to negotiate a settlement on two of these ships that are involved in the
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claims. He gave Newport News a figure for a negotiated settlement.
which I should not disclose at this time. That figure was turned down
by Newport News, rejected. Then Admiral Manganaro came out with
a contracting officer's decision that I can disclose to you for $3 million.

That was appealed by Newport News' Tenneco to the Board of
Contract Appeals, where it sits today.

Now, you have to take my word that that $3 million was only a
fraction of the figure that Admiral Manganaro proposed as a negotiated
settlement, so take my word for it, we would greatly prejudice the
Navy's interest if I spoke of these figures with you-greatly prejudice
it.

Senator PROXMIRE. Well, that is a negotiation, but we want the
figures that were disclosed. The Electiic Boat's and Litton's settle-
ments are based on those shipbuilders absorbing large losses. Do you
'expect the Newport News settlement to result in an overall loss or
profit to Newport News in the Navy's shipbuilding contracts involved?

Mr. HIDALGO. Sir, I don't quite know exactly where that might
work out, thinking of the figures that we are discussing right now. I
would like to submit that to you at a later time. It certainly is not
going to involve anything like the losses we have in the other situa-
tions. That much is absolutely clear.

Senator PROXMIRE. Do you think they will make a profit after the
settlement?

Mr. HIDALGO. I don't know where we are going to wind up, so I
can't tell you that. I don't know exactly the details. Since we are not
utilizing Public Law 85-804 with the exceptions I mentioned to you
earlier, there has been no financail analysis of the books of Tenneco
and Newport News, which we did in tremendous detail with General
Dynamics and with Litton.

So, here, whether there is a profit or loss is not figuring into our
negotiations.

Senator PROXMIRE. Mr. Secretary, is it not true that your use of
Public Law 85-804 in this case is conditional upon the existence of a
state of national emergency and, if your answer is "yes," will you
please indicate which national emergency you are citing?

Secretary CLAYTOR.IY< only national emergency we have is
basically an emergency in the Navy shipbuilding problem.

Senator PROXMIRE. Let me read section 5 of that law.
This Act will be effective only during a national emergency declared by the

Congress or the President and 6 months after the termination thereof or such
earlier time which Congress may designate.

Secretary CLAYTOR. I would like our general counsel to answer
that because this is something I am not acquainted with. This is
Navy General Counsel Togo West, who has been advising me on all
of those matters.

Senator PROXMIRE. Would counsel like to come up to the table?
Mr. WEST. Yes, sir. I am General Counsel Togo West of the Navy

Department. It is my understanding that it is not predicated on the
existence of a national emergency. The Secretary exercised Public
Law 85-804 authority in this case. To give you chapter and verse, I
will have to supply that after studying it.

Senator PROXMIRE. I hope you do, because section 5 of that law
is clear: "This act will be effective only during a national emergency
declared by Congress * * *."
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Mr. WEST. The question came up and we analyzed it and I will
just have to provide that to you, sir.

Senator PROXMIRE. Because under the National Emergency Act
of September 14, 1976, the Congress terminated all of the national
emergencies, but provided a 2-year grace period and that 2-year
period expires on September 14, 1978-next week-and Public Law
85-804 provides a 6-months' extension following termination.

Do you agree with that?
Mr. WEST. I just don't know until I have had a chance to provide

you with the results of our review, as I said before. I can say to you
that the question was raised.

Senator PROXMIRE. I know you are a very able man and have testi-
fied before the committee in the past and you have been very respon-
sive, but I am distressed that you come before us with an appeal,
or a proposal, to the Congress that we use a law-and the law, as it
clearly states says you have to have a national emergency written
into the law, as the staff man is showing you, and you say you have
not checked that out.

Mr. WEST. No. I say the question was raised several months ago
in my office.

Senator PROXMIRE. Why can't you tell me now?
Mr. WEST. Because I don't have my materials on it and I will pro-

vide it to you later. That is the most I can say. It wouldn't be appro-
priate for me to give you an answer that I am not prepared to give you.

Senator PROXMIRE. Can you tell me now whether the emergency
clause in section 5 of that law, which I referred to-doesn't that mean
that any future use of Public Law 85-804 cannot be demonstrated
without a new presidential declaration of a national emergency?

Mr. WEST. If you want my professional opinion, you will have to
give me a chance to prepare for it.

Senator PROXMIRE. Let me ask you a last question that I have on
this issue because I think it is of significance and you can answer for
the record.

Public Law 85-804, if it is meant to be used only in certain kinds of
dire emergencies and there is a technical state of national emergency
at the moment, are you not stretching your justification to act on a
reasonable interpretation? After all, there is no national emergency
at the present time, in a practical sense, and you are taking extraor-
dinary action on that assumption and on weak grounds. This was
for national emergency use in only emergency circumstances and I
am sure you will agree there is no emergency at the present time,
therefore you are using a minor legal loophole to bail out these
contracts.

Can you answer that?
Mr. WEST. I will. You understand when the whole national emer-

gency appeal went forward, a number of agencies went through their
records to identify authorities that were key to that national emer-
gency, because there were a number of them, and the provision to
continue that authority was made. That is what I would have to go
back and refresh myself on. But, otherwise, what you are saying,
Senator, is that a great number of powers that are identified in this
act that are keyed to the existence of a national emergency would have
disappeared.

32-340 0 - 81 - 6
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The executive branch was not caught unaware by that and we made
provision for it. I

Senator PROXMIRE. All right, Secretary Claytor, I have a memo of
July 28, 1978, of Admiral Rickover, which presents facts that raise a
serious question as to whether General Dynamics deliberately bought
into the contract for the second flight of 11 SSN-688 submarines.

He suggests that the contractor was already in financial trouble
with the first 688 contract and knew it could not build the second
flight for the low price in its contract. Have you investigaed the
ipossibilify zip y~ forithiEscontract?

Seciftary CLAYTOR. We 3idlntoit. I think Mr. Hidalgo had
the most to do with it.

Mr. HIDALGO. Sir we have seen no evidence of that. What we
had in the second flight, in those second-I 1 ships=wll, there were
4 and then 7 on an option-it was their-well, they based their
figures still on the 637 experience to a great extent.

The Navy certainly didn't feel the figures were unrealistic at the
time. We are going back to 1973, as you know, Mr. Chairman. All of
the evidence, and right behind me is Commander DeMayo, who
knows this situation in great detail.

My answer to you is no. Mistaken-b indls ght as those figures of
mrn-hour~ee~ to bu ildJosep mlay not a
matter ofl~iiy-in at th timeI am sure you know what theNav
really o elated thathere would be two bids. Remember New-
port News had been the design agent and had built the lead ship
and it was the first time Electric Boat had been a follow-on and had
not done the design. So there are any number of factors that are
very much in detail spelled out in the Secretary Claytor's "Memoran-
dum of Decision," which I am sure your staff thoroughly combed
and I know we gave it to you.

They don't suggest to me anything other than by hindsight there
was a serious chain of errors that led to the results we are all aware of.

Senator PROXMIRE. Let me read three paragraphs beginning with
paragraph (a) on page 5 in the Rickover memo:

Ailhe time of negotiations for the second flight, Newport News alleged that
E~tricBoat~was aiready in financial trouble ointhlfe first flight, and that Electric

Boapopenew teyould not buiIhe~ fseco ighn dbmarines at their
low prices. Electric Boat, however, represented that it could build the ships for
the bid amount. Because the Electric Boat offer was much lower, the Navy
negotiators could not justify award to Newport News.

(b) In the intervening yearsrumors have emanated from Electric Boat per-
sonnel that, in addition to the losses resulti ifrom- poor ranagement at Electric
Boat, a large part of the occrreddbecause General D namics maqana ent
_______ink______g_ _ Fteirbd ma es
tor botEhfe rst and second fliught subsWin' .

(c) k our years atter award of the se8ond flight contract and during Mr. Gordon
MacDonald's tenure as general manage of Electric Boat, I asked him why it had
taken General Dynamics so long to recognize that there was a problem at Electric
Boat. He said that, in his opinion, General Dynamics did recognize there was a
problem at Electric Boat as far back as 1972, a year before the second flight con-
tract was placed, and had sent a man to Electric Boat to investigate. Mr. Mac-
Donald also said that in 1973, he had been sent to conduct a 9 month in
a39 that thyardd~ nedbA aot bei

How do you respond to charges General Dynamics knew it couldn't
build the ship for the prices offered and, therefore, the Navy should
not be held responsible for its cost overruns?
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Secretary CLAYTOR. Let me speak to it. In the first place, the state-
ment that Electric Boat's management or General Dynamisan-
ae P ere lf u statedif1!nedoajI ummord aE

~V8haveno evidence of it one way or the other. Leaving that aside,
there is no question but hat; ieneral iJsynaiT badly managed the
Electric Bgtrpac n htDsclyJ wi tiev love7o tik? a

F39 ilnlos i pe am0 thi the probltem here, Itihk-is AS
TilWFU t ynei!Faynamics. It is a fault of the situation that nobody
had quite foreseen.

It is the fault of the Navy in failing to recognize the substantial
differences between the 637's and the 688's. No one is saying that
General Dynamics here is blameless. General Dynamics is very much
to blame and Litton had management problems in the same way.

Senator PROXMIRE. You are saying General Dynamics is very much
to blame and General Dynamics' bad management is very much re-
sponsible, but the taxpayer has to pick up the tabs.

Secretary CLAYTOR. No; the taxpayer is getting the submarines for
the same price approximately that Newport News is delivering them
for after the settlement.

Senator PROXMIRE. $359 million.
Mr. HIDALGO. Sir, there is another point you yourself raised in your

testimony before Senator Stennis, which I think is very vital to this
discussion. That is the matter of inflation. There is $470 million of
unreimbursed inflation under the existing contracts with Electric
Boat. That is $470 million because of the then type of escalation clause
that we used and that the Navy saw fit to use it at that time and there
is no implication here of any criticism.

Senator PROXMIRE. I want to go into that. That inflation question
is a very interesting one and I will be asking some questions about it
in a minute.

First, I understand that i Naval SeaSyi C
mand which is drec yes oficbleJinthi N_8Cao
to rogram, as issueda Qoit paper !entyifno numerous inac-curacies and in cnt _ournme m --__

' Did you not have knowledgeable people familiar with the details
of the SSN-688 construction program and its background check the
memorandum prior to release for the purpose of ensuring its accuracy?

Mr. HIDALGO. That was checked out and checked out by Com-
mander De Mayo, who is on my staff doing this and who was work-
ing with the people, and the memorandum of decision was reviewed
within the Navy before being signed by Mr. Claytor. It was after the
memo of decision and I want Commander De Mayo to correct my
memory, that two points were raised with regard to what was feared
might be inaccuracies.

One was with respect to the time of delivery of the submarines by
Electric Boat. Would you speak to that, Commander, please, those
two points?
- Senator PROXMIRE. Let me ask this question first and then let
Commander De Mayo speak to that.

Mr. HIDALGO. Have I answered your question?
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Senator PROXMIRE. Let me ask you the followup question on that,
and I think then we can get the whole thing more clearly.

I referred to the inaccuracies and misrepresentations contained in
the memorandum of decision to settle the General Dynamics claims.
The statements are as follows:

The Navy elected to develop an alternate design capability for submarines
after exclusive use of EB design talent for almost 20 years.

Electric Boat had been the submarine design agent for all nuclear submarines
from the early 1950's until the SSN-668 program came along in 1970.

Newport News was designated design agent for the SSN-688, whereas EB had
served in this capacity for all previous nuclear submarines.

And the fourth one was:
This changed with the SSN-688 because EB suddenly was just a builder rather

than a designer-builder. It is true that the Navy instituted controls in an attempt
to make the Newport News/EB interface work. However, there can be no question
that there were serious problems associated with this new arrangement.

Now, those are the statements. Here is the comment on the inac-
curacies on the point paper:

The Navy has not used EB exclusively for the design of nuclear submarines
nor was the role of followup shipbuilder new to EB. Mare Island Naval Shipyard
has performed as a nuclear submarine designer as has Portsmouth Naval Shipyard,
which designed the SSN-593 class in which specific case EB was a followup
shipbuilder.

Regarding the Newport News design agent interface communications with
EB-

Mr. HIDALGO. Could we comment on those as we go along?
Senator PROXMIRE [continuing]. Let me complete this:
It is a matter of record that open and direct communications were established

at the outset of the SSN-688 program. These communications which included
NAVSEA, EB and Newport News (designer and builder) included bidders' ques-
tions, mockup visits, Liaison Action Requests (LAR), Design Agent Shipbuilder
Conferences and complete availability to EB of all design agent prepared data.
In addition, EB had their own on-site representatives at the design agent's plant
on a full-time basis.

Further, EB as a submarine design agent and follow builder on SSN-593 class,
was completely familiar with design yard-follow yard relationship and how to
work under it.

Do you agree or disagree with those comments?
Mr. HIDALGO. I would like to make an additional comment and

have him amplify on my comment. The reference in the memo of
decision was that, as among private shipbuilders, this was the first
time Electric Boat had not been the design agent. It is true that a
naval shipyard was in the case of the Thresher, the design agent, but
we did not have any comparison here in mind between naval shipyards
and a private shipyard, so that we felt this was not an inaccuracy in
the memorandum of decision.

Insofar as the interface between Newport News and Electric Boat
is concerned, I don't think there is any doubt about it. Newport News
had its problems also, without allocating any blame anywhere.

Would you care to amplify on that, Commander De Mayo?
Commander DE MAYO. I think the point is that the Mare Island

experience was on one submarine, the Halibut, which was a special
submarine to carry the Regulus missile and in the Thresher case I
think it is important to know that after the tragedy of the Thresher



&1

that there was extensive design work on the Thresher class, and Electric
Boat was the lead design yard for that activity.

Those are two examples where the naval shipyard did do the design
work.

Senator PROXMIRE. You admit their statement is inaccurate as it
goes as follows:

Electric Boat has been the submarine design agent for all nuclear submarines
from the early 1950's until the SSN-688 program came along in the 1970's.

Secretary CLAYTOR. We should have said the only private yard that
had been the design agency. I think that was a mistake. It is an
immaterial inaccuracy.

Senator PROXMIRE. Well, they have had experience as a followup
yard.

Now, let's get to the inflation subject. I am reading from page three
of the point paper, the section labeled "Misrepresentation" on the
subject paper concerning inflation escalation.

It says:
Given the above factors, the protection against inflation afforded by the two

SSN-688 contracts proved inadequate under conditions of schedule slippages and
during the double-digit era of 1974-75.

What is your response to that?
Mr. HIDALGO. Basic to this whole subject is an understanding

of this fact, a simple but very important fact, even in the case of
Government-caused delay, and you know there was a prior claim by
Electric Boat of $232 million, which, as you know, we settled for
$97 million and, correct me, Commander, the Navy acknowledged
a Government-caused delay of roughly 12 months or 1 year. You
move that whole schedule of performance forward 1 year, but you
don't change the escalation curve, at all.

The escalation remains the way it was preordained in the original
contract by the hands of fate, for which neither you nor I or anyone
else is responsible. We got into this terrible double-digit inflation
in 1974-75 when materials costs went up 24 percent versus a normal
5 to 7 percent, and labor costs went up over 10 versus 4 to 6 percent,
but the escalation remained as ordained in the original contract
even though it was delay for which the original contractor was not
responsible. No contract should be written that way.

Senator PROXMIRE. Who is responsible for delay in the present
claim, this $125 million?

Mr. HIDALGO. The Navy recognizes in that strict evaluation that
was made by the Navy Claims Settlement Board, I believe that
involves another 6 months of delay, doesn't it?

Commander DE MAYO. Yes, sir.
Mr. HIDALGO. You have a total of 12 months plus 6 months.

The Navy itself recognized that, yet the escalation curve did not
move one inch.

Senator PROXMIRE. Well, my point remains the same. Inflation
in the present claim is completely included in the $125 million proposal.
Whatever is over that they can take into account inefficiency and
incompetence, cost overruns, on which you testified repeatedly this
morning, of the contracts. I want to stress what I am quoting from
is again not something that some staff member here prepared, but
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from the Office of the Naval Sea Systems Command, which is directly
respon~sibletfor the SSN-688 class construction program. It is their
point paper, your own point paper, the Navy series, your own expert,
Secretary Claytor, your people, and this is what they say is inaccurate.

Mr. HIDALGO. I have said to you, sir, and Mr. Claytor has, in very
clear terms, when you talk of $125 million, with all of the respect it
deserves, and it was recognized by me in 10 months of the negotiations,
it is not what this situation as a whole was worth and it cannot be
thought of in that context. I mentioned to you that tune ed
inflation to Electric Boat under these existing co c
million-. Let me tlou I Litton it was i'50 mllion.

s benator PROXMIRE. Now, Mr. Secretary, you say in your prepared
statement that the costs of the 688 ships built by General Dynamics
average $15 million more for each ship than the costs of those built
by Newport News. But Admiral Rickover says in his August 14, 1978,
memo that the first five ships built at General Dynamics are costing
$50 million more each than the first five of the 688's at Newport News,
all 10 of which are either delivered or over 85 percent complete.

Admiral Bryan also testified in May that General Dynamics' costs
were $50 million more for each of the first five ships than Newport
News' costs. Do you dispute those figures?

Secretary CLAYTOR. They are both right and we have a detailed
analysis of this problem. The problem is, "Are we comparing ships that
are being built in the same time frame?"

When we compare ships built in the same time frame, as I made
clear in my statement

Senator PROXMIRE. Then you agree with the $50 million?
Secretary CLAYTOR. Yes. If we compare the first five ships of New-

port News with ships from General Dynamics built much later,
obviously they are very different, $50 million or whatever the figure
given on the comparison stated, we are all right. But I would like to
present to you, sir, the analysis of the comparisons of costs that we
made in answer to a question.

Senator PROXMIRE. The admiral's testimony was they were $50
millionmore in real terms __tlkig into
element.

Secretary CLAYTOR. The inflation element, not the time of delivery
element.

Senator PROXMIRE. That is our understandent
It, inflation inclumth timejp ement.

SecretaryCLAYTOR.'that is not correct.
Mr. HIDALGO. Mr. Chairman, I assume your staff has carefully read

the response to your question No. 8 and it would be unfair of me to
take your time, that very question you are raising now is answered
there in three pages and it points out all aspects.

Senator PBOXMIRE. YOU read your response as well as reading
Admiral Rickover's?

Mr. HIDALGO. Sir, our response to your question about the compara-
tive cost of the submarines of Electric Boat and Newport News is
answered in the greatest details in three alternative situations in reply
to your question No. 8, which Mr. Claytor forwarded to you in his
letter of August 22.
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18 submarines at Electric Boat with the 13 submarines at Ndwport
News, you get almost an equivalent value of one and the other of cost
to the Navy, mind you, because we take off that $359 million loss that
Electric Boat is taking and this is-

Senator PROXMIRE. How about cost of production indicates relative
efficiency?

Mr. HIDALGO. The cost of production is higher by $15 million, you
are right-$15 million, not $50 million.

Senator PROXMIRE. That s where we differ. You admit they are
appointed depending-and both admirals say "$50 million."

Mr. HIDALGO. They compare only the first five submarines, as the
Secretary pointed out to you. We don't think that .s anything but a
misleading way.

Senator PROXMIRE. We just want to complete this. Our experience
has been if you want a notion of how much something costs, you don't
take the first 10 or 20 percent reduction, but you have to go all the
way through.

Mr. HIDALGO. No; these are ships well along in construction and
have been delivered or being delivered and will be delivered in the
same time frame. If you do that, the net cost to the Navy after the
huge loss Electric Boat is taking is a comparative cost.

Senator PROXMIRE. You agree on the five, these are $50 million more?
Mr. HIDALGO. That seems to be approximately right on the first five.
Senator PROXMIRE. You have stated that lateness of SSN-668 class

design data furnished by the Government "had to have its greatest
impact on Electric Boat and was a major cause of the cost overrun."
Yet Newport News used essentially the same design data in building
SSN-688 class submarines. Why then is it costing about $50 million
more per SSN-668 class submarIne constructed at Electric Boat than
for the identical ship built at Newport News during the same time
frame?

Secretary CLAYTOR. I think we already answered that. Part of the
problem is we are comparing, or we are not making adequate com-
parisons and I stand on that.

The second one is, of course, the total cost to Electric Boat in these
past times is greater than the cost to Newport News because Electric
Boat's costs were higher and they were less efficient. That is matched
by taking their $359 million loss; when one does that, the cost to the
Navy-the cost to the shipbuilder-becomes comparable for the
whole list.

Senator PROXMIRE. Let me read this briefly from Admiral Bryan:
We have at Newport News Electric Boat building 688-type submarines. The

cost of Electric Boat's are running substantially higher. The shipbuilder costs in
completion of the first five submarines by Electric Boat average on the order of
$50 million more for each ship than for their first five ships. The increase in direct
labor required to do that is on the first five in the order of 25 percent higher for
Electric Boat than Newport News.

-Secretary CLAYTOR. Yes, but he is talking total costs, not cost to
the Navy after settlement.

Senator PROXMIRE. In my questions to youof Juy 28 1978 I
inquired whether Coopers & Lyaniud that e era i nis
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can absorb a larger loss than provided by your Public Law 85-804
proposal and still remain viable. You responded by providin e th
a opy of the pers & Lych found that "General
Dnanicsshou abebto sus-aiten a$Zieneillion loss andrnemain

!iove-tf ts enders would agree to itr r rWevie ceRta=
exis ng mi lmum loan covenants.

7 CW _ a defense" to bail out a company
which- does not require extraordinary pelfe to co-ntin pe ormance on

/Y A rnrnent contrab-ts
v/fi LO R. For the reasons I have already given, the

Government's interest in clearing the deck, in putting this thing on a
workable basis for the future, the acceptance of that enormous loss,
which makes the submarines comparable in cost to those made by the
competitor, and the fact that if we didn't do this, we are going to
not only face the 8- to 10-year litigation, but might very well pay a
great deal more in the end. Also, we would pay almost as much or
more in interim payments under prospective court orders. All of those
I think add up to make it very much in the Government's interest
to go through with this.

Senator PROXMIRE. Is it your testimony Litton would go bankrupt
if the Government did not pay the $80 million for bailing out?

Secretary CLAYTOR. No.
Mr. HIDALGO. The $200 million fixed loss that Litton took, plus

the manufacturing process development cost of $133 million, that they
also lost, but which the Navy refused to recognize, has caused a severe
financial impact on Litton, I have no doubt about it, and they are the
first to say so.

Senator PROXMIRE. Again, I go back to objective criteria that I
think we have, and that is what the great capital market in this country
thinks of the stock of these two companies and thought of it after the
settlement was made and after the apparent sacrifice you say they
have taken.

Let me read, though, and ask your comment on a statement infyour prepared statement, one sentence:
V The $2.688 billion estimate to compete is realistic and has been reviewed by a

nationally recognized outside accounting firm retained by the Navy, Coopers &
Lybrand, as well as by the independent auditors of General Dynamics, Arthur
Andersen & Co."

You say $2.668 billion estimate is realistic and it has been reviewed
and so forth. 'Therefore, they will lose that amount. Let me quote
from what Coopers & Lybrand said, the great reservations and quali-
fications they have with respect to that. They recognize afterall
being accounts, can be pretty good on what happened in the past and
tell you what losses have been, but when it comes to estimating future
costs, that is different.

They said:
I/ Several of the underlying assumptions employed by General Dynamics in

projecting costs at completion have been optimistic in light of recent experience on
the 688 contracts and the history of Electric Boat Division. Potential for cost
growth appears to exist in the projection with direct labor hours required to com-
plete the contracts while changing order rates have abated in recent months.

"General Dynamics' learning curve projections, which anticipate improvement
in work force appear to be optimistic. The anticipated improved productivity
has not been realized.
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It is our feeling the projects are optimistic and maybe very optimistic and, again,
citing costs, you can leave it to people who read tea leaves and cryst l.balls, but
not anything that a competent accountant would tell you to do.

Mr. HIDALGO. This is not given as a hard-and-fast figure, but a
most realistic and best figure we could come up with. He had a number
of objective analyses of this. It is in the right ball park, is about all we
can say.

Senator PROXMIRE. We don't know if it is or not. We have been
wrong over and over again in estimating how much things will cost in
defense, particularly with the Navy ships.

Secretary CLAYTOR. If it goes more than $100 million above that
figure, that will be entirely on Electric Boat, that is for sure.

Senator PROXMIRE. Well, then, they will come in again and we will
go through the whole procedure once more. They have found out how
it works.

Secretary CLAYTOR. No, we won't.
Mr. HIDALGO. This is more than tea leaves. I get very uneasy be-

cause this $2.668 billion figure was crucial to the n gotiations. The
most th-ras ben isdetatesto are--o-vertimism with regalrd to
productivity. The latest reports I have, and I keep in touch closely
with the people at Electric Boat for one reason or another, is that they
are running ahead of schedule on their first flight of ships so their time
schedules are promising.

Very deliberately the settlement agreement was made flexible so we
wouldn't have to come up here and bother you again. Let me say that
GAO, which testified, as you know, in both .House and Senate, the
most they say is that it might run another $100 million precisely the
$100 million provided for in the settlement agreement and yet we
hadn't done anything with GAO at that time.

Senator PROXMIRE. As far as GAO goes, I like it. They are not
forecasters and they can't foresee it. People have been wrong in
elections.

Mr. HIDALGO. Mr. Chairman, DCAA checked it out. They did it, an
auditor came in on August 1 precisely and found that the costs to date,
that they were totally consistent with the $2.668 billion figure and
GAO says it may be optimistic or it may run $100 million.

Admiral Bryan also thinks there may be optimism. There are still
63.2 million hours to go in construction of the ships, and that may be a
couple of weeks outdated. Admiral Bryan says it might go another 5
million man-hours. That might be another 5 million man-hours, but
none of that takes you above the $100 million mark which we agreed
with them we will share on a 50-50 basis.

So the elements of caution are built into the settlement agreement
and based on what we consider is a realistic figure.

Senator PROXMIRE. Mr. Secretary, I read from your own account-
ants, the ones you selected to do this job before. Now let me cite
Litton, which is Lloyd & Haskell themselves. They say Litton's
projected or forecasted dates that represent management's estimates of
future events, not theirs, they are based on assumptions which are not
susceptible of verification. Accordingly we don't express any con-
clusions with respect to achievability of results of operations projected
by Litton.
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Moreover, the forecasting of financial data is, by its very nature,
imprecise and predicated upon assumptions and tenets which are
often incorrect.

If they went to blame you and put the blame on me, we have been
fooled again and again and again on these costs on the defense.
projects and again and again you have been low.

Mr. HIDALGO. You are making life hard for me. This $4,726 million
figure, that is a much harder figure than the Electric Boat figure for
this very clear reason.

First of all, it is based on hard DCAA analysis. GAO didn't say it
was an optimistic figure and please bear in mind, we are trying to
learn the truth here, I assume, today. Please bear in mind they only
have, not even 2 more years to go to finish construction of these ships
and they have over 90 percent of their materials on hand and have a
labor contract that will go through September of 1980, and we feel
that is a very hard prediction and yet in that case we have a $100
million overrun provision which the parties would share 50-50.

I don't think there is any reason for pessimism on your part that that
figure could prove faulty or wrong.

Senator PROXMIRE. This is exactly the same, Litton's are. They
have the same kind of concern about trying to project what the costs
are going to be. They said the auditor's procedures in examining
Litton's statement are designed to test the historical amount and do
not project Litton's practices, et cetera. The forecasts preclude its
commenting on accuracy or achievability of this data. Even if permit-
ted by the profession as guidelines, they could not comment on
Litton's projections while this opinion on Litton's financial statement
is qualified, so this statement you make that the $2.668 billion estimate
is realistic and has been reviewed by a national accounting firm
retained by the Navy, that statement is false on its face. These people
deny that they can say whether $2.668 billion is realistic or not
realistic.

Secretary CLAYTOR. I didn't say that. I have dealt with accountants'
statements for a long time and I know the kind of language they use.
They had reviewed it. They did review it, they did not certify this was
a correct figure and no accountant or anyone else will ever certify an
estimated future figure is a correct figure.

I didn't say they did. I said they reviewed it and they did review it
and certified to all expenses up to date and in the case of Litton that
is most of it, because most of it has already been incurred.

The payments to Litton up to date are what, 90 percent?
Mr. HIDALGO. Yes, out of the $4,726 million more than $4 billion

has been spent.
Senator PROXMIRE. Would anyone believe an estimate by the De-

fense Department or contractors that the cost of a weapons system,
after the experience we have had here, would believe that the Green
Bay Packers are going to win the Sugar Bowl. Maybe it will come true,
but I believe it is a lon-, long shot.

Secretary CLAYTOR. OK.
Senator PROXMIRE. Just one more question and I apologize for keep-

ing you so long, you have been extremely accommodating and
responsive.
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Mr. Hidalgo said in the earlier statement, and you both can respond,
"This mission was to settle the claims in the way that would
solve the underlying cause of the claim."

Secretary Claytor makes similar assertions in his prepared statement
today. But the underlying cause of the claim is cost overruns. Cost
overruns are caused, at least in part; by contractor ineffic ency and
low productivity. Is there anything in the settlement that can assure
shipbuilders will be more efficient and there will be higher
productivity?

Secretary CLAYTOR. I think one very important thing will result
and that is unless they are, they will be out of business. I think they
recognize that because even a large company cannot go along these
kinds of losses.

Senator PROXMIRE. Normally, I think that is a very good rule. That
is why we have Mr. West and that is why we have been so successful,
but they don't apply here. If they get into trouble, you come along
with a national emergency declaration and give them a few hundred
million dollars.

Secretary CLAYTOR. The $300 million they picked up is a blow in
the eye to any company, regardless of its size, and had Electric Boat
been an independent company and not a division of General Dy-
namics, which has a relatively small portion of the overall picture,
they would have been completely broke, without any question, wiped
out.

This is not, or I think that is the principal reason.
Now, the other thing is I was not just talking about contractor in-

efficiency because a great many factors went into these losses and into
these claims other than contractor inefficiency. I think we have cleared
the decks of a lot of that.

Senator, could I suggest, if I may have just a moment, that Mr.
West now has the answer about the question of a national emergency.

M~~~Lw ould~ike to onfirm your staff's interpr4~tation.
Senator PROXMIRE. I don't want to be delayed too long becauise we

will have a call to the floor and I won't be able to get my resolution of
disapproval, so you fellows have an incentive for keeping' me here.

Mr. WEST. The National Emergency Act of 1976 did meed repeal
the emergency. Its date is September 14, 1976, and it is effective 2
years from that date, September 14, 1978. It exempts from its provi-
sions, first of all, actions all underway by the time of the effective date.

Second, it specifically exempts from section 502 of the act actions
on appeal of Public Law 85-804. The authority still exists and con-
tinues to exist.

Senator PROXMIRE. I don't question it, but taking advantage of a
legal loophole. Everybody here knows there is no national emergency
and Congress has declared no national emergency, but you are taking
advantage of this to bail these two out.

Mr. WEST. No. That is not part of the interpretation of what Con-
gress did in 1976, which was to eliminate from the requirements of
the act thereby a national emergency.

Now the standard is that the _even YilLfaciitate the natgOal
defense.
iSe'rary CLAYTOR. The national emergency was eliminated by an
amendment in 1976, was it not?
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Mr. WEST. Yes.
Secretary CLAYTOR. It is no longer a requirement of the national

emergency quite apart from the fact it had been extended 2 years.
Senator PROXMIRE. Thank you, gentlemen, very much for your re-

sponses. We appreciate it very much.
JWhereupon, at 12:25 p.m., the subcommittee adjourned, subject

to the call of the Chair.]
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Also present: Richard F. Kaufman, general counsel; Katie Mac-

Arthur, press assistant; and Mark Borchelt, administrative assistant.

OPENING STATEMENT OF SENATOR PROXMIRE, CHAIRMAN

Senator PROXMIRE. The subcommittee will come to order.
Welcome, gentlemen. We are glad to have you with us this morning.
Today's hearing is one of a continuing series initiated several years

ago in order to better understand the way the Navy buys its ships.
I must sav at the outset that the Navy's guided missile frigate pro-

gram, the FFG, is one of the saddest cases of Government procure-
ment, to come to my attention. The cost overruns alone indicate that
the Navy has not benefited from its recent shipbuilding experiences.

The FFG was estimated to cost $65 million each in 1973. Today the
estimate is $195 million. You can account for about one-third of that
increase because of inflation, but that is all. The 50-ship program was
estimated at $3.2 billion. The current estimate for 52 ships, almost the
same number, is over $10 billion.

Two technical problems stand out among many that have been iden-
tified. First, this is the first ship that I have come across that the Navy
knows will have to be recalled for structural changes after they are
built, delivered and sent to sea. In other words, they build them, send
them to sea, and then they have to come back and change them.

The sterns of the first 26 ships will have to be redesigned and rebuilt
in order to accommodate the LAMPS-Mk III, a larger helicopter than
was originallv intended for the ship.

Seconds the ships as presently designed have a serious survivability
problem. They are vulnerable to low-level threats and "cheap kills"
because of the lack of armor. What that means is that a fragment from
a shell or a lucky shot from a rifle could conceivably put the ship out
of action because vital items of equipment are exposed.

(89)
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Now, if this is an example of the new Navy, maybe we ought to get
back to the way things were done in World War II.

The evidence points to serious Navy mismanagement. Unless the
Navy is able to come up with satisfactory answers to the questions
raised thus far, I am afraid it will have to take full responsibility
for what appears to be another shipbuilding disaster.

I should add that at this time the facts do not suggest that the ship-
builders are to blame for the problems that have been identified so far.
Except for the lead ship, schedules have not been delayed and con-
struction costs seem to be under control. Of course, if problems do
occur in the shipyards and large claims are filed, there will be addi-
tional cost overruns.

In the meantime, we need to find out why the costs of the program
have risen so high and the causes of the difficulties experienced to
date.

Our leadoff witness is Jerome Stolarow, Director of the Procure-
ment and Systems Acquisition Division of the General Accounting
Office. He will be followed by representatives of Bath Iron Works
Corp.

Mr. Stolarow, you may proceed as you wish with your statement
and then we will have some questions.

STATEMENT OF JEROME H. STOLAROW, DIRECTOR, PROCUREMENT
AND SYSTEMS ACQUISITION DIVISION, GENERAL ACCOUNTING
OFFICE, ACCOMPANIED BY FELIX E. ASBY, ASSISTANT DIREC-
TOR; AND JOHN D'ESOPO, TEAM LEADER

Mr. STOLAROW. Thank you, Mr. Chairman.
We are pleased to be here this morning to talk about Navy ship-

building programs and particularly the FFG-7 program.
I have a prepared statement for the record, but I would like to

summarize it myself rather than read the whole statement.
We have been concerned for some time, as have many of the con-

gressional committees, about the problems in Navy ship acquisition,
the rising costs, the claims and the performance of Navy ships, and
GAO put quite a bit of effort into looking at various aspects of the
Navy ship acquisition program.

One of the programs that we have been following very closely has
been the FFG-7 program, formerly called the patrol frigate pro-
gram. The FFG-7 program is currently estimated at a 52-ship pro-
gram with a total cost of about $10 billion just for the ships, or close
to $200 million a ship.

There are currently 26 ships for the U.S. Navy under contract with
three different yards-

Senator PROxMIRE. May I interrupt for a minute?
When you say "just for the ships," that does not include the cost

of the helicopters!
Mr. SToLARow. It does not include the cost of the helicopters and

some other weapons that may go on the ship.
Senator PRoxMiRm. Have you any general estimate as to how much

that might add to the $10 billion ?
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Mr. SroLARow. I don't have a figure with me. We can supply that
for the record.

Senator PRoxmuuE. All right.
[The following information was subsequently supplied for the

record:]

REtimated program coat8 not inctuded in September S0, 1978, FFG-7 clam frigate
Selected Acqui8ition Report (SAR)

In millions
[All estimates are ll fiscal year 1979 dollars] of dollars

Helicopters (assulning 2 LAMIPS-Alk III helicopters per frigate)…_____-1,310
Cost to backfit the following items onto the first 26 U.S. frigates: LAMPS-

Mk III electronics, TACTAS, helicopter hauldown system, LINK 11,
Single Audio, fin stabilizers, and CIWS-Navy estimate-------------- 588

Total estimated program costs not included In Sept. 30, 1978,
FFG-7 class frigate SAR------------------------------------ 1,898

No'n: The SAR also does not include the estimated costs of Harpoon and Standard
missiles ($5760OOO per unit and $151.900 per unit, respectively), MK-46 torpedoes
($100,000 per unit). 76-mm shells, or 20-mm bullets.

Mr. STOLAROW. As I said, there are 26 ships under contract for the
United States and 3 for the Royal Australian Navy.

Senator PROX31I1r. $18 million a helicopter, I understand, and there
are 2 helicopters per ship, and 52 ships. Is that $1.8 billion?

Well, I will figure it out. Go ahead.
Mr. STOLAIOW. There are substantial additional costs for the pro-

gram over and above what the ships cost.
Senator PROXMIRE. It is $1.8 billion in addition, which would come

close to $12 billion altogether?
Mr. STOLAROW. That sounds reasonable.
Our major area of concern right now with this program is the stern

redesign. It has come to our attention that because of safety of flight
considerations after the Navy decided to change the helicopter that
would go onboard, the Navy decided that the LAMPS-MK III heli-
copter, which is bigger than the previous version of the LAMPS heli-
copter that was going on the ship, woul have to land from dead astern
to give the proper safety and clearance, particularly in rough seas.
Previously, it was intended that the helicopters would land from an
angle off the stern of the ship.

Because of this and because of some equipment that has to go on
to handle the helicopter and a couple of other things, the stern will
have to be redesigned.

Now, this was determined after the initial design of the ship, but
our concern at this point in time is that the Navy did not intend to
modify or incorporate the new design into the first 26 ships under
contract during construction, but, rather, would incorporate the new
stern design into ships for contracts that would be awarded in 1979
and 1980 and thereafter.

The first 26 ships would then have to come back into the yard at
some future time, be out of commission for from 6 to 12 months and
incur a cost, a preliminary estimate, of $8 million a ship to have the
stern modified.

As we look at the program right now, and attached to my prepared
statement is a construction schedule for the first 26 ships
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Senator PROX3XIRE. That $8 million a ship is included in the overall
ship cost estimate?

Mr. STOLAROW. It is not at the time.
Senator PROXMIRE. So that would be an additional amount. That $8

million per ship is whose estimate, the Navy's?
Mr. STOLAROW. Yes.
Senator PROXMIRE. 1)o you accept that as realistic?
Mr. STOLAROW. I don't think so. I think it will run higher.
Senator PROXMIRE. How much higher?
Mr. STOLAROW. It is hard to say at this time. It is a very rough esti-

mate, as they classify it, and when they do that, I think it will be
higher.

Senator PROXinIRE. Go ahead.
Mr. STOLAROW. In any event, of the 26 U.S. ships under contracts

which the Navy did not intend to incorporate the new stern design
on during construction, the keel has not even been laid vet for 15 of
them. The keel was just laid in December 1978, for three of them and so
they are just at a very early stage or stages of construction.

Now, it is our feeling that a substantial amount of money could be
saved if the Navy had gone back to the yards and said, "We want the
new design at least on those 18 ships," and I don't know how many
more under construction where it would still be appropriate without
running into lots of problems in the yards to have made that change.

Just last week, we wrote a letter to the Secretary of Defense calling
this to his attention and recommending that the Navy be instructed
to adopt the new stern design on every ship already under contract
during construction where it is possible.

Senator PROXMIRE. I have a copy of this letter here. I am releasing
that copy to the press this morning. That was a letter written in
December.

Mr. STOLAROW. Yes, sir. I think it was dated the 29th. I have sub-
mitted a copy for the record.

So, in any event, we would hope that the Navy would take a good,
hard look at this program right now and make those changes as
early as possible.

As we talked to the Navy, they had never gone back to the yards
and to the contractors to find out if it would be feasible to make this
change for those ships already under contract, what it would cost-
in other words, to make an analysis of what is the most economical
way to make these changes for the ships that were under contract
already.

So at this point in time we don't know what the Navy's plans will
be for those ships, but as I say, we have written to the Secretary
of Defense and asked him to look into the matter and take whatever
action is appropriate.

That is the main concern we have with that particular pro--ram
right now. There are other aspects of this program and of Navy
shipbuilding in general that we have been concerned with. This partic-
ular program, the FFG-7 program, was characterized initially as a
design-to-cost program. That is, the Navy, recognizing the high cost
of building and acquiring ships today. and realizing that they needed
a fairly large number of ships like this, made an attempt right from
the beginning to hold the costs down on this particular program.
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When you do that, naturally if you are going to keep costs down
and use what is referred to as a design-to-cost, there are tradeoffs that
have to be made as far as effectiveness of the ships.

Early in this program we talked to the Navy, and I personally dis-
cussed it with Admiral Zumwalt in his office, that we felt some of the
steps that were being taken because of budget constraints, because of
attempts to keep the costs down, were leading to a ship that might not
be effective in performing its mission. Of course, this is a military
judgment, and we in GAO can't really quarrel with them too much,
but we did raise several issues with them. One had to do with using the
current version of the sonar that is on the ship that is much less effec-
tive than other available sonars.

Another problem that you alluded to, and it is not only limited to
the FFG-7 program, is the fact that Navy ships designed and built
since World War II generally are vulnerable to what is characterized
by the Navy as "cheap kills." That is, fragmentation, shock damage-
things like that-and we are not talking about a direct hit from a major
weapon or major piece of munitions.

Today's ships are highly sophisticated, particularly with electronics
and fire control systems. The old ships we had in World War II, if they
took a hit, much of the mission could be accomplished manually, but
today we rely on electronics and radar and other sophisticated systems
to perform the mission of a ship. These systems have to be protected
as much as possible from other than a direct hit, so that if they suffer
damage, they are not really put out of commission. In other words, the
ship would still be afloat, but it couldn't fire or it couldn't perform its
mission if some of these electronics systems are put out of commission.

The Navy itself, back at least 5 years ago, began to recognize that its
ships were highly vulnerable and susceptible to so-called "cheap kills."
Several study groups were set up to look into the problem, but without
getting into classified details, very little has been done up to now to
resolve this problem. We have issued a report, a draft report, to the
Department of Defense bringing up these concerns and making some
recommendations to the Secretary of Defense.

We have not yet received a reply from the Department of Defense
on our report, but we have pointed out many of the problems, and again
it is not ours-these are from Navy reports and Navy officials who are
very much concerned about the vulnerability of the Navy ships. But,
again, this is somewhat exascerbated in the FFG program by the fact
that the ship was designed as a relatively inexpensive ship, and I use
the term "relative," and in an attempt to keep the cost down.

This is a laudable effort, because we have all criticized the services
for highly expensive systems, but there has to be some determination
made when you go too far and the effectiveness of the weapons system
is severely impacted by attempts to keep the cost down, and we think
that is what has happened in this program.

In conclusion, to summarize, we in GAO are doing a major study of
the whole ship acquisition process. We have started to go back on sev-
eral programs to the initial design, the initial cost estimates, and fol-
low the programs through to see if we can come up with some con-
structive recommendations for changes in the way the Navy acquires
ships, to avoid the kinds of problems, the claims and the controversies,
the overruns that have occurred in the past and have been of such con-
cern to the Congress and to the Department of Defense itself.

32-340 0 - 81 - 7
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We hope to have that study completed sometime this spring and,
again, I would hope we would have some innovative ideas that we could
suggest that would preclude some of these problems from occurring
in the future.

With that, I will conclude my remarks and I will be open to any
questions.

[The prepared statement of Mr. Stolarow, together with the attach-
ments referred to, follows:]

PREPARED STATEMENT OF JEROME H. STOLABOW

The Navy's FFG-7 cla8s frigate shipbuilding program, and other ship program
issues

Mr. Chairman and members of the Committee, we are pleased to appear here
today to discuss some key aspects of our work on the Navy's shipbuilding pro-
gram-in particular, the FFG-7 class frigate program.

We have been greatly concerned over the serious difficulties that the Navy's
shipbuilding program has been experiencing over the past several years. As you
know, the program has been characterized by significant cost growth, schedule
delays, shipbuilding claims, and deficiencies in the 'performance of naval ships.
This situation has raised considerable concern about the effectiveness of the
program and has resulted in numerous congressional inquiries into the reasons
and possible solutions. The lack of significant progress in recent years has af-
fected the Navy's ability to get approval and funding for its recommended ship
program and has resulted In concern over the shrinking number of active combat
ships.

For the past several years we have been examining the cost, schedule, and
effectiveness of several Navy ship acquisitions, including the FFG-7 class. In
addition, we have recently studied the survivability of naval surface combat-
ants, and are currently doing a review of issues related to the Navy's ship ac-
quisition process.

I would like to highlight several matters dealing with the Navy's shipbuilding
program. These Include:

Issues related to the cost, performance and effectiveness of the FFG-7;
The survivability of present and planned naval ships; and
Our ongoing review of issues which relate to the Navy's ship acquisition process.

FFFG7
The FFG-7 Guided Missile Frigate (Oliver Hazard Perry Class) is to become

the backbone of the Navy's sea control fleet by the mid-1980s. The frigates are
required to protect sea lines of communication, and to insure the reinforcement
and resupply of U.S. deployed forces and overseas allies. The ships will be
specifically employed In areas of moderate threat to protect convoys, underway
replenishment groups, and amphibious forces in areas against attacks by enemy
aircraft, submarines, and surface ships.

The ship's weapons will consist of the surface-to-air STANDARD missile, the
antisurface ship HARPOON missile, the 76 millimeter gun, MK-46 torpedoes,
two antisubmarine warfare helicopters and the PHALANX close-in weapons
system. to defend against antiship missiles.

Two hundred and two million dollars was authorized by the Congress for
the lead ship. Detailed design of the FFG-7, then known as the Patrol Frigate,
began in May 1973. The $94.4 million lead-ship construction contract was awarded
in October 1973 to Bath Iron Works Corp., Bath, Maine. Construction began in
March 1975, and the lead ship was delivered in November 1977.

In February 1976, the Navy awarded contracts to Bath Iron Works and to two
Todd Shipyard Corporation yards-one in Los Angeles and the other in Seattle-
for construction of 11 follow-on ships. Additional contracts have since been
awarded to these yards, with a total of 29 FFG-7 class frigates now under
contract, including three for the Royal. Australian Navy.

The 1973 estimate for a total program of 50 ships was $3.2 billion, with an
average unit cost of $64.8 million. The Department of Defense estimated at
September 30, 1978, that the cost of a 52-ship FFG-7 program would be $10.1
billion, an average cost per ship of $194 million.
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Two primary factors causing this increase are: the addition of equipment
that was not included in the original cost estimate such as a towed sonar, fin
stabilizers and electronics equipment; and much higher than anticipated ship-
building costs.
Stern redesign

We have recently learned that the FFG-7 frigates are undergoing an extensive
stern redesign to enable the ship to accommodate the LAMPS-MK III helicopter,
its haul-down system, and the towed sonar system. The Navy plans to incorporate
this modified stern into the fiscal year 1979-1980 ship design packages. It doesnot plan, however, to Incorporate the modification directly into the 26 U.S.
FFG-7 class frigates already under contract, but intends to retrofit the changes
into the ships at some point after delivery.

The LAMPS-MK III helicopter, Its haul-down system, and the towed sonar
system were not developed when the FFG-7 was designed in the early 1970s.
However, weight and space were reserved on board for a haul-down system,
and space was reserved for the towed sonar. By early 1977, as the design for the
sonar and the helicopter haul-down system began to firm up, it became apparent
that the compartments and bulkheads in the entire stern section below deck
would have to be rearranged to install these systems on the ship.

A change in the landing pattern of the LAMPS-MK III helicopter also affected
the stern design. For safety reasons, the helicopter will be landing straight-in
from the stern, rather than obliquely as was the case before. All equipment
positioned on the ship's fantail will have to be removed because it could inter-
fere with the helicopter's landing approach. To accommodate this equipment, the
FFG-7 class frigate's transom will be tilted and a "step"-extending rearward
6 to 10 feet and recessed 25 inches below the main deck level-will be added to the
stern.The Navy knew, at least as early as September 1976, that the stern would
require modification. Despite this the Navy did not analyze the economic feasi-
bility of incorporating the modified stern into all, or some, of the first 26 U.S.
FFG-7 frigates during their construction. Nor did the Navy contact the shipyards
to determine whether the stern modification could be incorporated into all, or
some, of the first 26 U.S. follow ships during construction, and what cost and
schedule effect this action might have on the ships involved.

The Navy has tentative plans to begin retrofitting the first 26 U.S. FFG-7
class frigates in 1985. A Navy best guess estimate, developed in early 1978,
indicates that it will cost at least $7.2 million per ship to retrofit the modified
stern into the ships. Navy representatives told us that such a retrofit could
result in each ship being drydocked 6 to 12 months or longer.

We recently wrote to the Secretary of Defense expressing our belief that the
Navy's decision to defer Incorporating the modified stern until the ships covered
by fiscal year 1979-1980 contracts ships was made without considering all rele-
vant factors. As of October 1, 1978, fabrication on 12 of the first 26 U.S. ships
had not yet begun. The Navy estimates that construction on these ships-from
start of fabrication to delivery-will average 2½/ years to 3½2 years each, with
the final FFG scheduled for delivery In January 1983. Since the Navy is scheduled
to have detailed design drawings for the stern modification by June 30, 1979, we
questioned why the Navy has not planned to incorporate this modification Into
at least some of these ships during their construction.

We recommended that the Secretary of Defense determine whether the modi-
fied stern can be cost effectively incorporated into at least some of the FFG-7
class frigates under contract during their construction rather than retrofitted
after construction.

There are some additional aspects of the FFG-7 program about which we have
concerns.
Limitations affecting perfornance

From the inception of the FFG-7 program, the Navy has recognized a need for
a large number of these frigates to replace World War II destroyers retiring
from the fleet. In order to meet this numerical requirement, stringent design
controls were placed on the size and cost of the FFG-7. Keeping down size and cost
naturally led to some sacrifices in operational effectiveness, most of which appearto be good management decisions. There are several areas where cost constraints
may unduly effect operational effectiveness-but this remains to be seen.
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Four matters that merit discussion today are (1) the selection of the short-
range AN/SQS-56 hull-mounted sonar, (2) the decision to include only minimal
space, weight, and stability margins for modernizing the ship, (3) operation
and maintenance of the ship, and (4) ship survivability.
Short-rage, Hull-mounted Sonar-AN/SQS-56

In preliminary design, the SQQ-23 sonar was selected as the FFG-7 hull-
mounted sonar. The Navy, however, later decided to replace it with the AN/SQS-
56 sonar.

The decision to change to the 56 sonar was based on cost, space, and-personnel
considerations and the decision to add the capability to handle a second LAMPS
helicopter. The 56 is a less costly, less effective system, which has since encoun-
tered serious developmental problems. The Navy has been upgrading the system
to overcome its effectiveness and suitability deficiencies.

The primary threat to the FFG-7 and its escorted forces will continue to be
Soviet submarines armed with both torpedoes and missiles. Overall protection
will, therefore, depend largely on the effectiveness of the FFG-7 frigate's anti-
submarine warfare systems. Since the 56 sonar is only a short-range active sonar,
the ship depends on the development of towed sonar for longer-range submarine
detections. Until the towed sonar is approved for service use, the FFG-7 frigates
will have to rely on the short-range 56 sonar.

The improved 56 sonar recently underwent tests at sea. The test results indi-
cated that it is operationally effective against its primary target and thus has
been provisionally approved for service use pending determination of its reliabil-
ity. However, since the system did not meet all of its operational performance
criteria, a waiver was issued so production could begin. The Office of the Secre-
tary of Defense will review the results of the follow-on test and evaluation in
the fall of 1979 to confirm the operational suitability of the 56.

The Navy believes that the FFG-7 with the improved 56 sonar and two
LAMPS MK-1 helicopters, operating in conjunction with other ASW forces, will
be an effective ASW platform. We have serious reservations about that position.
With towed sonar and a LAMPS-MK III, the FFG-7 will be considerably more
effective in prosecuting submarines at longer ranges.
Modernization potential

Modernization potential is the ability of a warship to accept new equipment
to avoid obsolescence. The long life of warships (25 or more years) and rela-
tively short life of systems installed on the ships (7 to 10 years) makes modern-
ization potential important. Over its lifetime, a warship will usually have much
of its original equipment replaced by new, more capable systems.

From the outset of the program, space, weight, and stability margins for
growth in the FFG-7 have been minimized. The low margins are linked to the
Navy's determination to restrain the size and cost of the ship. As a result, the
FFG-7, unlike most new warships, is unable to accommodate any new equip-
ment beyond what is planned, unless compensating removals are made. The two
areas of particular concern are the reductions in (1) the service life weight
margin, and (2) the future growth margin.

The service life weight margin allows for weight increases occurring during
the life of the ship. Normally, the margin for a ship this size would be about
150 tons. The margin in the FFG-7, however, is only 50 tons, or 100 tons less
than normal.

The future growth weight margin is established to allow for unknown, but
anticipated future modifications and new equipment approved by the Chief of
Naval Operations. This margin is intended to make new ships more adaptable
to changing requirements, the increasing threat, and changes in technology. In
the FFG-7, there is no margin for unplanned future ship characteristic changes
which require additional space or increases in the ship's weight.

In addition to the tight weight margins, opportunities for future growth are
even further constrained by very limited space on the ship. These space limita-
tions could make some necessary future improvements impractical if compensat-
ing equipment removals cannot be made. This, in turn, could affect the capability
of the ship to perform its mission against an increasing enemy threat.

We believe these limited opportunities for future ship modifications are a seri-
ous matter because major modernizations are almost always required in order to
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maintain an effective ship. Historically these modernizations have usually re-
quired space, weight, and stability reservations. The absence of weight and space
margins for fitting new equipment beyond those already planned means added
risk that needed mid-life modernizations to keep the ships abreast of an increas-
ing threat throughout their life will prove impractical.

The retirement of the ocean escorts of the Claude Jones, Courtney, and Dealy
classes from the active fleet when they were only 15 to 20 years old are examples
of ships with limited growth potential. Not only did the Navy fail to get a full
measure of active service from these ships, but while active they contributed
less in terms of effectiveness than less cost-constrained designs would have.
Operation and maintenance of the ship

The FFG-7 is designed under a logistics support concept that emphasizes
reduced shipboard manning. The ship will have a crew of about 70 fewer person-
nel than the comparable size frigate currently in operation. The lower manning
is attained partly through (1) the use of gas turbine propulsion versus steam
power used on previous combatants, and (2) the centralization and automation
of the control of weaponry and other equipment. Somue naval representatives
believe, however. that the manning level of 185 to 1.91 may not be adequate to
meet All of the ship's needs. If this is found to be true and accommodations
beyond 191 are required, this will mean that another extensive modification will
have to be made to the ship.
Ship Surivability}

As discussed earlier, the FFG-7 class frigate was designed under strict cost
and weight constraints. This resulted in a minimum emphasis on providing the
ship with protection for carrying out its missions after a "low" level enemy
attack, (such as aircraft rockets and 3-inch and 5-inch surface ship projectiles,
rather than cruise missiles and torpedoes). According to a 1975 Navy assessment
of the ship's survivability protection, the ship (and other U.S. ships) are quite
vulnerable to low level enemy threats. Survivability improvements for the FFG-7
class are being evaluated, and corrective actions are planned. However, oppor-
tunities for improvement are limited because the ship is small, there are cost and
weight constraints as well as state-of-the-art limitations, and the payoff of all
possible changes may not be commensurate with the costs.

SURFACE SHIP SIURMABMILITY

On the subject of survivability, we have found in a recent review that the
Navy's surface combatant ships are vulnerable to the so-called "cheap kill." A
cheap kill occurs when a damaged system on a ship prevents the ship from com-
pleting its mission even though there is little or no physical damage to the
ship's structure. Although the ship continues to float, it serves no useful purpose.
Some of the most common causes of cheap kills include: (1) small metal frag-
ments from near-misses or proximity-fused weapons which destroy exposed,
inadequately armored vital equipment and (2) shock from an underwater explo-
sion which damages improperly designed vital equipment on warships. In addi-
tion to these cheap kills, we found that protection is also inadequate against
chemical and biological agents.

This inability to survive the cheap kill is both unacceptable and avoidable.
The Navy recognized the need for improved protection as early as January 1975
when it established a survivability improvement program. This program could
have resulted in substantial improvements, but delays in implementing it have
limited its effectiveness. Recent congressional interest and complaints from sev-
eral Navy officials, including the Commander in Chief of the Atlantic Fleet, have
apparently increased the attention devoted to this issue. A higher priority has
been demonstrated recently by the development of two long-range improvement
plans still under consideration by the Navy. These plans call for an expansion of
research and development efforts and improvements to 46 existing ships.

We believe that improvements in both areas are needed, but we are concerned
about the adequacy of the efforts planned. Many ships are not scheduled to
receive any improvements, and those that will may still be lacking adequate pro-
tection. Additionally, the Navy has not made any policy changes to establish
survivability as a priority issue or to require that it be considered throughout
the life cycle of ships and shipboard equipment.
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REVIEW OF ISSUES WHICH RELATE TO THE SHIP ACQUISITION PROCESS

We are currently doing a review of issues which relate to the Navy's ship
acquisition process.

The objectives of this assignment are to:
(1) Examine the Navy's management of change for three ship programs (the

FFG-7, DD-963, and SSN-688) to determine-
The nature of changes that have occurred;
Their cost and schedule impact;
The reasons behind the changes; and
Actions that can be taken to minimize the amount of change allowed to occur

after ship construction begins.
(2) Examine the potential for new and innovative shipbuilding or ship design

techniques.
(3) Assess the Navy's July 1978 "Naval Ship Procurement Process Study."
(4) Examine Navy and contractor cost estimates.
(5) Assess the reasons for cost growth on shipbuilding programs.
In summary, Mr. Chairman, we recognize that the acquisition of Navy ships

is an extremely complicated and expensive process today. The advent of highly
sophisticated electronics and weapons systems makes todays ships much more
difficult to design and build than those of the World War II era. Sophistication
and inflation together contribute to high costs.

We, as auditors, certainly don't claim to have all the answers to the Navy's
ship acquisition problems-but we do think there is much room for innovation
and enlightened management. We will continue to put a great deal of emphasis
on this subject with a view toward making constructive recommendations to
the Department of Defense and the Congress.

Mr. Chairman, this concludes my prepared statement. We will be happy to
answer any questions you have at this time.

FFG-7 GUIDED MISSILE FRIGATE PROGRAM CONSTRUCTION SCHEDULE, OCT. 1, 1978

Ship Start fabrication Lay keel Launch Delivery

FFG-7----------Jan. 31, 1975*-------June 12, 1975 ------ Sept. 25, 1976 ------ Nov. 30, 1977.1
FFG-8 - Dec.12, 1976 - Jan. 16, 1978 -- -- Nov. 4, 1978 Dec 9 1979.
FFG-9 -Jan. 28,1977- July 13,1977 - July 29, 1978 … Feb. 2§, 1980.
FF10 -- Feb. 11, 1977 - Apr. 29, 1977 - Mar. 1, 1978 - Mar. 31,1980.
FFG-i -Jan. 23,1977 - July 17, 1978 - Mar. 24, 1979 --- June 30, 1980.
FFG-12 --------- Apr. 29, 19771------Dec. 14, 1977 ----- Dec. 16, 1978------July 31, 1980.
FFG-13 -Mar. 6, 1977-- Dec. 4,1978 - July 21, 1979 - Oct. 31, 980.
FFG-14 --------- July 20, 1977 ------ Aug. 7, 1978 ------ May 5, 1979 ------ Nov. 29, 1980.
FFG-15 -Mar. 13,1977 --- Apr. 2,1979 - Nov. 3,1979 - Feb. 28,1981.
FFG-16 -Mar. 30,1977-- July 30, 1979 - Feb. 16, 1980 --- May 31, 1981.
FFG-17 (RAN) - May 17,1977 - July 29,19770 -- June 21, 1978 - Aug. 30, 1980.
FFG-18 (RAN) - Oct, 197 -- Mar. 1, 1978 - Jan. 2,1979 - Dec. 31, 1980.
FFG-i9S---------Jan. 6, 1978 ------- Dec. 27, 1978------Dec. 15, 1979------Apr. 30, 1981.
FFG-20 -Feb. 17, 1978. - June 21, 1978-- Mar. 30, 1979 -Do.
FFG-21 -Mar. 11, 1979-- Nov. 12,1979 - May 31, 1980 - Aug. 31,1981.
FFG-22 -June 29, 1978-- Dec. 4,1978 ----- Aug.31, 1979 -Do.
FFG-23 -June 2, 1978 -- Aug. 8, 1979 May 10, 1980 ------- Sept. 30, 1981.
FFG-24 -May 29, 1979 - Feb. 25,1980 - Sept. 13,1980 - Nov. 30,1981.
FFG-25 -June 4,1979 … Dec. 19, 1979 -do Jan. 30,1982
FFG-26 -Oct. 7, 1979 -- June 9,1980 . Dec. 27, 1980 - Feb. 28, 1982.
FFG-27 -Apr. 12, 1979 - May 14,1980 - Jan. 17, 1981 - May 31, 1982
FFG-28 -Dec. 12,1978 - Apr. 2, 1979 Dec. 28, 1979 - Apr. 30, 1982.
FFG-29 --------- Jan. 20, 1980 ------ Sept. 22, 1980------Apr. 11, 1981------May 31, 1982.
FFG-30- JLIY 16, 1979 - Sept 17, 1980- May 16, 1981 - Sept. 30, 1982.
FFG-31 -June 11, 1979 - Sept. 4,1979 - May 30, 1980 - Aug. 31,1982.
FFG-32 -May 4,1980 - Jan. 5,1981 - July 25, 1981 - - Do.
FFG-33 -Dec. 17, 1979 - Jan. 21,1981 - Sept. 12, 1981 - Jan. 31, 1983.
FFG-34 -Aug. 17, 1980 - Apr. 20, 1981 - Nov. 7, 1981 - Nov. 30, 1982.
FFG-35 (RAN) - Sept. 12, 1979 - Jan. 2,1980 - Sept. 26, 1980 - Dec. 31, 1982.

Nate: All daten reflect current estimates for accompliuhment encept those noted by an asterisk (), which are actual date s.
Start fabrication dates fur FF0 claus ships indicate completion of layout, cuffing, and shaping of first 100 tuna at hullI

structure.
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UNITED STATES GENERAL ACCOUNTING OFFICE,
Washington, D.C., December 29,1978.

Hon. HnAouD BROWN,
The Secretary of Defense
Attention: Assistant for Audit Reports, ASD (Comptroller).

DEAR MB. SECRETARY: We are currently reviewing the Navy's ship acquisition
process for selected programs, including FFG-7 class frigates. Although our re-
view is not yet completed, we are bringing to your attention a matter which we
believe requires your immediate consideration. We learned that FFG-7 class frig-
ates are undergoing an extensive stern modification to enable the ship to accom-
modate the Light Airborne Multi-Purpose System LAMPS-Mk III helicopter;
its Recover, Assist, Secure, Traverse (RAST) haul-down system; and the Tac-
tical Towed Array Sonar (TACTAS) system. The Navy plans to incorporate this
modified stern into the fiscal year 1979-1980 ship design packages. It does not
plan, however, to incorporate the modified stern section into the first 26 FFG-'
class frigates already under contract during construction, but intends to retrofit
these ships at some point after delivery. Until this retrofit, the Navy plans to
equip these ships with the LAMPS-Mk I helicopters-an aircraft that has
marginal performance and effectiveness characteristics.

We are concerned with the antisubmarine warfare capability of the first 26
U.S. frigates until such time as they can accommodate LAMPS-Mk III, RAST,
and TACTAS. We therefore recommend that your office determine why the modi-
fied stern should not be incorporated into all, or some, of the FFG-7 class frigates
already under contract during construction, rather than retrofitting these ships
after delivery.

BACKGROUND

The FFG-7 class frigate is to become the backbone of the Navy's sea control
fleet by the mid-1980s. Detailed design for this ship began in May 1973, and Bath
Iron Works Corporation, Bath, Maine, was awarded the lead ship contract on
Octobe 30, 1973. In February 1976, the Navy awarded fixed-price incentive con-
tracts to Bath Iron Works and to two Todd Shipyard Corporation yards-one in
the Los Angeles area and the other in Seattle-for construction of the first-
11 follow-on ships. Additional contracts have since been awarded to these yards,
with a total of 29 FFG-7 class frigates now under contract, including 3 for the
Royal Australian Navy.

The LAMPS-Mk III helicopter system and the TACTAS system-which are
critical components of the ship's combat system-were not yet developed when
the FFG-7 class frigate was originally designed. Weight and space were reserved
on board for a helicopter haul-down system, and space was reserved for TACTAS.
These systems were to be installed when developed. By early 1977, as the design
for TACTAS and the helicopter haul-down system began to "firm-up," it became
apparent that the original compartmental configuration on board would have to
be modified to enable incorporation of these systems.

The Chief of Naval Operations, in March 1978, approved a change in the
LAMPS-Mk III's landing pattern. For safety reasons, the helicopter will now be
landing straight-in from the stern, rather than obliquely as was the case before.
All equipment positioned on the ship's fantail will have to be removed to prevent
interference with the helicopter's new landing approach.

The Navy, in April 1978, tasked Gibbs & Cox, the FFG-7 class design agent, to
develop detailed design drawings for the overall FFG-7 class stern modification.
This modification includes tilting the transom and adding a "step" to the frigate's
stern. This "step" will extend 6 to 10 feet rearward and be dropped 25 inches
below the main deck level. The equipment removed from the frigate's fantail
will be repositioned on this "'step"-safely below landing deck level. The modifi-
cation also includes rearranging the compartments, bulkheads, duct work and
cables in the entire stern section below deck to integrate the RAST and TACTAS
systems into the ship.

Gibbs & Cox plans to complete these drawings by June 30, 1979.

THE NAVY DID NOT PERFORM ANY ECONOMIC ANALYSES

The Navy was aware, at least as early as September 1976, that incorporating
RAST and TACTAS into FFG-7 class frigates would require some amount of
stern modification. In fact, the Naval Ship Engineering Center issued a Towed
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Array System Feasibility Study, dated December 20, 1973, which Indicated that
incorporating a towed array system into FFG-7 class frigates could require some
stern rearrangement. Beginning in January 1977, Gibbs & Cox performed feasibil-
ity studies and developed blueprints showing that the frigate's stern would have
to be modified to enable the ship to accommodate RAST and TACTAS.

Despite being aware that the frigate's stern would have to be modified to
incorporate RAST and TACTAS, the Navy did not at any time conduct analyses
which investigated the economic feasibility of Incorporating the modified stern
into all, or some, of the first 26 U.S. FFG-7 class frigates during their construc-
tion. Navy officials told GAO that cost-benefit analyses were not performed
because incorporating the modified stern into the first 26 ships was not a viable
alternative. They stated that RAST and TACTAS had only been developed
enough within the last year to enable preparation of any type of design drawings.
Moreover, LAMPS-Mk III and TACTAS equipment would not be available for
any of the first 26 U.S. ships even if their sterns were modified. This is because
25 of these ships are scheduled for delivery between January 1980 and January
1983 (the first was delivered November 1977), while the equipment is scheduled
for a mid-1980s introduction into the fleet.

OTHER INFORMATION WAS NOT CONSIDERED

The Navy did not contact the shipyards for the FFG-7 class frigate program
to determine (1) whether they could incorporate, or develop plans to incorporate
the modified stern into all, or some, of the first 26 U.S. ships during their con-
struction and (2) what cost and schedule effect this incorporation might have
had on the ships Involved and on the program-as a whole.

RETROFITTING THE FIRST 26 U.S. FFGS

The Navy has tentative plans to begin retrofitting the first 26 U.S. FFG-7 class
frigates in 1985, and estimated In early 1978 that this retrofit will cost approxi-
mately $7.2 million per ship (in fiscal year 1979 dollars). This figure represents
the labor and material cost to tear out and rearrange the stern section and does
not include the LAMPS-Mk III/RAST/TACTAS equipment costs. Navy repre-
sentatives emphasized that this estimate is a "best guess" estimate based on very
limited Information, and may not accurately reflect the actual retrofit cost.

Navy representatives also told us that retrofitting the first 26 U.S. FFG-7
class frigates could result in each ship being drydocked 6 to 12 months or longer-
thus reducing each ship's operational availability.

CONCLUSION

We believe that the Navy's decision to defer incorporating the modified stern
until fiscal year 1979-1980 ships and not to modify any of the first 26 U.S. ships
during construction was made without adequately considering all revelant factors.

As of October 1, 1978, fabrication on 12 of the first 26 U.S. ships had not yet
begun. The Navy estimates that construction on these ships-from start of fab-
rication to delivery-will average 21/2 to 3'/2 years each, with the final FFG-7
class frigate scheduled for delivery in January 1983. Since the Navy had been
studying the possible need for a stern modification since 1973 and is scheduled
to have detailed design drawings for this modification by June 30, 1979, we ques-
tion why the Navy has not planned to incorporate this modification into at least
some of these ships during construction.

Failure to incorporate the modified stern into at least some of the first 26
U.S. FFG-7 class frigates becomes even more significant if the Navy decides
not to retrofit any of these ships at all.

RECOMMENDATION

We therefore recommend that your office determine why the modified stern
should not be incorporated into all, or some, of the FFGs already under con-
tract during construction, rather than retrofitting these ships after delivery.

We would appreciate being informed of the actions you plan to take in response
to our recommendation. We are sending copies of this letter to the Director,
Office of Management and Budget; the Chairmen, Senate and House Committees
on Appropriations and Armed Services; the Chairmen, Senate Committee on
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Governmental Affairs and House Committee on Governmental Operations; and
the Secretary of the Navy.

As you know, section 236 of the Legislative Reorganization Act of 1970 re-
quires the head of a Federal agency to submit a written statement on actions
taken on our recommendations to the Senate Committee on Governmental Affairs
and the House Committee on Government Operations not later than 60 days
after the date of the report and to the House and Senate Committees on Appro-
priations within the agency's first request for appropriations made more than
60 days after the date of the report.

Sincerely yours,
J. H. STOLABOW,

Director.

Senator PROXMIRE. Thank you, Mr. Stolarow, for a frank and clear
exposition of the problem as you see it.

I would like to address, first, the stern redesign issue. As I said, I am
releasing your letter to Secretary Brown, and I would like to ask some
questions about it in your testimony.

In March 1978, your office issued a detailed report on the FFG,
but there is no mention of the stern redesign problem. When did
you first learn of this matter, and to your knowledge was Congress
aware of it prior to your learning about it?

Mr. STOLAROW. We just found out about that stern redesign this fall.
Senator PROXMIRE. When-this fall? Can you pinpoint it more

closely?
Mr. STOJARow. About September 1978.
Senator PROXiIIRE. About September?
Mr. STOLAROW. Of 1978, yes, sir.
Senator PROXMIRE. You mentioned three factors that necessitated

the stern redesign, the LAMPS helicopter-I mean the LAMPS-Mk
III helicopter, the haul-down system and the sonar system. The Navy
was aware all three systems had to be accommodated on the stern. Why
does it have to be redesigned?

Mr. SroLARow. My understanding is that one of the primary reasons
is the change in the landing pattern of the helicopter. It has to come
in from dead astern, and there were some obstructions on the original
stern design that have to be moved out of the way. Furthermore, the
compartments and bulkheads in the stern section, below deck, must be
rearranged to enable the ship to accommodate the towed sonar and the
haul-down system.

Senator PROXMIRE. So that it consists, then, of the landing pattern
of the LAMPS-Mk III, its large size and the heavier weight, that
is an element, too?

Mr. STOLAROW. Yes; heavier weight.
Senator PROXMIRE. Why is a larger helicopter needed ?
Mr. STOLAROW. The original LAMPS helicopter did not have the

range and the carrying capacity that the Navy determined was neces-
sary to perform the ASW mission. Several years ago the Navy decided
that because of the nature of the threat from Soviet ships and sub-
marines, that the LAMPS helicopter would have to have a range of
about 100 miles from the ship. Previously they were talking about
35 miles, a 35-mile range, and this necessitated going to a different
helicopter.

Senator PROXMIRE. You say the Navy knew as early as September
1976, that the stern would require modification?
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Mr. SToLARow. 1976, yes, sir.
Senator PROXmrIRE. So they knew 2 years before you found that

out. How do you know that?
Mr. STOLAROW. We have had discussions with the Navy and the

project office on that and have gone back into the records and have
found indications that that is about the date when they knew about
it.

Senator PROXmIRE. You also say that by early 1977 it became appar-
ent that the areas below deck in the stern would have to be rearranged.
When did the Navy make its decision to redesign the stem?

Mr. STOLAROW. March 1978, is when a decision was made.
Senator PROXMTRE. Explain what is involved in redesigning the

stern, whether this is a minor modification or if extensive teardown
and reconstruction is involved.

Mr. STOLAROW. I would like to let Mr. Asby answer that.
Mr. Asny. I am Felix Ashy, Assistant Director, GAO.
The stern redesign package encompasses several elements. Initially,

the stern was designed to accommodate the Mark-I helicopter, landing
at basically a 45-degree angle to the line of the ship. When the Navy
determined that they were going to have to have a longer range heli-
copter, this meant having a heavier helicopter. This necessitated ulti-
mately a change in the landing pattern of the helicopter. It also neces-
sitated the incorporation of a recovery and secure system to haul down
the helicopter, keep it in place when it lands.

It is a light ship, it tosses and turns, and in high seas it creates a
hazard not only in landing. but in securing and moving the helicopters
from the pad to the hangars that accommodate them. This necessitated
incorporating a design change so that they could build in this recovery
system, which would consist of various machinery to secure the heli-
copter to the pad and then secure it and move it to the hangars.

Finally, the third major reason was the incorporation of the towed
sonar. This was still in the development process when the ship was
designed. During the development of the towed sonar, it became neces-
sary to incorporate changes in the basic design to facilitate and incor-
porate the installation of the towed sonar into the stern.

All three of these factors-or all three of these modifications-are
part of the stern redesign package.

Senaor PRoxMIRE. You say once the Navy determined they need a
range of 100 miles instead of 35 miles away from the ship with the
helicopter, then it followed that they would have to have a different
helicopter, a bigger helicopter, and therefore redesigned the ship to
accommodate that?

Mr. SroLARow. That is right.
Senator PROxMIRE. Should the Navy have known that before they

finished the design of this ship, in your judgment?
Mr. SrOLAROW. I think that you could make a good case for it, but

it is really hard to say exactly at what point in time. The original
helicoper system, the LAMPS-Mk I, was always known to be defi-
cient in performance and was always considered to be an interim
system.

Now, just what size helicopter they would go to and what size stern
was needed, it is a little fuzzy when you say the Navy should have
known that.
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Senator PROXMIRE. That is a little second-guessing on our part, but
when you get to the next point, that of taking timely steps once it
became aware of the need of a different helicopter, there you say the
Navy knew as early as September of 1976, and the incredible thing is
the plan to build the first 26 ships and then recall them so the stern
can be reconstructed. In your opinion, is this needlessly increasing
costs and interrupting ship operations?

Mr. SroLAROW. I don't think there is any doubt about it.
Senator PROXMIRE. Can you give any estimate or indication of what

the additional cost to the taxpayers may be because of that?
Mr. STOLAROW. It would at least have to be in the area of $8 to $10

million per ship, which is the cost for the modification that the Navy
is talking about.

Senator PRoxMIE. You say at least, because that $8 to $10 million
is likely to be conservative?

Mr. STOLAROW. But I think of more concern is that these ships are
urgently needed by the Navy, according to the Navy, and each will
be out of commission 6 to 12 months to accomplish the modification.

Senator PRoxMImE. Whereas if they accomplish the redesign and
reconstruction before the ships were commissioned, they would save
a substantial portion of the 6 months to 12 months?

Mr. SroLARow. Exactly
Senator PROXMIRE. Why would they do that? Is this a way of avoid-

ing changes and, therefore, claims and, therefore, getting in trouble
with the Congress because they have overruns?

Mr. STOLAROW. I really think so.
Senator PEOXMIRE. SO the way they avoid the overrun in this case

is to have the ship delivered the way it was originally, then bring it
in for redesign, and rather than considering that as part of the original
purchase price, it is considered as reconstruction of a ship?

Mr. SToLAIOW. I think that is a fair way to characterize it.
Senator PROXMnuE. Now, two different commands within the Navy

are primarily involved in the program, the Ships Systems Command,
responsible for buyingthe ships, and the Air Systems Command, which
is responsible for buying the helicopter.

In your opinion, are these two commands properly coordinated on
this ship?

Mr. STOLARow. With the way that this whole situation has developed,
I think it would be questionable as to whether they are coordinated. As
I say, I think they have known for a number of years that they would
have to go to a different helicopter, and to a larger helicopter. The
UTAAS helicopter, which is an Army helicopter being adapted for
this mission, was the prime candidate for this mission at least 5 years
ago.

Senator PROXMMRE. Does that mean that the helicopter people didn't
talk to the shipbuilding people, people responsible for the ship con-
struction, and therefore lack of communication was a principal reason
involved here?

Mr. STOLAROW. I really can't from our personal knowledge say how
much talking they did do, but certainly something went wrong.

Senator PROXMIRE. You say the Navy didn't ask the shipbuilders
whether the stern modification could be incorporated into the first 26



104

ships during construction, and what the effects would be on costs and
schedules. How do you know this?

Mr. SrOLAROW. We asked them, and the Navy told us that they had
not gone back to the yards to find out which was the most economical
way to do it.

senator PROXMIRE. Mr. Harvie, let me ask you a question. Did the
Navy ask you, and you, as I understand it, are vice president of mar-
keting and former FFG-7 program manager-is that correct?

Mr. HARVIE. That is correct.
Senator PROXMIRE. You would be in a position, I take it, to know

what kind of communication there was between the Navy and the ship-
builders, since you had to occupy that position.

Did the Navy ask the shipbuilders whether the stern modification
could be incorporated in the first 26 ships during construction and what
the effects would be on costs and schedules?

Mr. HARVIE. No; they didn't ask me that.
Senator PROXMIE. Would you have known if they had asked the

shipbuilders about that? Would you be in a position to know ?
Mr. HARVIF. Yes; I would have known.
Senator PROXMIRE. Mr. Stolarow, on what do you base your view

that the stern modification could result in the ship being drydocked for
from 6 to 12 months?

Mr. STOLAROW. That is the Navy's estimate, and also the ship design
agent confirms that as a reasonable period to do the modification.

Senator PROXMIRE. Let me get back to an issue you raised earlier.
You called the Navy estimate that the stern modification will cost $7.2
million a ship a "best guess." I am told costs could be $13 million a
ship. How did the Navy make its estimates, and do you think the costs
would go to $13 million a ship?

Mr. STOLAROW. This is a very rough estimate.. As far as we know,
there has been no formal cost estimating procedure. It is their first,
very preliminary, off-the-top-of-the-head estimate, and that is the only
thing available right now.

Senator PROXMmIE. Let me ask the last part of that question again
then. Do you think the costs could go to $13 million a ship?

Mr. STOLAROW. That is pure conjecture, but certainly, 'es, based on
what we know of how good these very preliminary estimates are and
the fact that most program offices tend to be optimistic about costs like
this. It is highly possible that it could be substantially more.

Senator PROXMIRE. Is it correct to assume that if costs rise above
$7.2 million per ship that the SAR estimate will have to be revised
upward, the SAR estimate of $195 million?

Mr. SToLARow. It would have to be.
Senator PRoxMIRE. Because it is not included in the 195.
What about the cost of the redesigned sterns of the second group

of ships? Are those costs included in the SAR?
Mr. STOLAROW. Yes.
Senator PROXmriRE. Will the stern modification add weight to the

ship, and if so, what are the implications of the weight margin
Mr. STOLAROW. There won't be that much weight added, but this

ship doesn't have that much room for much extra weight. It does not
have a lot of room for changes in the future.
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Senator PROXMIRE. Can you be a little more precise? How much
more weight can the ship carry before it has effects on speed, maneu-
verability, and so forth?

Mr. STOLAROW. This ship has a growth margin of about 50 tons
now, which is about one-third of what is allowed in a Navy ship-
building program of this type.

Senator PROXMIRE. Right now, is that before the redesign?
Mr. STOLAROW. Before the redesign.
Senator PROXMIRE. How much weight will the redesign add? Is it

possible that might exceed 50 tons?
Mr. STOLAROW. We don't think it will exceed the 50 tons.
Senator PROXMIRE. But it puts it in a position of having little flexi-

bility after that?
Mr. STOLAROw. The ship has little flexibility to start with.
Senator'PROXMIRE. In your opinion, is it a flaw of design?
Mr. STOLAROW. That is the past history of the past Navy ships,

which have a life of 25 years, say, and because of developments, par-
ticularly in electronics and weapons systems, the history is that the
Navy ship somewhere in midlife needs a complete overhaul and re-
design to accommodate new systems, and if it doesn't have weight
and growth potential, it would be difficult to do this.

Senator PROXMIRE. This would cut the life of the ship in half.
Mr. STOLAROW. That has happened in one or two previous programs.
Senator PROXMIRE. Let me repeat that. This could cut the life of

the ship in half?
Mr. STOLAROW. It could retire it prematurely.
Senator PROXMIRE. Maybe 12 years instead of 25 years?
Mr. SrOLAROW. That is right.
Senator PROXMIRE. What are the other programs that that occurred

in that you mentioned?
Mr. SToLAnow. I will read from the statement:
The retirement of the ocean escorts of the Claude Jone8, Courtney, and Dealy

classes from the active fleet when they were only 15 to 20 years old are examples
of ships with limited growth potential. Not only did the Navy fall to get a full
measure of active service from these ships, but while active they contributed
less in terms of effectiveness tfian less cost-constrained designs would have.

The FFG class ships will have broader capabilities than these
escorts, but their limited growth potential cause concern over their
value as a long-term investment.

Senator PROXMIRE. Then it is your opinion that the narrow growth-
weight margin is a flaw in the design. Who is responsible for that, the
Navy, or the design agent?

Mr. SToLxrtow. It is the Navy. This ship was designed with a cost
restraint. An attempt was made to hold the cost down as much as
possible on this ship. The terminology used in years back was "to have
a high-low mix." That is, some very sophisticated ships, very capable,
and then some less expensive ships that would not be as capable as
the more expensive ones. Again, it is a tradeoff.

Senator PROXMIRE. I want to ask about that, because it is a
fundamental notion. I think we might get the impression from that
statement and the earlier statements you made that it might be
counterproductive to try to come in with a low-cost ship, and I am
not sure that that is what you intend to say; so let me ask it this way.
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The tradeoffs made in pursuit of the design-cost approach used in
the FFG, isn't it correct that the main problems in the FFG are the
deficient designs that do not take the larger LAMPS-MK III into
account, and the weapons and equipments intended for the FFG, and
the mismanagement of the program? Wasn't it possible to avoid these
problems and control the costs with proper application of the design-
cost approach?

It seems to me it may not be fair to the design-cost approach to say
that this is what happens when you try to design to a low cost.

Mr. STOLAROW. I think the best way to put it is that design-to-cost
is a valid management technique and should be encouraged, but partic-
ularly when you are talking about weapons systems, the first considera-
tion has to be the effectiveness of the ship to perform its mission.

Now, if you look at the cost first, and severely degrade the mission
effectiveness, then you really are not getting much at all for your
money.

Senator PROXMIRE. Here is the problem. I think the Congress, the
committees, the Armed Services Committees of the House and Senate
and those of us who make decisions here, and perhaps even in the
administration, are sold a bill of goods by the Service.

They say you can develop a weapons system for a certain price. We
make the commitment. Once we make the commitment and we go
ahead and we have a lot of money in the pot, it is all right, go ahead, if
it costs 50 percent more, 100 percent more, and so forth.

We go ahead with it. It would seem to me that the answer would
be to have a frank, honest, realistic estimate of the cost to begin with.
Maybe the cost would be high. Maybe in that event the Defense De-
partment or the Congress will say no. It seems to me that that is the
issue, rather than whether the design-to-cost approach is an improper
approach.

Mr. STOLAROW. I think you are perfectly right, Senator.
I think one of the keys is honesty and credibility between the weap-

ons designers and the Congress to tell the Congress iin essence what an
effective system will cost.

Senator PROXMMIE. Now, he mentioned a 1975 Navy study showing
the FFG to be vulnerable to low-level enemy threats, low-level being
not nuclear weapon. of course, or a torpedo, or something like that, or
a direct hit by a large projectile, but a rifle shot that knocks out radar
or sonar equipment.

Does this mean the ship is subject to cheap kills? And does this dif-
fer from high-level threats?

Mr. STOLAROW. As I mentioned and summarized in my statement,
Navy ships today are very sophisticated and depend to a great extent
on electronics. The so-called cheap kill, that is, not a direct hit by a
major piece of munitions, can effectively put a ship out of comniission
for accomplishing its mission.

In other words, the ship is still afloat and not in danger of sihking,
but it cannot perform its mission as it was iintended to do if electronic
equipment and other gear is put out of commission.

Senator PROXMIRE. What is the likelihood of that? Is it one of those
things that will happen one chance in a hundred, or one chance in fifty,
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or could it happen, quite likely, in the event of a normal combat
situation ?

Mr. SmoAiiow. I would have to attribute this to the Navy itself.
There are many people at high levels within the Navy who are very
much concerned about this problem being a serious problem with the
fleet today, and that is where we are getting our information from,
from these people who have raised the issue, and from study groups
that have looked at it.

We have not, naturally, made any assesment ourselves. We are not
capable of it. The Navy is concerned about this issue.

Senator PROXMIBE. You are saving that a ship could be made inop-
erable by a cheap kill. It wouldn't sink, but it wouldn't be suitable for
the mission.

Mr. STOLAROW. That is correct. This is not limited, either, to the
FFG-7.

Senator PROxMIRE. Has this happened in the recent past ?
Mr. STOLAROW. There were a couple of examples where ships were

put out of commission in the Vietnam situation by so-called cheap
kills. Most of the details are classified.

Senator PROxMIRE. Your 1978 FFG report discusses the Navy's
plan to use Kevlar to increase the ships' capability. I understand
Kevlar is a material that covers this and helps to prevent this kind of
thing. You are holding it in your hand.

Mr. STOLARow. This is the kind of material used in a bullet-proof
vest.

Senator PROXMIRE. Is that what Dan Pastorini wore when he was
passing against the Patriots? [Laughter.]

Mr. STOLAROW. Several layers of this put inside a casing can cut
down the fragmentation that would go through the protective sur-
faces of the ship. The Navy is exploring this. It is relatively expensive

to do.
Senator PRoxMmRn. They are exploring it. How do they know it will

work?
Mr. SToLARow. This type of material has been used for fragmenta-

tion control, bullet-proof vests, and they are running tests on it to
see how effective it would be.

Senator PROXmmRE. Does it burn or give off toxic fumes ?
Mr. SToLARow. That is one of the problems. It burns and gives off

toxic fumes when it burns. So there is danger in putting it aboard
the ship in any great quantity.

Senator PROXMIRE. Is it possible that that might increase rather
than reduce the vulnerability?

Mr. STOLAROW. In some ways, yes.
Senator PROXMTRE. If the ship hits something hot, or a flame, it

could be worse.
You say opportunities for improvement are limited. Does that mean

this material won't solve all the problems?
Mr. STOL.AROW. That is correct. If the basic ship design, the place-

ment of equipment and the protection afforded to key pieces of equip-
ment is not built into the original design, then it becomes in many
cases prohibitive from a cost standpoint to correct it later on.

Senator PROxMTRE. Could we borrow that piece of Kevlar for the
remainder of the hearings?

0
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How much weight will Kevlar add to the ship ?
Mr. SToLARow. Very little. It is not a weight problem.
Senator PROXMIRE. What should the Navy have done, in hindsight,

to prevent the survivability problem ?
Mr. STOLAROW. In hindsight and looking at some of the concerns

raised by Navy officials, I think primarily it is placement of key
equipment.

Senator PROXMIRE. Put it below the superstructure?
Mr. STOLAROW. Below the superstructure, putting stores of muni-

tions in places where they are not as susceptible to hits. There are
many things that could be done if this is seriously considered during
the design of the ship.

Senator PROXMIRE. This piece of Kevlar I have has a hole in it.
Mr. STOLAROW. I understand a bullet was fired through it.
Senator PROXMIRE. What good is it if a bullet goes through it?
Mr. STOLAROW. I think a direct hit from a bullet, and also several

layers of that would be used behind an aluminum or thin steel bulk-
head.

Senator PROXMIRE. Can you tell me what kind of bullet made this
hole? It looks like a 22.

Mr. STOLAROW. I can't.
Senator PROXMIRE. It wasn't a BB gun, anyway. [Laughter.]
Does this problem of preventing the survivability situation, does

that represent a weakness in the ship's design? And who is responsi-
ble for it, the Navy, or the shipbuilder?

Mr. SToLARow. The shipbuilder is not responsible in any way, I
think. It is a design defect, a failure on the part of the Navy officials
to stress this to the design agent when the original designs are made,
to set up certain requirements for protecting the vulnerable parts of
the ship. The shipbuilder only follows

Senator PROXMIRE. Can't the design agent change them when there
is a design weakness? Shouldn't they have communication?

Mr. STOLARow. You might say that, but I still think it is primarily
the Navy's responsibility to study-they know the threat they are
facing, the kinds of weapons they are facing, where the ship is going
to operate, and they have to make these determinations and then tell
the design agent where certain key pieces of equipment have to be
placed.

Senator PROXMIRE. You say the Navy plans to improve survivability
on 46 existing ships. Does the problem exist for the entire surface
fleet, not only the FFG, but all ships, and how much will the corrective
action take?

Mr. STOLARow. The details of this thing are classified, and I don't
think we can discuss it in open session like this, but they do have plans
and are making studies.

Senator PROXMIRE. I think it is obvious, without getting into classifi-
cation, that this would be a problem.

Mr. STOLAROW. That is correct.
Senator PROXMIRE. Can you explain what caused the delays and the

cost increases on the FFG ship and whether they were caused by the
Navy or the shipbuilder?

.
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There is an 8-month delay, as I understand it, in the delivery of the
first ship.

Mr. STOLARow. There was some indecision and some changes that
were being made at the last moment about equipment that would go
onboard-an extra generator and some other things-and this caused
a delay in the completion of the design.

Senator PROXMIRE. Indecision by the Navy?
Mr. STOLAROW. Partially.
Senator PROXMIRE. So the responsibility was the Navy's I
Mr. SToLARow. Yes.
Senator PROXMIRE. The 1977 report on the ship says that the data

were inadequate to permit you to have accurate cost estimates. Ex-
plain this and tell us whether you have been shown data since the 1977
report.

Mr. STOLAROW. Basically, we asked the Navy for their supporting
documentation for their cost estimates, and they didn't really have
good supporting data that we felt was adequate to support the estimate
that was made. We haven't really gone back and looked at that since
that point in time.

We have been looking at other aspects of it, but at that point in
time we reported to the Congress that the cost estimates did not have
adequate support.

Senator PROXMIRE. Does that mean that the official estimates are
not correct because they didn't produce adequate data?

Mr. STOLAROW. That remains to be seen. Certainly there wasn't the
detailed supporting computations and information available so that
you could express any confidence in the estimate at all.

Senator PROXMIRE. Now, the cost estimates are supposed to be re-
flected in the FFG SAR?

Does the FFG SAR-is it adequateI
Mr. STOLAROW. It does not include all the costs of the FFG-7 pro-

gram. This is a flaw that we have pointed out with many programs
mI the past, where other major pieces of equipment are oln another
SAR.

For example, the helicopter here, those costs are not included in the
basic weapons system.

Senator PROXMIRE. What costs are not included?
Mr. STOLAROW. For example, the helicopters are not included. Har-

poon weapons which might go on the ship at another time, which are
reported on another SAR, are not included in the cost of the ship. It is
basically just the ship itself and its inherent pieces of equipment. But
the weapons systems that are managed separately and reported on
separate SAR's are not shown in the total cost of the ship.

Senator PnOXMntE. I hold in my hand here an article from the Wash-
ington Post of December 5. The headline says, "Destroyer Built on
Time, Under Cost." I would like the article to appear in the record
at this point.

It says that the venerable Bath Tron Works is building a new breed
of destroyer on time and at the agreed-upon price.

rThe article referred to follows:]

1 32-340 0 - 81 - 8
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[From the Washington Post, Dec. 5, 1978]

DESTROYER BuiLT ON TIME, UNDER COST

(By George C. Wilson)

BATH, MAINE.-Here on the banks of the Kennebec River, a strange thing is
happening in this era of Navy ships being delivered years late and way over the
original price tag.

The venerable Bath Iron Works. which started building ships for the Navy in
1890, is building a new breed of destroyer on time and under the agreed-upon
price.

And, according to the shipyard's top management, Bath has no intention of fil-
ing any claims against the.government for extra money-a promise that con-
trasts with the $2.7 billion other shipbuilders have demanded the Navy pay them
for unexpected costs on their contracts.

Why Bath Iron Works Is such a bright spot in an otherwise dark shipbuilding
picture-including delays totaling 100 years-is a story of Mainers who like to
build ships, of belated Navy reforms and of a company management determined
to bite off no more than it can chew.

The end result is a new class of warships-which looks like small destroyers
but are called guided missile frigates with the Navy designation FFG-
designed to keep the sea lanes open if war should break out.

"The best ship in 20 years," enthused Rear Adm. J. D. Bulkeley after the first of
this new class, the Oliver Hazard Perry, went through her sea trials after Bath
Iron Works delivered her to the Navy last December.

From a naval strategy standpoint. the Perry class marks a victory for those
who argue that the time has come to build smaller, cheaper ships because no
single ship-including nuclear-powered giants-can cover two places at once.

From a political standpoint, Bath's performance on these small frigates raises
the question whether this yard could have avoided the delays and cost overruns
which have plagued Litton's shipyard in Pascagoula, Miss., as Litton built the
Navy the Spruance class of destroyers.

The Spruance contract pitted the Msine delegation in Congress against John
Stennis (D-Miss.), chairman of the Senate Armed Services Committee, who
helped locate the Litton yard in his home state. Litton had no experienced ship-
building force to compare with Bath's and ran into trouble when it tried to train
one.

Although comparative figures are hard to get from the Navy, the Pentagon's
fiscal 1979 report on the cost of major weapons shows that each of the new 3,000-
ton patrol frigates-including research and everything else was expected to cost
$152 million compared to $383.5 million for the 7,300-ton DD 963 Spruance de-
stroyer and $938.6 million for the 9.000-ton DDG-47 Aegis anti-aircraft destroyer.
(AR figures are fiscal 1978 estimates.)

Here at the shipyard, Navy and company executives talk differently. They
focus on how much it will cost the yard to build the bodies of new class of patrol
frigates. The Navy has a target price of $48 million for this construction-not
counting the cost of the engines and weapons the government will furnish-and.
a ceiling price of $52.6 million.

Under the latest estimates, Bath, after allowing for inflation, will deliver the
11 ships it has contracts to build for the $48 million target price or less-the first
time a shipbuilder has done so well on a surface combatant in almost two decades.

Also, Bath executives insist they will deliver all 11 ships on the average of
seven weeks ahead of schedule, saving the Navy between $20 million and $30 mil-
lion.

The first of the new class, the Oliver Hazard Perry, was delivered to the Navy
last December. The Perry is 445 feet long, carries two antisubmarine helicopters
In hangars on the stern, is armed with missiles and a 76-millimeter gun, can steam
at more than 30 knots with two gas-turhine engines turnine the single propeller,
and is highly automated so a comparatively small crew of 11 officers and 153 en-
listed men can operate the ship.

Bath is building the ships in sections so workers can install everything from
steel decking to light bulbs in an assembly building rather than struggle to do
this in the cramped quarters of the ship after it is launched.

Although other ship yards, including Litton, now build ships in sections, Bath's
ability to attract and hold high-quality workers is hard to match elsewhere In
the country. The Maine yard has about 10 applicants for every opening and
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has only about 12 percent of its 5,000-person work force leave every year, with
only about half that percentage quitting.

Robert C. Upham, a 50-year-old foreman at the Bath yard, exemplifies why so
many people want to work there and stay.

"I tried California right after high school," recalled Upham in an interview
here, because be thought he wanted to get into aviation. "But I got so homesick
for Maine out there. I like the four seasons." So he returned to Bath, took a job
as an apprentice in the same yard his father was employed and has been building
ships here ever since.

"It's been a good steady job," said Upham. "I've never been laid off a minute
since F lived here. And it's the best-paying job around."

Capt. Charles L. Mull, the Navy officer overseeing the patrol frigate program
from an office at the Bath yard, said in an interview that "we don't have #n
attitude problem among the workers here. They want to do it right."

Mull added that the Navy itself has instituted a number of reforms to reduce
the chances of cost overruns and delays. One such reform was building and
testing the lead ship before freezing the design of the others in the class. This
meant a delay of almost two years between the commissioning of the first ship,
the Oliver Hazard Perry, aDd the start of the second one. But Navy leaders con-
tend this "fly before you buy" approach Is paying off.

Another improvement made in the Perry program was "putting everybody in
bed together from the beginning" so that the designs passed muster with the
Navy executives who would deploy the ships and the yards that would have to
build it, Mull said.

Also, an extraordinary effort was made to test extensively on land the engines,
weaponry, electronics and' other gear before it was put in the ship, he continued.

John Sullivan, president of Bath Iron Works, in an interview credited the yard's
ability to complete 76 percent of the first production ship. designated the FFG 8,
on land before launch with saving money and time.

Senator PROXMIRE. The article goes on about "the best ship in 20
years," and so forth.

Now, in the first place, as far as cost is concerned, can you explain
the reason for the increase from $65 million to $194 million for each
FFG in the period 1973 to 1978 ?

Mr. STOLAROW. Part of it, of course, is inflation. Part of it is-
Senator PROXMIRE. Was I correct? I made the assertion that the

inflation was responsible for a third, and I base that on the economic
indicators that I consulted last night, showing that the capital costs

generally increased by about one-third of this. I don't know any infla-
tion indicator that would Come close to a 200-percent increase since

1973.
Mr. STOLAROW. No; not all of that is inflation.
Senator PROXMIR&. Not all of it. How much is?
Mr. STOLAROW. We have not made a detailed review of the SAR costs

and the costs of inflation. The SAR shows approximately one-third
of that as being due to inflation.

Senator PROXMIRE. Fine. That was my estimate.
Mr. STorLARow. The other was new and additional equipment which

has been added to that ship, towed sonar, a second helicopter, fin
stabilizers, and electronics.

Senator PROXMIRE. Well, with new and additional equipment, we
are told when we go ahead with a system like this that it is going to
cost $65 million a copy. $3 million for the whole shooting match, and
then we are told later that the whole thing is gfoing to cost $195. You

sav two-thirds of this is because of a change in equipment?
Mr. STOLAROW. Also, the shipbuilding Costs are higyher than origi-

nallv estimated, partly due to inflation and partly due to underesti-

mating construction costs early in the program.
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Senator PROXMIRE. Well, is it your judgment that the ships was
improved substantially to account for this enormous increase in cost
during this period?

Mr. SroLARow. In some aspects, yes, it is a more capable ship than
was originally intended-in some aspects.

Senator PROXMIRE. Well, would you say that you could account for
this threefold increase from 65 to 195, would you say that it is three
times the ship?

Mr. STOLAROW. I wo.uld like to defer to some Navy official to make
that kind of an estimate.

Senator PROXMIRE. Or twice the ship?
At any rate, it isn't the ship the Congress thought it was going to

get in the first place when we indicated we would go ahead, for $3
billion, and they come in and hand you a bill for $10 billion.

Mr. STOLAROW. Certainly not.
Senator PROXMIRE. The Navy has estimated a cost of $24 million

a ship for backfitting. What is backfitting? And what are the items
involved?

Mr. STOLAROW. Backfitting means the particular piece of equipment
or weapons system you are talking about is not available for installa-
tion at the time the ship is commissioned, so space and weight reserva-
tions are made on most ships to put these pieces of equipment in when
they are available in production. It is known that they are going to
be put in, and the provision is made for it.

Now, some of the items
Senator PROXMIRE. Are they put in after the ship is launched?
Mr. STOLAROW. Right. Even sometimes after the ship is delivered

to the fleet.
Senator PROXMIRE. Can you give us an example?
Mr. STOLAROW. Well, one, for example, is the Phalanx weapons sys-

tem. The close-in weapons system is designed to be a last-ditch effort
to hit an antiship missile that penetrates other defenses. That is still in
the final stages of development and just recently authorized for pro-
duction, and will not be really available for several years, but it is
planned that that system will go on this ship and provisions are
made to have space for it.

Senator PROXMIRE. Does that mean that the ships will be launched
incomplete, without proper defensive equipment?

Mr. STOLAROW. It will not have everything intended for it; yes.
Senator PROXMIRE. Let's go back to the point you made about re-

desipning and rebuilding the stern. Isn't this an inefficient way to con-
struct a ship, to send it out incomplete and bring it back and
re-equip it?

Mr. STOLAROW. Well, no. In something like this. if you know what
is going on, I don't see any big problem. As the Navy rightly points
out, when you talk about problems like this, a ship Tro-'ram stretches
over many years, and it may take in some of the hizger ships from
the time of the initial design to the launching of the shin-it can
be 7 or 8 vears-and it is an attempt to make sure that you have the
best equipment available onhoard that ship. and so vou can't always
guarantee that the ship and all of its equipment. and newlv developed.
sophisticated equipment, will meet at the right time and the right
placement, so I don't think that there is any really serious manage-
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ment problem in doing it this way if you know your needs and made
provision for it. It is better to do this than tear the ships apart.

Senator PnoxmiRE. Are there any questionable items in the backfit
here, the $24 million per ship, is there anything you think is un-
justified?

Mr. STOLAROW. No. I think the changes and the additional things
they are putting on are cost-effective.

Senator PROXMIRE. Are all of these included in the $195 million
estimate?

Mr. STOLAROW. No; not all of them.
Senator PROXMIRE. Would you sit down and add up? Every time we

turn around, we have another cost not included. We don't have the
stern reconstruction, the helicopters, or the backfit items included.
When you include all that, what is the total amount, and what is the
cost, then, of the 52 ships? Instead of $10 billion or $12 billion, it would
be $13 billion, $14 billion?

Mr. STOLAROW. The figures we have would look somewhere between
$15 million and $20 million a ship-additional costs yet to be accounted
for.

Senator PROXMIRE. It is more than that. You have the helicopters,
two helicopters per ship, plus-

Mr. ASBY. These are backfit costs.
Senator PROXMIRE. I am asking for the whole shooting match, the

cost for the entire weapons systems.
Mr. SToLARow. I haven't made a calculation like that. But on the

backfit items, we are talking about $20 million, the two helicopters
are $36 million. So you are in the neighborhood of over $50 million
a ship.

Senator PROXMIRE. Say that again.
Mr. STOLAROW. We are talking in the neighborhood of over $50

million a ship for the backfit items and the helicopters, the .things that
are not included in the current-

Mr. PROXMIRE.. How about redesigning and rebuilding the stern?
Mr. STOLAROW. I am including that.
Senator PROXMIRE. In your opinion, will the costs rise further? If

so, by how much?
Mr. STOLAROW. If previous ship programs are any indication, I don't

think there is any doubt that they will rise further. I wouldn't want to
take a guess as to how much more. It is hard to say. So much depends
on the rate of inflation and other changes

Senator PROXMIRE. The rate of inflation, again, I agree we can't
hold the Navy or anybody else responsible for that, except maybe the
Congress and the President.

Mr. STOLAROW. I feel sure, looking at other shipbuilding programs,
there will be additional changes to this ship before the program is
ended.

Senator PROXMXIRE. Can you explain what is meant by concurrency in
weapons procurement and tell us whether there is a concurrency prob-
lem in the FFG?

Mr. STOLARow. Concurrency generally means that an item is put into
production before the research. development and testing are complete.
That means there are still some uncertainties. either in effectiveness,
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performance, cost, but for various reasons a decision is made to put
the item in production.

In the past, I think there has been much criticism of excessive con-
currency with high risk items, because it has been well established
that if you have to go back and redesign and modify something after
it has gone into production, the costs rise significantly.

Some element of concurrency is probably warranted for low-risk
items where you have a fairly good confidence, high-level confidence
that the problem can be resolved with minimum costs. But in the
FFG-7 program, I think you have to differentiate between the ship,
that is, the basic hull and propulsion system itself, and the weapons
systems and the electronics systems that are going onboard.

There is no concurrency-I don't think there is that much difficulty
in building a hull of a ship. The problems are with the weapons sys-
tems and electronics, and there are certain elements of concurrency in
many of those programs.

Senator PROXMIRE. Was untested equipment included on the lead
ship, and did this equipment cause problems after the ship was de-
livered?

Mr. SroLARow. We don't have any test results. Oh, well-OK. I
am reminded that we have talked about the sonar system.

Senator PROXMIRE. That was untested.
Mr. STOLAROW. It was basically a new system, a cheaper system than

the one originally intended for the ship, and they have had some seri-
ous problems in reliability and effectiveness of that system. That is
being worked out-

Senator PROXMnIE. YOU say it was cheaper than originally intended?
Mr. STOLAROW. A different sonar was intended for the ship. In order

to keep the costs down. a less expensive, less effective sonar was
substituted.

Senator PROXMIRE. What was the difference in the cost?
Mr. SroLARow. Well-
Senator PROXMIRE. From my understanding, there wasn't much, in

percentage at least. Do you have that? Can you get us that for the
record ?

Mr. SrorARow. Yes.
[The following information was subsequently supplied for the

record:]
ESTIMATED COSTS OF SQS-23 AND SQS-56 SONARS

SQS-23 sonar, $2.85 to $2.93 million each; SQS-56 sonar, $1.80 to $2.04 million
each.

Senator PROxMIRE. Are there items of weapons and equipment that
are supposed to go on the FFG that were not on the lead ship when
it was delivered?

Mr. STOLAROw. Yes. One I mentioned was the close-in weapons
system.

Senator PROXMIRE. Will equipment be missing from others?
Mr. SrorARow. I don't think there is any doubt about it. It depends

when the shin is delivered. and this program will stretch over several
years, and when the shin is delivered. I don't think you can say for
any item which ship will be delivered with or without it.
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Senator PROXMIRE. Will the LAMPS-Mk III, the helicopter, be on
the first 23 ships when they are delivered?

Mr. SToLARow. Probably not. That helicopter will not be available
to the Navy until 1984.

Senator PROXMIRE. What helicopter will be on the ship?
Mr. STOLAROW. The LAMIPS-Mk I helicopter, the less effective one

that is being replaced.
Senator PROXMIRE. Did I understand that this ship was originally

designed fpr three missions-antisubmarine, antiaircraft, and antisur-
face ship-and *that it no longer is being considered as an antiaircraft
weapons system. Or I should say, it is no longer being considered as
an antisurface ship.

Mr. STOLAROW. It is still being considered a multipurpose ship. How-
ever, the antisurface capability will not be great due to a change in
the mission of the LAMPS-Mk III helicopter.

Senator PROXMIRE. So one of the three missions is no longer viable.
Air. STOLAROW. Right, to some degree.
Senator; PROXMIRE. That means the utility of the ship, in view of its

cost, is reduced further. Certainly, antisurface ship is an important
part of its mission. So we are getting a less capable ship for more
money, costing more money.

Mr. STOLARQW. I think the way to look at it is that because of the
space limitations. any one ship probably cannot perform all three-can
be available for-all three of those missions at any one time.

Senator PROXMIRE. When we bought this ship, it is like being a
house, we had the notion it could be used for an antisurface ship and
now we are told it cannot be. We are told we bought a house that had
a furnace, and we g'et into it and find in January it doesn't have one.

Will there be enough LAMPS-Mk I's for all the FFG's, and will
that LAMPS-Mk I be sufficient-

Mr. STOLAROW. There are not enough LAMPS helicopters to equip
all the Navy's ships that are supposed to carry LAMPS-Mk I heli-
conters. The Navy's present plans call for shifting aircraft on and
off ships as ships come in for overhaul and repair. So, during the next
several years, there will not be enough helicopters available for all
of the Navy ships that will reciuire helicopters.

Senator PROXMIRE. Those helicopters absolutely are essential for the
antisubmarine missions?

Mr. STOLAROW. Yes.
Senator PROXMIRE. So surface ship is out. and antisubmarine is out

for t-he time being on many of the ships. and they won't have the
T,A MPS-Mk III. which is the really effective submarine weapons
svste n. that goes 100 miles. so it will be defective in that way. also.

Mr. STO1,ARmOv. The TLAMPS-Mk ITT will not be available for 4
years.

Senator PROXSruRE. In 4 years, will there be enough LAMPS-Mk
111's?

Mr. STOLAROW. No.
SenatOl PROXMTRE. When will they he equil)p)ed with the LAMPS-

Mk m's?
Mr. SrorARow. The late 1980's.
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Senator PROXMIRE. Well, I want to thank you, very much, Mr. Stola-
row, for a very, very helpful and responsive presentation. I wish you
would stay for the rest of the testimony.

We are now going to have Mr. Harvie.
Mr. Haivie, I understand you are representing the Bath Iron Works.
Is Mr. Sullivan here?
Mr. HARVIE. Mr. Sullivan is not here.
Senator PROXMIRE. Go ahead with your statement.

STATEMENT OF JAMES HARVIE, VICE PRESIDENT, MARKETING,
BATH IRON WORKS CORP., BATH, MAINE

Mr. HARVIE. I am James Harvie, vice president, marketing, of Bath
Iron Works Corp., a subsidiary of Congoleum Corp. of Milwaukee. I
was formerly program manager for the FFG program at BIW. I am
pleased to have the opportunity to appear before you today to discuss
the FFG program.

Senator PROXMIRE. What city?
Mr. HARVIE. Milwaukee.
Senator PROXMIRE. Where is it located?
Mr. HARVIE. In the First Wisconsin Bank Building.
Senator PROXMIRE. Well, you are one of my bosses. Go ahead.
Mr. HARVIE. I will review briefly our view of the status of the pro-

gram, how it is proceeding and the outlook for the future, and then
describe what the Navy and Bath Iron Works have done to make it
a successful program and the lessons we might learn from that
program.

I am going to speak primarily to the equipment aspects and not the
mission aspects that you have been referring to.

U.S.S. Oliver Hazard Perry, the FFG lead ship, was delivered
ahead of the contract schedule as modified for changes. The original
schedule was March 30, 1977. That contract delivery date was modi-
fied twice. First, in 1974, when an additional ship's service diesel
generator set was added to the ship; and, second, in f976 to reflect the
cumulative effect of the many changes which had become necessary
during the detail design development of the ship and factors beyond
the control of either party.

The revised contract delivery date was December 30, 1977, and the
actual delivery was November 30, 1977. Not only was the ship delivered
ahead of her contract schedule, but she was a top-notch ship complete
in all respects and proven thoroughly in her sea trials.

Eleven FFG ships are under contract to Bath Iron Works Corp.
The contract delivery date and the Bath Iron Works proposed acceler-
ated delivery date and the estimated progress as of mid-December,
1978, are shown in a schedule which I have provided for the record.
The ships are being built to our accelerated schedule and we expect
that they will be delivered an average of 7 weeks earlier than their
contract schedule.

The first ship of this group has been launched and is 70-percent com-
plete. The second ship will be launched in early March and is 58-per-
cent complete. The keel for the third ship has been laid and it is now
36-percent complete. At this time, it appears that neither manpower,
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facilities or materials will be any deterrent to meeting the accelerated
schedules. Further, at this time, we do not foresee any Government
changes which could cause a delay in the ship progam.

The cost trends are favorable on the program .The lead ship ran
over her target cost estimates at the shipyard largely due to unrecover-
able inflation costs, but we understand that the total Navy cost was
just within its target. The follow ships are trending below target costs.
Large quantity material buys have helped as well as investments in
facilities and new methods which were made by Bath Iron Works
Corp.

Bath's acceleration of the schedule has also moved labor expendi-
tures to an earlier time period, reducing the exposure to inflation. We
have estimated that the acceleration will save the Navy a substantial
amount of money as well as improving the profitability of the con-
tracts for Bath Iron Works through the inventive cost-sharing pro-
visions of the contracts.

Contractual relations have been harmonious throughout the pro-
gram. Starting at the local level, we have established and maintained
cordial but businesslike relations with the supervisor of shipbulding
who is the local Navy representative. We have also maintained from
the outset of the program, excellent relations with the headquarters
personnel at the Naval Sea Command. One of the most vital factors
toward building these harmonious relationships has been the conti-
nuity of career personnel.

The FFG program wascarefully planned so that the FFG project
manager in NAVSEA had a 5-year tour of duty and many of his key
naval officer personnel were rotated as their tours of duty came up
from headquarters to field positions but within the same program, thus
insuring that there was a good transfer or buildup of personnel who
were very familiar with the program.

We set up an atmosphere of working problems out together rather
than escalating or postponing solutions. We keep current with changes
as they are proposed and attempt to work out the scope in advance so
that we are aware of the impact on cost and schedule at the earliest
possible moment, and to develop a method of incorporating the change
that would minimize the impact on cost and schedule. We try to know
what the Navy wants and why so we can work out a way to provide
it expeditiously and at least cost.

Both NAVSEA and Bath Iron Works established strong project
organizations staffed with experienced, high-caliber personnel charged
with the total responsibility for success of the program.

The Navy's change policy has been very carefully considered for this
program. First, they have weighed the military essentiality of each
change carefully to insure that only truly necessary changes have been
incorporated. We have from time to time proposed changes which have
been necessary from a safety or operability standpoint and those too
have been carefully reviewed to make certain that they were essential
before we proceeded.

The goal has been to so insert changes in the program that no delay
in the program results. A block approach to configuration and change
control has been adopted by which changes are incorporated in the
ships at each shipyard by fiscal year groups. This enables significant
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changes to be made with minimum impact on work in process and also
requires major changes, such as the stern redesign, to be incorporated
at the outset of a contract rather than to be negotiated at a later time.

There were a number of innovations in the 1 FG program, most of
which were initiated by the Navy. They were developed by the Navy
and shipyards working together. 'We considered the causes of problems
with past programs and developed a program incorporating mutually
developed solutions to these problems or ways of avoiding these
problems.

We considered potential problems within this program as well and
covered them either in the contracts or in the program plan. A major
feature of the program was a careful approach to risk reduction or
risk sharing on an equitable basis. This was done in several ways:

First, through adopting a schedule which provided time to plan,
time to buy materials, then to build the ships.

This was the Navy's first "fly before buy" approach of evaluating
lead ship design as thoroughly as possible before embarking upon
construction of the follow ships. This led to a separation between the
lead and follow ships of about 2 years.

We looked at both longer and shorter periods of time. It seems that
2 years was about the optimum time for the FFG, at least.

Two land-based test sites were built to prove out the areas of the.
ship when had the most potential for problems-the combat system
and the propulsion system. The entire combat system was operating in
a land-based test site at Sperry and the propulsion system was oper-
ating in a land-based test site at NAVSEC,0Philadelphia, early in the
ship construction period so that problems could be worked out before
lead ship construction was well advanced.

Contract types were selected to be compatible with the degree of
definition of the design. The design contract was a cost-plus-fixed-fee
contract, while the lead ship was built under a cost-plus-incentive-fee
contract. The follow ships are being built under fixed-price/incentive-
fee contracts. Thus the risk has been transferred progressively from
the Government to the contractor as the degree of definition of the
design has been improved.

In the contracts there has been a very careful definition of the re-
sponsibilities and obligations of both parties. Government-furnished
information and material are carefully spelled out as to what is going
to be furnished and when it is going to be furnished.

There is a contract data requirements list listing all of the docu-
ments which must be provided by the contractor, specifying time of
delivery as well as format and content. The lead yard services which
were to be provided by the Government or the lead shipbuilder to the
follow ship builders were carefully spelled out as well as the very com-
plete standardization requirement.

The work of building the follow ships has been spread geographi-
cally to three areas, to avoid overload of facilities or skills in any one
area and to reduce the risk of a ripple effect from changes, should that
occur.

Follow ship contracts have included provisions for escalation recov-
ery on labor, overhead, and material costs to allow setting tight target
costs and use of relevant BLS indexes to compute payments for
escalating costs.
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A significant feature of this program was the work done with the
Navy with two shipyards during the design development process be-
fore the lead ship design and construction were contracted for. Two
shipbuilders moved key people to the Washington area to work very
closely with the Navy in developing the program and in developing
means to make the ships easy to build in any one of several shipyards.

An important factor from our standpoint is that the contract actions
adhered to the schedule, that is, if NAVSEA said they were going to
issue an RFP on a given date and a contract on a given date, they did
so. They did so because they realized that a month at the start is just
as important as a month at the end of the contract.

It appears that many of the innovations of the FFG program are
being incorporated in the planning for current and future Navy pro-
grams. The thinking is good and it should be'adopted, tailored, of
course, to suit the needs of those programs.

I would like to summarize our company's reaction to the program
by saying we are very enthusiastic. Because of the long-term work-
load we have made facility investments which have been valuable to us
on this program and will be valuable to us and to the Navy on future
programs.

It has enabled an orderly, planned buildup of the needed skills. It
has provided an equitable distribution of risks between the parties as
well as an opportunity to make a reasonable profit over an extended
period of time. The spread in time between the lead ship and the follow
ships gave us a proven design, complete planning and enabled us to
have the materials on hand to build the ships in a most orderly fash-
ion. We think that the changes are being administered wisely. The
production continuity both at the shipyards and the subcontractors'
and suppliers' plants should be beneficial to the marine industry as a
whole.

Thank you for the opportunity of appearing before you today. I
hope that my statement will be of value to you.

[The prepared statement of Mr. Harvie follows:]

PREPARED STATEMENT OF JAMES HARTIE

I am James Harvie. Vice President-Marketing of Bath Iron Works Corpora-
tion and formerly Program Manager for the FFG Program at BIW. I am pleased
to have the opportunity to appear before you today to discuss the FFG Program.
I will review briefly our view of the status of the Program, how it is proceeding
and the outlook for the future, and then describe what the Navy and Bath Iron
Works have done to make it a successful Program and the lessons we might learn
from that Program.

U.S.S. Oliver Hazard Perry/, the FFG Lead Ship was delivered ahead of the
Contract Schedule as modified for changes. The original schedule was March 30,
1977, set in October 1973 when the Contract was awarded. That Contract De-
livery Date was modified twice. First. in 1974 when an additional Ship's Service
Diesel Generator Set was added to the ship; and second, in 1976 to reflect the
cumulative effect of the many chanres which had become necessary during the
detail design development of the ship and factors beyond the control of either
party. The revised Contract Delivery Date was December 30. 1977 and the actual
delivery was November 30, 1977. Not only was the ship delivered ahead of her
Contract Schedule. but she was a top-notch ship complete in all respects and
proven thoroughly in her Sea Trials.

Eleven FFG Follow Shins are under Contract to Bnth Iron Works Corporation.
The Contract Delivery Date and the Bath Iron Works proposed accelerated
Delivery Date and the estimated progress as of mid-December, 1978 are shown
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in a Schedule which I will provide for the record. The ships are being built to

our accelerated schedule and we expect that they will be delivered an average of

7 weeks earlier than their Contract Schedule. The first ship of this group has

been launched and is 70 percent complete. The second ship will be launched in

early March and is 58 percent complete. The keel for the third ship has been

laid and it is now 36 percent complete. At this time, it appears that neither

manpower, facilities or materials will be any deterrent to meeting the accelerated

schedules. Further, at this time we do not foresee any Government changes

which could cause a delay in the ship program.
The cost trends are favorable on the program. The Lead Ship ran over her

target cost estimates at the shipyard largely due to unrecoverable inflation costs,

but we understand that the total Navy cost was just within its target. The

Follow Ships are trending below target costs. Large quantity material buys have

helped as well as investments in facilities and new methods which were made by

Bath Iron Works Corporation. Bath's acceleration of the schedule has also moved

labor expenditures to an earlier time period, reducing the exposure to inflation.

We have estimated that the acceleration will save the Navy a substantial amount

of money as well as improving the profitability of the Contracts for Bath Iron

Works through the incentive cost sharing provisions of the Contracts.
Contractual relations have been harmonious throughout the Program. Starting

at the local level, we have established and maintained cordial but businesslike

relations with the Supervisor of Shipbuilding who is the local Navy representa-

tive. We have also maintained from the outset of the Program, excellent relations

with the Headquarters personnel at the Naval Sea Systems Command. One of the

most vital factors towards building these harmonious relationships has been the

continuity of career personnel. The FFG Program was carefully planned so that

the FFG Project Manager in NAVSEA had a five-year tour of duty and many of

his key Naval officer personnel were rotated as their tours of duty came up from

Headquarters to field positions but within the same program, thus insuring that

there was a good transfer or build-up of personnel who were very familiar with

the Program. We set up an atmosphere of working problems out together rather

than escalating or postponing solutions. We keep current with changes as they

are proposed and attempt to work out the scope in advance so that we are aware

of the impact on cost and schedule at the earliest possible moment, and to develop

a method of incorporating the change that would minimize the impact on cost and

schedule. We try to know what the Navy wants and why so we can work out a
way to provide it expeditiously and at least cost.

Both NAVSEA and Bath Iron Works established strong project organizations

staffed with experienced, high-caliber personnel charged with the total respon-
sibility for success of the Program. As Program Manager from the outset, I re-

ported directly to the President of BIW and managed all efforts within the ship-

yard and at several field offices. My Program staff included some of the most

experienced and capable middle management personnel in the shipyard, Including
technical, contracts, production, and procurement specialists. This organization
has been reduced in size gradually as the various FFG functions have become in-

tegrated with shipyard operating functions. Our NAVSEA counterparts were of
comparable excellence.

The Navy's change policy has been very carefully considered for this Program.
First, they have weighed the military essentiality of each change carefully to

insure that only truly necessary changes have been incorporated. We have from

time to time proposed changes which have been necessary from a safety or opera-
bility standpoint and those too have been carefully reviewed to make certain that
they were essential before we proceeded. The goal has been to so insert changes in

the Program that no delay In the Program results. A block approach to Configura-
tion and Change control has been adopted by which Changes are incorporated in

the ships at each shipyard by fiscal year groups. This enables significant changes
to be made with minimum impact on work in process and also requires major
changes to be incorporated at the outset of a contract rather than to be negotiated
at a later time.

There were a number of innovations in the FFG Program. most of which were
initiated by the Navy. They were developed by the Navy and shipyards working
together. We considered the causes of problems with past programs and developed
a program incorporating mutually developed solutions to these problems or ways
of avoiding these problems. We considered potential problems within this Pro-
gram as well and covered them either in the Contracts or in the Program Plan.
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A major feature of the Program was a careful approach to risk reduction or risk
sharing on an equitable basis. This was done in several ways:

First, through adopting a schedule which provided time to plan, time to buy
materials, then to build the ships.

This was the Navy's first "Fly Before Buy" approach of evaluating Lead Ship
design as thoroughly as possible before embarking upon construction of the Follow
Ships. This led to a separation between the Lead and Follow Ships of about two
years. From the standpoint of getting ships into the fleet, less time would have
been desirable but more time would be desirable from the standpoint of complet-
ing the design and proving it out before starting construction of the Follow Ships.
We looked at both longer and shorter periods of time. Shorter time would have
enabled us to have more direct transfer of skilled people from the Lead Ship to
the first Follow Ship and a period much longer than two years would have made
it difficult to have retained the skilled trades as well as to hold the capacity
available for the Follow Ships. It seems that two years was about the optimum
time for the FFG, at least.

Two Land-Based Test Sites were built to prove out the areas of the ship which
had the most potential for problems, the combat system and the propulsion sys-
tem. The entire combat system was operating in a Land-Based Test Site at
Sperry and the propulsion system was operating in A Land-Based Test Site at
NAVSEC, Philadelphia early in the ship construction period so that problems
could be worked out before Lead Ship construction was well advanced.

Contract types were selected to be compatible with the degree of definition of
the design. The Design Contract was a cost-plus fixed-fee contract while the Lead
Ship was built under a cost-plus-incentive fee contract. The Follow Ships are
being built under fixed-price-incentive fee contracts. Thus the risk has been trans-
ferred progressively from the Government to the Contractor as the degree of
definition of the design has been improved.

In the contracts, there has been a very careful definition of the responsibilities
and obligations of both parties. Government-furnished information and material
are carefully spelled out as to what is going to be furnished and when it is going
to be furnished. There is a Contract Data Requirements List listing all of the
documents which must be provided by the Contractor specifying time of delivery
as well as format and content. The Lead Yard Services which were to be. provided
by the Government or the Lead Shipbuilder to the Follow Ship builders were
carefully spelled out as well as the very complete standardization requirement.

The work of building the follow ships has been spread geographically to three
areas, to avoid overload of facilities or skills in any one area and to reduce the
risk of a ripple effect from changes should that occur.

Follow Ship contracts have included provisions for escalation recovery on
labor, overhead and material costs to allow setting tight target costs and use of
relevant BLS indices to compute payments for escalating costs.

A significant feature of this Program was the work done with the Navy with
two shipyards during the design development process before the Lead Ship De-
sign and Construction were contracted for. Two Shipbuilders moved key people
to the Washington area to work very closely with the Navy in developing the
Program and in developing means to make the ships easy to build in any one of
several shipyards. An important factor from our standpoint is that the contract
actions adhered to the schedule, that is, if NAVSEA said they were going to
issue an RFP on a given date and a Contract on a given date, they did so. They did
so because they realized that a month at the start is just as Important as a month
at the end of the Contract. If you want to adhere to a contract delivery date, you
should sign the Contract on Schedule. It appears that many of the innovations of
the FFG Program are being incorporated in the planning for current and future
Navy Programs. The thinking is good and it should be adopted, tailored, of
course, to suit the needs of those Programs.

I would like to summarize our Company's reaction to the Program by say-
ing we are very enthusiastic. Because of the long-term workload we have made
facility investments which have been valuable to us on this Program and will
be valuable to us and to the Navy on future Programs. It has enabled an orderly,
planned build-up of the needed skills. It has provided an equitable distribution of
risks between the parties as well as an opportunity to make a reasonable pro-
fit over an extended period of time. The spread In time between the Lead Ship
and the Follow Ships gave up a proven design, complete planning and enabled us
to have the materials on hand to build the ships in a most orderly fashion. We
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think that the changes are being administered wisely. The production con-
tinuity both at the shipyards and the subcontractors' and suppliers' plants should
be beneficial to the Marine Industry as a whole.

Thank you for the opportunity of appearing before you today. I hope that my
statements will be of value to you.

BATH IRON WORKS CORP.-FFG PROGRAM-FOLLOW SHIP DELIVERY SCHEDULES AND LABOR PROGRESS

Estimates progress
as of December 17

Contract delivery Accelerated delivery (percent)

FFG-8 -January 1980 - December 1979 70
FFG-11 -June 1980 -April 1980 58
FFG-13- October 1980-- - August 1980 46
FFG-15 ------------------ February 1981 ------ November 1980 ----- 36
FFG-16 -May 1981 -March 1980 29
FFG-21 -August 1981 - June 1980 13
FFG-24 -November 1981 - October 1981 9
FFG-26-February 1982- Januay 1982 8
FFG-29 ------------------ May1982---------May1982 -------- 5
FFG-32 -August 1982 - do 2
FFG-34 -November 1982 - November 1982 2

Senator PROXMIRE. Thank you, Mr. Harvie.
As you can undoubtedly gather, I cannot find much to agree with

you on in your statement. You indicate that this was delivered on
time, the first ship was delivered on time, and you indicate that you
are enthusiastic about the program, and I think the program is wisely
conducted and so forth.

Here is a program that was 8 months late, incomplete when it was
delivered, way, way, way over costs, one of the biggest cost overruns I
have ever seen, a $121/2 billion program, supposed to be $3 billion, fail-
ing to include many of the most vital elements in total.

I am not blaming you, or the Bath Iron Works. The changes seem
to be changes for which the Navy was responsible. If this is a good
program, it certainly is not good for the taxpayer. It certainly isn't
good where you have a situation where the cost is so very, very high
and the ship is so vulnerable and has to be redesigned after it is de-
livered, has to be brought back and redesigned. So I wonder if yon
are really as enthusiastic about this program now after listening to
the GAO as you were when you wrote this statement.

Mr. HARVIE. Yes, I am as enthusiastic about the program.
Senator PROXMTRE. Maybe it is good for Bath, and maybe it is not

very good for the taxpayer. I am not enthusiastic as a Member of Con-
gress for a program that is supposed to cost $65 million a copy and
now is costing $195 million, or $200 million, or $225 million, depending
on what you include.

What is your answer to that?
Mr. HARVIE. If I went to buy an automobile in 1970, I would pay

substantially less than today.
Senator PROXMiRE. After all, the GAO and the Navy indicate that

only one-third was because of inflation. Two-thirds of it was because
of changes of various kinds.

Mr. HARVrE. I can only speak to our part of the program, which
does not include the weapons system and Government-furnished parts
of the program.
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I can see significant increases because of inflation. On the lead ship,
some items increased 30 or 40 percent in the life of construction of
that ship alone.

Senator PROXMIRE. But this is an increase of 200 percent.
Mr. HARVIE. Yes; but over a longer time period.
Senator PROxrIRE. Well, the capital goods inflation rate is about-

during this period-was about 65 percent, and the increase in price
here during this period was 200 percent. So, obviously, inflation was,
as the Navy indicated, about a third.

Mr. HARVIE. Our experience is that the BLS index rarely reflects the
real differences in cost of goods.

Senator PROXMIRE. I would like to see any other inflation indicator.
I don't take the consumer price indicator. I think the capital equip-
ment indicator is about as close as you can get.

Well. Mr. Harvie, you have said earlier that the Navy has not
consulted you about the need to redesign the stern.

Were you surprised at the testimony you heard today about the
necessity of redesigning the stern?

Mr. HARVIE. No; I have been aware of the need to make the change
to suit the changed characteristics of the ship for sometime.

Senator PRoxzriRE. Have you been aware for sometime of the need
to modify the stern?

Mr. HARVIE. Yes.
Senator PRoxMIrRE. For how long?
Mr. HARVIE. Over a year.
Senator PROXMIRE. What did you mean when you said earlier that

you weren't consulted?
Mr. HARVIE. The specific question. as T recall it., was. were we con-

sulted about backfitting the change into the earlier ships we had
under contract.

I was aware that a characteristics change was planned for fiscal
year 1979 and later ships. and that we would be called upon to design
that and build it into the ships in 1979 and later.

Senator PROXMIRE. Wouldn't it be possible to modify the stern
during construction. and doesn't it mslke sense to do that. rather than
to recall them after they have been built, and lose 6 months to a year,
plus the 'additional cost of having them come in and reconstruct them,
rather than build them from scratch?

Mr. HARV[E. There are two parts to the question.
The first is: Can it be done in the construction initially?
The answer is "Yes."
Part two: Does it make sense? I think you would have to look at

the construction status of each ship and see whether it would be
appropriate to delay the ship to make that change.

Senator PROXMAIRE. Give me a situation in which it would be unwise
to rebuild it during construction rather than recalling it?

Mr. HARvrI. Rather than simply having one ship under construc-
tion, as we did in the lead shin situation. there are ships under
construction at three different shinvards with close intervals between
them, anywhere from 3 to 6 months, I believe, and it would happen
probably that if you tried to make a change on the ship most nearly
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complete, you would cause a delay which might be reflected in each
of the subsequent ships. So. it is appropriate to choose a point in the
construction process where you would make the change with least
disruption.

I suppose you could make a tradeoff study, that the cost is so much
and the disruption is so much, to select the right point.

Senator PROXmiIRE. You are making an assumption that the ship is
a valuable and useful ship even though it has to have a lighter heli-
copter and even though it is, the helicopter, that is, has a very limited
range, and it is therefore worth delivering it in that inferior posture,
rather than delivering it so that it can take the LAMPS-Mk III heli-
copter which has the 100-mile range.

Mr. HARVIE. That helicopter will not be available for some years in
the future. We are building the ships to suit the helicopters available
today, so that the ship can fulfill the mission as in its requirements.

Senator PROXMIRE. lt cannot perform the mission with that heli-
copter.

Mr. HARVIE. I am referring to the requirements which the ships
through fiscal year 1978 were designed to.

Senator PROXMIRE. Now, they tell us that is not adequate, that that
won't do the job, that a shorter range and the LAMPS-Mk I helicop-
ter, won't do it. So you are doing something that won't do the job,
and you give it to them for 1 year and then you call it back and delay
further the reconstruction.

Mr. HAiRviE. That is the inevitable technological change, I feel.
Senator PROXMIRE. Why is it inevitable? Why, when the Navy knew

more than 2 years ago, September 1976, what is inevitable about this?
Why isn't it bad judgment and mismanagement on their part-

Mr. HARVIE. I don't think I am qualified to answer that, because I
don't know all the facts behind it.

Senator PROXMIRE. Doesn't it seem logical that it would be better to
make the decision when you know what you need rather than postpone
it?

Mr. HAnRVM I think the decision was made at an appropriate time,
given the state of the construction progress of the ship and the avail-
ability of the equipment.

Senator PRoXMIRE. Can you estimate what it would cost to build a
modified stern during construction? Would that be cheaper than re-
calling them?

Mr. HARVIE. I hesitate to make an off-the-cuff estimate of something
of this significance. We have estimated in the cost of the fiscal 1979
ships the cost of making this change. It is somewhat less, probably,
than the cost of removing work already complete and rebuilding it.

Senator PROxMIRE. How much less? Would it be half as much?
Mr. HARvIE. Probably about half.
Senator PROXMTRE. About half. So you would say, maybe, depend-

ing on the cost. if it is $7 million, as the Navy indicated. it would be
$31/2 million. If it is $13 million, you would save $61/2 million a ship.

Mr. HARIvw. I don't believe that is accurate. I am looking at the ship-
building costs alone, and I am sure your figures include the equipment,
which would not be changed.
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Senator PROXMIRE. Are you aware of the FFG survivability prob-
lem and the steps being taken by the Navy to correct that?

Mr. HARVIE. I am aware of that; yes.
Senator PROXMIRE. Couldn't this have been avoided by a better ship

design.
Mr. HARVIE. I think as was said earlier, if consideration had been

given to locating all of the vital equipment and munitions and so on
in protected locations, you would have had a much larger ship.

Senator PROXMIRE. Isn't that a fault of the design then? Shouldn't
we have been frankly told, "If you want a ship that won't be put out
of commission by a lucky rifle shot or a fragment of a grenade, you
ought to have a bigger ship ?"

The Navy was concerned about it, and, now, they are putting up
this material [indicating] to defend it, but that won't make it
invulnerable.

Mr. HARviE. That material is being fitted to the lead ship, I know,
and all the follow ships.

Senator PROXMIRE. Couldn't all this have been avoided by a better
ship design? Why wasn't Bath aware of the survivability problems
when the designs were prepared? You are a veteran shipbuilder. You
have a fine reputation. You have had a lot of experience with this.

Why weren't you in a position to advise the Navy?
Mr. HARVIE. Well, we participated with the Navy in a series of de-

sign reviews as the ships' characteristics and basic layout were being
developed. The mission-related parts of the ship design were dictated
by people who are more expert in how the ship is going to be used than
we are. The construction of the ship-

Senator PROXMIRE. Did you tell them it would be vulnerable to cheap
killst

Mr. HARVIE. I don't recall that we did.
Senator PROXMIRE. Why not?
Mr. HARVIE. We were working primarily on the design features for

reliability and cost and things of that sort, rather than the mission
effectiveness aspects.

Senator PROX1IIRE. Well. I am not talking about mission effective-
ness. I am talking about whether the ship can survive. This is as bad
as having a hole in the bottom as far as the mission is concerned.

Mr. HARVIE. There were studies, I am sure, conducted by the Navy
in that time period. I am not aware of them, however.

Senator PROXMIRE. How much would it cost if we could solve the
problem

Mr. HARVIE. I couldn't hazard a guess.
Senator PROXMIRE. You say the first thing is to have a bigger ship,

and you have to have a capacity below the superstructure for putting
your critical equipment.

Can you give us any notion of what that would add in cost? Would
it double the cost, triple the cost?

Mr. HARVIE. I doubt if it would double the cost, because you would
be installing the same equipment. which is a major part of the cost.

Senator PROXMIRE. Ten percent? Can you give us a rough indication?
You are an expert in the field.

32-340 0 - 81 - 9
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Mr. HARvIE. I think that is a tough question to ask. From a ship-
builder's viewpoint, a slightly larger envelope would not have cost
a great deal more.

Senator PROXMIRE. Why was it necessary to add a diesel generator
set. and how much did it add to cost!

Mr. HARVIE. I don't recall how much it added to the cost of each
follow ship. It is a relatively small investment in improved reliability
and survivability of the ship.

Senator PROXMIRE. When you say a relatively small investment
how much?

Mr. HARVIE. I think the diesel itself costs less than one-half of a
million dollars.

Senator PROXMIRE. One-half of a million dollars?
Mr. HARVIE. Yes.
Senator PROXMIRE. And what did it contribute? What was the

advantage?
Mr. HARvIE. The advantage is increased reliability of the ship sys-

tems, and the survivability, because this generator was located in a
separate compartment.

Senator PROXMIRE. But once again, because the design didn't fore-
see this, it cost one-half of a million dollars more than it would have
cost if that hadn't been necessary.

Do fin stabilizers have to be backfitted?
Mr. HARVIE. Fin stabilizers are part of the characteristics for the

1979 ships, and we understand there are plans to backfit them on
some of the ships of the class.

Senator PROXMIRE. Why do fin stabilizers have to be backfitted on
all the ships? Doesn't this indicate ineffective design and inefficient
management of the program?

Mr. HARVIE. The Navy Sea Systems Command was responding to
characteristics laid down which did not call for fin stabilizers. The
studies indicated with the small, light helicopter you could operate
the ship without fin stabilizers. I think the larger helicopter gave rise
to the need for the fins, but that is an opinion of mine.

Senator PROXMIRE. So the larger helicopter is the reason for this.
That larger helicopter program was known by the Navy in 1978,
21/2 years ago.

T will ask Mr. Kaufman to follow up on that.
Mr. KAUFMAN. Wouldn't it have been nossible for the Navy to have

asked for a change in the design of the ship in 1976 to incorporate fin
stabilizers at that time, since the ships were then in a much earlier
stage of construction than they are at right now?

Mr. HIARVIE. Yes; they could have asked for that. In fact. in the orig-
inal design. space and weight were left in the ship design for the ulti-
mate installation of this equipment.

Senator PROXMIRE. What other changes were made, and what were
the factors beyond the control of either party in the construction?

You are talking about the factors beyond the control of either party.
Mr. HARvrE. The shaft strut, a major casting in the shin was delayed

by a strike in the foundry. We had a short strike in our shipyard.
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Senator PRoxmnn. How long was the strike in the foundry I
Mr. HARvIE. I believe that was 6 weeks.
Senator PROxMIRE You had a strike at the shipyard. That was how

long?
Mr. HARvrjF. I believe that was 4 or 5 weeks.
Senator PROXxmRE. How much did that add in the cost, in the delay ?

It was just about the duration of the strike, in other words, the 6 and
4 weeks, that is 10 weeks, 2½2 months?

Mr. HARVrE. No. Some of these things were running in parallel.
Senator PitoxMLKE. I see.
Do you feel that in all cases strikes are out of your control? Isn't

that something management can be responsible for?
Mr. HARVIE. To some extent, yes.
Senator PRoxM1nw. How much of the cost overrun is attributable to

inflation?
Mr. HARVIE. I don't have a reliable figure with me. I can develop

that and let you know.
Senator PROXMIRE. Would you?
[The following information was subsequently supplied for the

record:]
BATE IRON WORKs CORPORATION

Eatimated ezces8ive inlfatwon impact on FFG-7 class lead 8hip de8ign and
construction

In mfllons
Design (CPFF portion of contract): of doflars

Estimated final negotiated contract cost_--------------------------5 8. 8
Estimated cost at completion…------------------------------------- 72. 6

Estimated variance --------------- (18.8)
Estimated inflation in excess of that included in negotiated cost_ 9. 6

Estimated net variance, all other causes----------------------- (4.3)

Ship construction (CPIF portion of contract):
Estimated final negotiated contract cost_--------------------------6 2.1
Estimated cost at completion------------------------------------- 78. 0

Estimated variance ----------------------------------------- _(15.9)
Estimated inflation in excess of that included in negotiated cost__ 12. 5

Estimated net variance, all other causes- - ________________ (3.4)

Total contract:
Estimated final negotiated contract cost--------------------------- 120.9
Estimated cost at completion------------------------------------- 150.6

Estimated variance ----------------------------------------- (29. 7)
Estimated inflation in excess of that included in negotiated cost- 22. 0

Estimated net variance, all other causes- - _____________- (7. 7)

Senator PROXM1RE. Why is there so little margin for weight growth
in the future?

You discussed that future weight growth problem. Mr. Stolarow, I
think, wisely pointed out that there is very little margin for flexibility
here, particularly in view of the fact that you are going to add weight
with the new stern.
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Why, as I say, was there so little margin for future weight growth
in the ship?

Mr. HARvIWE. Well, the basic approach to designing the ship was the
design-to-cost philosophy, and one of the things you look for is what
drives up costs. The size of the ship usually has a major impact on cost.
An attempt was made not to provide redundancies in space for un-
knowns. We tried to leave space and weight for things that were known
to be added.

For example, space and weight allowances were made for the fin
stabilizers and for helicopter haul-down systems and for a few other
items.

Now, that was not to say that the ships were incomplete without
them. It is merely to say that a reserve was allowed for eventual in-
stallation of this equipment.

Then, after that was done, a smaller-than-average overall margin
was allowed.

Senator PROXMiRE. Well, in hindsight, in view of the fact that you
have a new stern that has to be designed, that will make it heavier, in
view of the basic argument of Mr. 3tolarow that this reduces the life
of the ship, because over a period of 25 years, perhaps in the next 5,
10, or 15 years, you are going to have to modify the ship further, and,
if this reduces the life of the ship sharply, do you feel that the size of
the ship, that it would have been better to have made it somewhat
larger?

Mr. HARVIE. No: I think there are several factors we could look at
today that were different in the past. We designed the helicopter deck
to withstand the weight of the heavier helicopter. I think the weight
increase would be relatively small. So I don't think we are going to be
adding a major amount of weight to the ship.

Second, we added, early in the program, the extra diesel generator.
One of the reasons that was done was because, in analyzing the mid-
life modifications of most of the Navy's ships, one of the additional.
features was adding additional generating capacity to the ship. So we
put the generating capacity in at a time that it was available to us at
the least cost. We didn't have to have a margin for that.

We are finding with electronics and solid state circuitry, and things
of that sort, the newer developments in electronics and weapons sys-
tems tend to be in some cases smaller and lighter than the ones they are
replacing.

One of the characteristics of this program is. if you have a better
item to add to the ship, you don't put it on in addition to what is there.
You take off an earlier piece of equipment and replace it with a better
piece of equipment. So I think it was carefullv considered.

Senstor PROXMIRE. How much weight will be added?
Mr. HARVIE. I don't know.
Senator PRoxMImE. What is your contract nrice for all the FFG's

and what are your current estimates to complete them?
Mr. HARVIE. I don't have that information with me. If you would

like me to provide it. T will do so.
Senator PRoxMIxz. We would appreciate that.
rThe information referred to follows:1
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BATH IRON WORKS CORP.-FFG FOLLOW SHIP PROGRAM-CONTRACT COST, PRICE, AND ESTIMATES AT
COMPLETION

Original Negotiated Estimated at corn- Estimated at comn-
contract Sept. 30, 1978 pletion Sept. 30, pletion Sept. 30

unescalated unescalated 1978 unescalated 1978 escalated

Contract N00024-76-C-2001:
FFG-8 - $45, 649, 929 $48, 247, 854 $47, 100,000 $56, 200,000
FFG-I -38,982,927 39,467,308 39,400,000 47,400,000
FFG-13 -37,904,606 38,333,795 38,300,000 46,400,000
FF-15 -37,089,978 37,414,018 37, 800, 000 46,400,000
FFG-16 -36,684,782 36,901,321 37,400,000 46,400,000

Total cost -196, 312, 222 200,364, 026 200,000,000 242, 800,000
Profit -27, 483, 711 28,050, 963 28,109,000 28, 109,000

Price -223,795,933 228,414,989 228,109,000 270,909,000

Contract N00024-77-C-2080:
FFG-21, FFG-24, FFG-26, FFG-29,

FFG-32, FFG-34,-------- 260,775,026 261,765,179 261,765,000 . ()

Profit -36, 646, 803 36, 795, 188 36,795,000 . ')

Price -297, 421, 829 298, 560,367 298, 560,000-

X Not available.

Senator PROX31I1RE. Have you had to redesign and modify your
stern-or, if you had to do that, could you still meet your delivery
schedule?

Mr. HARVIE. That is a very broad question.
Certainly not on the earliest of the follow ships, which are now very

well advanced, as I mentioned in my prepared statement.
Senator PROXMIRE. All right.
Mr. Harvie, I want to thank you, too. I didn't mean to imply any

criticism of you in my questioning, but, once again, I must say that
I am deeply concerned about this.

In the original estimate of the cost per copy, that was in 1971, I.
understand, and it was $48 million, or something like that. In 1973,
it was $65 million.

Now, these estimates are supposed to include estimates for infla-
tion. The inflation, I am sure, was understated, and that is under-
standable, because nobody anticipated the inflation we have had.
But, as I say, even if you allow fully for inflation, and make the
assumption in 1973 that there was no estimate for inflation, it would
still only account for one-third of the cost.

With the allowance for inflation, I think it would be one-third, or
one-sixth, or one-eighth, or one-tenth of the cost.

So here is a ship that does come in way, way, way over cost. For
whatever reason, the delivery date on the first copy was late. We
are going to have a further 6-to-12 month delay now in the ships
before they are capable of fulfilling their mission because of the
helicopter problem and the reconstruction of the stern, and the ship
is vulnerable, and for years it will not be able to perform its mis-
sion adequately because the helicopter is too light, and the big heli-
copter won't be available.

So, all in all, I think that the Congress and the taxpayer have a
great deal to complain about and be concerned about.

Certainly that article by George Wilson indicated early that this
is the best ship in 20 years. If that is correct, we really are in trouble.
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Mr. Stolarow, I understand the Navy intends to build a new se-
ries of ships called TAGOS.

Can you explain what you know about that ship?
Mr. SToLARow. That is designed to be a long-range surveillance

ship, primarily for submarines. It is designed to operate in conjunc-
tion with other surveillance activities and to feed information to
shore stations that would enable the Navy to locate and keep track
of Soviet submarines.

The problem we have right now is that the Navy is asking for funds
to begin construction of these ships, but there are serious technical
problelms with the sonar system, the so-called surtass system, that is
really the key part of the ship's system. It is still in early stages of
development. There are still problems with accumulating the data,
feeding it to the shore stations, and it has to be operated in conjunction
with a satellite for feeding information to the shore.

There are many serious technical problems with this, and we are
concerned that the Navy may be moving ahead too fast to build the
ships without knowing if these technical problems can be resolved.

Senator PROXMIRE. SO, on the one hand you have technical prob-
lems that haven't been resolved, and those technical problems may
make it costly and delay it. I understand the life cycle costs for the 12
TAGOS ships are estimated at $2 billion. Is it true, although you have
given some explanation now of what the mission is supposed to be,
that the Navy still has not provided the justification for this ship, the
formal justification of why this ship is necessary at that very high
cost?

Mr. STOLAROW. That is correct.
Senator PROXMIRE. They have not provided it. Is the specific prob-

lem in this program excessive concurrency?
Mr. STOLAROW. I think so.
Senator PROXMIRE. What would be your recommendation on this

program?
Mr. SmLARow. My recommendation would be that the Congress not

fund the ship until it is satisfied that the technical problems are solv-
able and are reasonably in hand.

Senator PROXMIRE. Well, gentlemen, I want to thank you very, very
much. I think you have made a fine record and a record for which the
Navy has a lot to account for.

They will be here tomorrow, as you know. Secretary of the Navy
Graham Claytor and chairman of the board of Todd Shipyards, John
Gilbride, will be our witnesses tomorrow.

Thank you very much.
The subcommittee will stand in recess until 10 o'clock tomorrow

morning.
[Whereupon, at 11 :47 a.m., the subcommittee recessed, to reconvene

at 10 a.m., Thursday, January 4,1979.]
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The subcommittee met, pursuant to recess, at 10:06 a.m., in room

5302, Dirksen Senate Office Building, Hon. William Proxmire (chair-
man of the subcommittee) presiding.

Present: Senators Proxmire and Warner.
Also present: IRichard F. Kaufman, general counsel; Katie Mac-

Arthur, press assistant; and Mark Borchelt, administrative assistant.

OPENING STATEMENT OF SENATOR PROXMIRE, CHAIRMAN

Senator PROXMIRE. The subcommittee will come to order.
Secretary Claytor, the subcommittee is honored to have you with

us this morning.
Secretary CLArroR. Thank you.
Senator PROXMIRE. We are glad to be having this very interesting

inquiry.
The Na.vy asserts that the FFG program is different from other

shipbuilding contracts, based on the lessons learned from earlier
experience and a point of departure upon which improvements have
been and will continue to be made. Navy spokesmen point out there
have been no claims filed by the' FFG shipbuilders and some argue
that it is the best ship built in 20 years. Now we can agree that the FFG
program is different from other shipbuilding contracts, but is it
better? Based on yesterday's testimony the answer has to be a resound-
ing No.

The FFG may turn out to be the most unsound shipbuilding pro-
gram in recent years and those familiar with fiascoes such as the
DE1052, LHA and'DD963 know that they are hard to beat. Here is a
ship which, according to official figures, already has a $7 billion cost
overrun. The current estimate to complete 52 ships is $10.1 billion
and an additional $2 billion plus is not even included in the official
figures. Excluded from the official figures are the costs of rebuilding
the stern and a number of items such as fin stabilizers and weapons
that have to be backfitted on the ship after it is delivered to the Navy.

I can't think of a worse way to build a ship. Reconstructing the stern
will take the ships out of action and keep them in drydock from 6

(131)
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months to a year. The Navy is pleased that so far there have been no
FFG claims. Well, I'm pleased, too. The Navy appears to have "solved"
the claims problem by sweeping them under the deck. It is no solution
at all to postpone necessary changes until after the ship is delivered
when they will be more costly to the taxpayer.

Worst of all, the FFG is vulnerable to "cheap kills." It is subject to
low level enemy threats, although not so low perhaps as to include the
U.S. Congress. The FFG may be the best example of military planned
obsolescence since the B-70.

The Navy began this program by asking Congress to approve a new
series of small, fast, highly capable and low-cost ships. We are getting
ships that are small, not so fast, with reduced capabilities and very
expensive. The effects of such wasteful expenditures are to weaken our
defenses and add to economic inflation.

Our first witness this morning is W. Graham Claytor, Secretary of
the Navy. Secretary Claytor will be followed by John T. Gilbride,
chairman of the board and chief executive officer of Todd Shipyards
Corp.

Secretary Claytor, we are pleased to have you with us once again.
You have always been candid and helpful to this subcommittee and I
very much appreciate that attitude. You and I have worked together
on a number of occasions and I have greatly admired your dedication
to your work and your deep concern about costs and about doing the
best job that you feel you can. You may present your prepared state-
ment as you wish and then we will get into the questions.

STATEMENT OF HON. W. GRAHAM CLAYTOR, JR., SECRETARY OF
THE NAVY, ACCOMPANIED BY EDWARD HIDALGO, ASSISTANT
SECRETARY; TOGO D. WEST, JR., GENERAL COUNSEL; AND CAPT.
JOHN D. BEECHER, U.S. NAVY, PROJECT MANAGER, GUIDED
MISSILE FRIGATE PROJECT

Secretary CLAYTOn. Thank you, Mr. Chairman.
I am very pleased to appear before you today to discuss Navy ship-

building, specifically the areas you have suggested for today's hearing:
the settlement of the Newport News claims and the FFG-7 frigate
program.

I would like to submit my prepared statement for the record and
summarize it briefly.

Senator PROxMIRE. Very good. We are happy to do that. We will
have the entire statement put in the record in full.

Secretary CLAYToR. T also would like to me-tion that T have here
Assistant Secretary Hidalgo on my right and Mr. Togo West on my
left who was the general counsel during the shipbuilding claims nego-
tiations and Captain Beecher of the FFG program office.

Before turning first to the Newport News settlement, Mr. Chairman,
I do feel that I will live up to your description of me as being at
least frank by saying that I think I very respectfully disagree with
you almost completely on almost everything you said on the FFG
program and I would like to go into some of the reasons I do so.

First, the Newport News settlement. The Newport News agreement
reached on October 5, 1978, represeits the final settlement of the large
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shipbuilding claims backlog of over $2.7 billion arising out of ship-
building contracts entered into under procurement policies and prac-
tices of the 1960's and early 1970's. The largest aspect of the Newport
News settlement was the resolution of $742 million in claims arising
out of five contracts made from 1969 through 1971 for 12 nuclear
powered warships including two aircraft carriers, 3 guided missile
cruisers and 7 attack submarines.

The claims alleged Navy responsibility for added costs and delays
in the construction of the ships. Two years of painstaking analysis
and audit of the claims, conducted by the Navy Claims Settlement
Board headed by Rear Adm. F. F. AManganaro, resulted in an evalua-
tion of approximately $142 million. In addition to settlement of these
claims on the basis of this evaluation by the Board, the agreement in-
cluded two limited actions utnder Public Law 85-804.

First, a reformation of the CVN 68-69 carrier contract in response
to a written request by Newport News under Public Law 85-804 based
upon a mutual mistake in connection with the reimbursement of fringe
benefits admittedly paid by the contractor. The Navy Contract Ad-
justment Board reviewed the contractor's request and concluded that a
mistake had in fact occurred and recommended payment to Newport
News of $13.2 million, a recommendation adopted by Assistant Secre-
tary Hidalgo.

Second, Assistant Secretary Hidalgo authorized an increase in the
claim settlement under each of the four contracts for the nuclear
attack submarines, the guided missile cruisers and the nuclear aircraft
carriers by $2.5 million as additional relief under Public Law 85-804
in view of the comprehensive releases to be given by Newport News
beyond the dates of claims submission-1975-76-and up to the date
of the settlement agreement itself as well as the various other signifi-
cant elements of the overall settlement of open issues. The total amount
of ceiling price adjustments, including the limited Public Law 85-804
relief, is $165.1 million.

As I have stated on other occasions, our approach to the shipbuilding
problems and our negotiations with the shipbuilders have systemati-
cally proceeded on the principle that it was not enough merely to settle
the outstanding claims. All existing elements of disagreement and con-
troversy had to be eradicated. The settlements with Litton and General
Dynamics, as to which we testified before this subcommittee in Sep-
tember of this year, resolved not merely the claims but also numerous
outstanding issues and the serious backlog of unpriced change orders.
The result was to establish a new environment and a baseline from
which to work in the future in order to concentrate on the fundamental
objective of constructing essential combatant ships. In my opinion the
settlement is very fair to all the parties and very much in the Gov-
ernment's interests.

Now these negotiations, in addition to resolving the claims and other
open issues, resulted in the formalization of the contract for the third
Nimitz class carrier, the U.S.S. Carl Tinson (CVN-70). This ship was
being constructed under an option, undefinitized as to price, exercised
by the Navy in April of 1974. Newport News had, in the intervening
years, been receiving reimbursement of costs and a profit thereon.
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As late as January 1978 Newport News had submitted 28 proposed
clauses, deemed objectionable by the Navy, which Newport News
demanded be incorporated in any contract definitization. In midsum-
mer, however, as an integral part of the effort to resolve the overall con-
troversies, these demands were withdrawn. The agreed upon contract
was essentially patterned on the terms and conditions of the fourth
flight SSN-688 contract awarded in September 1977.

The settlement resolved all open issues between the Navy and New-
port News on all 12 ships on which claims had been submitted. This
included the pricing of hundreds of contract changes which had been
pending for several years. The sole exception to this sweep up of all
pending contracts was the CGN-41 which was the subject matter of a
1976 settlement initiative and which is currently in litigation under the
direction of the Department of Justice.

Mr. Chairman, I would like to submit the memorandum of decision
of Tenneco, Inc., of October 5, 1978, on the Newport News claims set-
tlement with attachments.

Senator PROXMIRE. We are happy to have that.
[The memorandum of decision, together with the attachments re-

ferred to, follows:]

MEMORANDUM OF DECISION OF TENNECO, INC., TO NEWPORT NEWS SHIPBUILDING
AND DRYDOCK Co., NEWPORT NEWS

INTRODUCTION

Over an extended period, representatives of the Navy and Newport News (a
division of Tenneco, Incorporated) have been seeking resolution of the ship-
building claims and other open issues (including the formalization of the CVN-70
contract) which have accumulated over the years and which threaten to con-
sume the resources of both parties in years of costly litigation. The outstanding
claims currently filed against the Navy by Newport News (approximately $750
million) embrace contracts for the Navy's most advanced nuclear-powered air-
craft carriers, guided-missile cruisers and submarines. The magnitude of these
claims and the importance of other open issues between the parties have led
senior officials of both Newport News and the Navy to exert every effort to
arrive at settlements which, in a manner consonant with our national interest,
would be mutually acceptable and enable both parties to concentrate on the
building of combatant ships which will constitute a major part of our Nation's
naval arsenal in the decades ahead.

The negotiations have been diligently pursued for more than ten months and
have finally resolved the fundamental disputes which for years have divided the
Navy and Newport News. The terms of settlement are set forth in an Aide Mem-
oire included as Attachment (1) to this document. Two elements of the overall
settlement are the sole subjects of this Memorandum: (i) the correction of an
acknowledged mistake on one contract and (ii) the release of all claims to
date on four current contracts, as well as other important elements of the over-
all settlement of open issues. The settlement of the basic claims has been reached
through rigorous analysis by the Naval Claims Settlement Board and neither
requires nor employs extraordinary contractual action. Those claims settlements
are described in this document solely to provide the context in which these two
limited actions under the authority of Public Law 85-804 are being taken.

BACKGROUND

Newport News is the largest shipbuilder in the Free World. It has built com-
batant Navy vessels for many years, and is the only private shipbuilder that
currently has the capability to produce nuclear powered surface ships. It is the
only private shipbuilder in the United States capable of building aircraft car-
riers, whether nuclear or conventionally powered. It is one of two shipbuilders
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qualified for the construction of nuclear powered submarines. In view of these
unique capabilities, the Importance of Newport News to the national defense,
to future Navy shipbuilding programs, and to the industrial capabilities of the
Nation, is self-evident.

Starting in the late 1960's and early 1970's Newport News was awarded con-
tracts for the construction of several classes of Navy vessels. These included the
CGN 36 and 37 (Nuclear-Powered Guided-Missile Cruisers), the CGN 38,39 and 40
(also Nuclear-Powered Guided-Missile Cruisers), the SSN 686 and 687 (Nuclear-
Powered Attack Submarines), the CVN 68 and 69 (Nuclear-Powered Aircraft
Carriers), the SSN 688 lead ship (Nuclear-Powered Attack Submarine) and four
follow submarines of the SSN 688 class. All of these contracts were fixed-price-
incentive contracts, and all of them Included pre-set escalation clauses of the type
then in use.

The number and complexity of ships ordered from Newport News during this
critical period required this shipbuilder to expand its workforce dramatically.
Newport News found it Impossible to obtain skilled workers in the numbers
required and was forced to dilute the skill level of Its workforce and to convert
competent journeymen into first-line supervisors. The effect of this was to de-
crease productivity of the yard and to stretch out the building periods of the ships
under contract. This loss of productivity and stretch-out occurred during a
period of double-digit inflation experienced in the mid-1970's and resulted in a
severe financial impact of delay on the shipbuilder.

At the same time, Newport News raised increasingly frequent complaints about
Navy actions or inactions at critical stages during design or construction which,
it asserted, either delayed or increased the cost of construction and were, there-
fore, compensable under the terms of Its contracts. The effects of many of these
events, even when the Navy acknowledged its responsibility and expressed its
willingness to adjust the contract accordingly, were often so intertwined with
other actions and so slow to reveal the full extent of their consequences that
Newport News tended to reserve them for composite claims submission long
after the fact. At their peak these contract claims totalled some $900 million,
and have since been the subject of time-consuming Navy analysis and audit
to ascertain Government or Contractor responsibility.

These claims submitted by Newport News and the Company's demand for
immediate payment have engendered an atmosphere of growing distrust and
acrimony between the Navy and the Company. In many respects the actions of
both parties have been governed less by a spirit of cooperation leading toward
the orderly construction of ships than by an attitude of defensiveness and
strife looking only toward the possible effects of their conduct on the litigation
they both increasingly viewed as inevitable.

The Company's claim concerning the construction of the CGN 36 and 37 was
eventually settled for approximately $44 million of the claimed amount of
$151 million. leaving a balance of claims outstanding of approximately $750
million. A contracting officer decision was issued on the claim concerning the
construction of the SSN 686 and 687, recognizing Government responsibility for
approximately $3 million of the $90 million claimed. That decision was appealed
to the Armed Services Board of Contract Appeals.

We have now arrived at a point where most of the ships under these contracts
have been delivered. All of the cruisers are now in active service. SSN 686, 687, 688
and three of the four follow 688 class ships are with the fleet. The Nuclear-Pow-
ered Aircraft Carriers CVN 68 and CVN 69 are deployed. Only the CVN 70, CGN
41 (both of which were added to these contracts through options the validity of
which Newport News has challenged in the case of the CGN-41 and was unpriced
in the case of the CVN-70) and eight follow-on SSN 688 class vessels not involved
in the current claims, remain under construction at Newport News. Yet while the
ships have largely left the yard, the claims they generated remain to poison the
relationship between the Navy and one of its key shipbuilders.

THE CLAIMS SETTLEMENTS

In an effort to centralize the Navy's resources on the enormous task of analyz-
ing Newport News' claims, the Chief of Naval Material In 1976 established the
Navy Claims Settlement Board (NCSB) and assigned to it contractual responsi-
bility for their resolution. The conclusions of the NCSB reached after two years of
painstaking analysis, constitute the foundation of the overall settlement with
Newport News set forth In Attachment (1). Briefly, those conclusions are:
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1. The Board has analyzed the $78.5 million claims submitted on the contract for
construction of SSN 688 (N00024-70-C-0269) and has advised that total adjust-
ments to the contract are warranted which, based upon presently estimated
final contract costs, will yield Newport News an increase in contract price of ap-
proximately $24.936 million.

2. The Board has analyzed the $191.6 million claims submitted on the contract
for construction of SSN 689, 691, 693 and 695 (N00024-71-C-0270) and has advised
that total adjustments to the contract are warranted which, based upon presently
estimated final contract costs, will yield Newport News an increase in contract
price of approximately $38.321 million.

3. The Board has analyzed the $159.8 million Claimsl submitted on the contract
for construction of CGN 38, 39 and 40 (N00024-70-C-0252) and has advised that
total adjustments to the contract are warranted which, based upon presently esti-
mated final contract costs, will yield Newport News an increase in contract price
of approximately $31.276 million.

4. The Board has analyzed the $221.3 million claims submitted on the contract
for construction of the CVN 68-69 (N00024-67-C-0325) and has advised that total
adjustments to the contract are warranted which, baseJ upon presently estimated
final contract costs, will yield Newport News an increase in contract price of ap-
proximately $24.527 million.

5. The $90.4 million in claims on the contract for the construction of the SSN
686-687 (N00024-69-C-0307), presently on appeal in the ASBCA, have been ana-
lyzed by the Board and attorneys of the Contract Appeals Division of the Office of
the General Counsel, who have advised that total adjustmnents to the contract
are warranted which, based upon final contract costs, will yield Newport News an
increase in conrtact price of approximately $21.896 million.

ACTION UNDER PUBLIC LAW 85-804

Settlement of the foregoing claims on the basis of strict analysis of their "en-
titlement value" encountered serious difficulties from the very outset of the nego-
tiations in the fall of 1977 and throughout the ensuing ten months of the continl-
ing search for an overall solution wtih top officials of Tenneco and Newport News.
It became abundantly clear that not only the settlement of the claims but also of
other critical open issues, including and long undefined contract for the CVN-70,
had to be an imperative Navy objective in the ongoing negotiations. A significant
additional consideration was that several years of work had been performed by
Newport News on four of these contracts since the submission of the claims in
1975 and 1976, leaving open the real prospect, in the vent of continuing contro-
versy, that supplemental claims would be filed covering events from those dates to
the present.

I consider it essential that the Company's claims releases on these contracts be
current so that the Navy and Newport News may resume the vital business of
ship construction in a businesslike atmosphere, free from uncertainty and acri-
monious contention. Accordingly, I authorize and direct the contracting officer to
increase the claim settlement under each of the following four contracts by $2.5.
million in additional compensation, in view of the Company's release of all
claims arising thereunder from events subsequent to the original submission of
the claims, notwithstanding that such events have not been fully identified or
analyzed. I have also taken into account the various important elements of the
overall settlement of open issues, referred to in this Memorandum and in Attach-
ment 1. The four affected contracts are as follows:

SSN 688 (N00024-70-C-0269)
SSN 689, 691, 693 and 695 (N00024-71-C-0270)
CGN 38, 39 and 40 (N00024-70-C-0252)
CVN 68-69 (N00024-67-C--0325)

I consider the foregoing action essential to the resumption of a normal relation-
ship with Newport News, and hereby determine pursuant to the residual powers
granted me under Public Law 85-804 that such action will facilitate the national
defense.

CONTRACT MISTAKE

During the long course of their discussions the parties identified one matter in
the nature of contract mistake which was beyond the authority of the contrqcting
officer to address. This issue was accordingly severed from the remainder of the
claims and submitted to the Navy Contract Adjustment Board pursuant to the
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established Armed Services Procurement Regulation (now Defense Acquisition
Regulaton) Section 17 procedures for handling and correcting contract mistakes.
Because of the unusually high dollar value of this matter and to preserve the
Contract Adjustment Board's impartiality in a case whose resolution was neces-
sarily to become a part of the Navy's overall settlement of disputes with Newport
News, I requested the Board to perform its usual analysis of the case but to for-
ward its findings of fact and recommendations to me for final action under Public
Law 85-804. The Board has done so, having reviewed voluminous records sub-
mitted by the contractor and the Naval Sea Systems Command, and having heard
the testimony of numerous persons who had a part in the contract negotiation in
question. The Board's report to me is incorporated as Attachment (2) hereto, and
is summarized below.

On September 14, 1970, Contract N00024-67-C-0325 was amended by Modifica-
tion PZ0041 from a cost reimbursement letter contract to a fixed-price incentive
contract for the design and construction of the nuclear aircraft carriers Nimitz
and Eisenhower (CVN 68 and 69). Included in the modification was a contract
provision, Article 9(h), which provides for reimbursement without profit, outside
the incentive matrix, of employee fringe benefit costs incurred by Newport News.
The clauses also included a ceiling provision as follows:

"Notwithstanding the provisions of subparagraph 9 of this [Article 9(h)], the
hourly employee benefit rate on which escalation adjustments shall be paid shall
not exceed $1.25 per direct labor hour charged to all product lines for sales to
customers and to Plant Under Construction accounts."

The effect of this limitation, as interpreted by the Navy, has been to preclude
Newport News from recovering approximately $17.8 million in booked costs as a
consequence of the $1.25 ceiling. In its request for relief Newport News urges that
both parties relied upon erroneous factual data in arriving at this ceiling rate
calculation, and that the contract should be modified to reflect as nearly as pos-
sible what would have been the intention of the parties, had the correct data been
before them at the time of their negotiations.

All documentary material which might have a bearing on this question has been
carefuly reviewed by the Contract Adjustment Board. This material unquestion-
ably establishes that the factual basis for the parties' ceiling calculation was erro-
neous. Upon referral by the Naval Sea Systems Command, the Board has found
that a mutual mistake of fact clearly underlay the parties' negotiation of an
appropriate fringe benefit escalation clause for the contract. The record shows
that contract Article 9(h) was to serve two purposes: principally, to provide a
mechanism for recovery of reasonable fringe benefit costs, and secondarily to pro-
vide, through the ceiling limitation, an incentive for the Contractor to control
fringe benefit costs

Eight years have passed since the negotiations in question. There is no evidence
that Newport News has acted unreasonably in administering its fringe benefit
costs, bearing in mind that its recovery of any costs over that ceiling was always
in doubt. The CVN 68 and 69 are deployed with the fleet.

With the aim of arriving at a result which provides an equitable resolution
within the framework of the original intentions of both parties in their negotia-
tions, the Board has recommended adjusting the erroneous figure utilized in,
Article 9 (h) from $1.25 to $1.65. I consider this to be a reasonable conclusion of a
longstanding issue and adopt the Board's recommendation.

Accordingly, in full settlement of that issue and pursuant to my residual powers
under Public Law 85-804, I hereby authorize and direct the contracting officer to
amend Contract N00024-67-C-0325 by deleting the figure of $1.25 and substituting
$1.65, thus providing Newport News approximately $13.2 million in additional
compensation thereunder. I find that this action will facilitate the national
defense.

The foregoing two determinations under Public Law 85-804 are subject to the
availability of appropriations, and are contingent upon and shall be effective only
upon final execution of the various settlement actions set forth in Attachment (1).
The contract amendments implementing the foregoing determinations shall com-
ply with all ASPR (DAR) Section XVII requirements and shall contain releases
in a form satisfactory to the contracting officer. In no event shall these determina-
tions be construed as authorizing, nor do thev authorize, an aggregate increase of
the Government's obligations 'under those five contracts in excess of $25 million.
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ATTACHMENT 1

AIDE MEMOIBE

The sole purpose of Initialing this document is to record the basic elements
of understanding we have reached after long negotiation with respect to claims
and other open issues involving contracts for the construction of ships between
the Department of Navy and Tenneco/Newport News Shipbuilding and Dry
Dock Company (hereinafter Newport News). With the aim of resolving all pend-
ing matters, it is our intention to take the following steps:

1. The Navy Claims Settlement Board (the "Board") has analyzed the $78.5
million claims submitted on the contract for construction of SSN-688 (N00024-
70-C-0269) and has advised that total adjustments to the contract are warranted,
which based on presently estimated final costs on said contract, will yield New-
port News an increase in price of approximately $24.936 million on said contract.
Newport News will accept said adjustments as full compensation for its claims
on this contract.

2. The Board has analyzed the $191.6 million claims submitted on the contract
for construction of SSN 689, 691, 693 and 695 (N00024-71C-0270) and has advised
that total adjustments to the contract are warranted, which, based on presently
estimated final costs on said contract, will yield Newport News an Increase in
price of approximately $38.321 million on said contract. Newport News will ac-
cept said adjustments as full compensation for its claims on this contract.

3. The Board has analyzed the $159.8 million claims submitted on the contract
for construction of CGN 38, 39 and 40 (N00024-70-C-0252) and has advised that
total adjustments to the contract are warranted, which, based on presently esti-
mated final costs on said contract, will yield Newport News an increase in price
of approximately $31.276 million on said contract. Newport News will accept
said adjustments as full compensation for its claims on this contract.

4. The Board has analyzed the $221.3 million claims submitted on the con-
tract for construction of the CVN 68-69 (N00024-67-C0325) and has advised
that total adjustments to the contract are warranted, which, based on presently
estimated final costs on said contract, will yield Newport News an Increase In
price of approximately $24.527 million on said contract. Newport News will
accept said adjustments as full compensation for its claims on this contract.

5. The $90.4 million in claims of Newport News on the contract for SSN 686-
687 (N00024-69-C-307) presently on appeal in the ASBCA have been analyzed
by the Board and attorneys of the Contract Appeals Division and they have ad-
vised that total adjustments to the contract are warranted, which, based on final
costs of said contract, will yield Newport News an Increase in price of approxi-
mately $21.896 million on said contract. Newport News accepts said adjustments
as full compensation for its claims on this contract and will withdraw such ap-
peal with prejudice.

6. Newport News will fully release, in a form satisfactory to the Navy, all
claims based upon events, occurring on or prior to the date of the definitive docn-
ments to be executed by the parties in implementation of this Aide Memoire aris-
ing under any of the contracts listed in paragraphs 1 through 5 (and the one
for the CGN 36-37), as well as the impact of any of these contracts on each
other or on any other shipbuilding contract between the Navy and Newport
News, or between Newport News and any other person or entity. Newport News
will not contest in any forum the validity and enforceability of said contracts
based upon events on or prior to the aforesaid date. Nothing contained in the
aforesaid release or in this Aide Memoire, however, shall be deemed to be a
waiver of the rights of the parties pertaining to the construction of the CGN-41.

7. Newport News has submitted a request for reformation of the contract for
CVN 68-69 (N0)024-67-C0325) under Public Law 85-804 on the basis of mutual
mistake regarding the fringe benefits clause in said contract. The Navy Contract
Adjustment Board has examined the request and has found that a mutual mis-
take of fact occurred. In the exercise of the Secretarial discretion vested by
Public Law 85-804, the Assistant Secretary of the Navy (M,RA&L) will accept
the Board's findings and recommendations, and under the residual powers of
that Act will direct reformation of that contract by correcting the ceiling from
$1.25 to $1.65, thus increasing the Government's obligation by approximately
$13.2M. Newport News will accept said adjustment as a fair and equitable refor-
mation of the contract.
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8. In the further exercise of the Secretarial discretion vested by Public Law
85-804, the Assistant Secretary of the Navy (M,RA&L) will, under the residual
powers of that Act, authorize and direct the contracting officer to increase the
claim settlement under each of the following four contracts by $2.5 million In
additional compensation, in view of the release to be given by Newport News, as
provided in paragraph 6, and various other elements of the overall settlement of
open issues contemplated by this Aide Memoire. The four affected contracts are
as follows:

SSN 688 (N00024-70-C-0269)
SSN 689, 691, 693 and 695 (N00024-71-C-0270)
CGN 38,39 and 40 (N00024-70C-0252)
CVN 68-69 (N00024-67-C-0325)

9. It is understood that the timing of the payments to be made by the Navy
to Newport News pursuant to paragraphs 1 to 5, inclusive, 7 and 8, shall be
governed by the provisions of the existing respective contracts, adjusted in ac-
cordance with the terms of this Aide Memoire.

10. Representatives of the Navy and Newport News shall with urgency agree
upon the aggregate price (at ceiling and Including applicable fee) of the unad-
judicated changes on the contracts referred to in paragraphs 1 through 5, in-
clusive, to a date the nearest possible to the one of this Aide Memoire. It is our
intention and an Important element of the understandings set forth in this Aide
Memoire that this matter shall be settled and agreed upon not later than the
date of execution of the contract modifications to be signed in Implementation of
this Aide Memoire. With equal urgency and simultaneously with the aforesaid
contract changes, the parties shall determine and agree upon the unresolved ob-
ligations of Newport News pertaining to Insurv and guarantee items, material
shortages and other related items which, according to current Navy estimates,
have an approximate value of $2.0 million, it being understood that the agreed
upon value shall not be withheld by the Navy from agreed value of the aforesaid
contract changes or otherwise, without prejudice however to the unconditional
obligation assumed by Newport News of discharging such obligations in a timely
and efficient manner.

11. We have further agreed that the quantum of disallowed costs under the
contracts referred to in paragraphs 1 through 5, Inclusive, to the date of this Aide
Memoire will be approximately $19.4516 million, with the understanding that
this figure takes into account the allowance of approximately $1.0196 million of
home office expenses (out of a total of home office expenses of approximately $8.-
6093 million) and also the allowance of certain disputed pension fund costs only
with respect to the contract referred to in pargaraph 4, supra (approximately
$2.4884 million), but that such pension fund costs will be disallowed and released
by Newport News with respect to the other contracts referred to in pargraph 1,
2, 3 and 5, supra. State tax accruals now disallowed, will be allowable as costs
when actually paid by Newport News.

12. As a result of recent steps taken by representatives of the Navy and New-
port News, the contract terms and conditions for the CVN-70 have been sub-
stantially settled and it is understood that, as an integral part of the implementa-
tion of the several understandings set forth herein, the parties shall execute a de-
finitive contract on such terms and conditions.

13. Newport News will withdraw with prejudice ASBCA Docket No. 21728 and
release the Navy from all further claims concerning the allowability of home
office expenses which are the subject of said proceeding.

14. To contribute to the orderly management of contracts between Newport
News and the Navy both parties will take all steps necessary promptly to process
and negotiate, on a fully priced basis, all contract change proposals, without
reservation for delay and disruption, subsequent to the date of this document.

15. All of the steps to be undertaken by the Navy are subject to the availability
of appropriations.

This will confirm our commitment from the outset of our discussions of this
matter that the rights of the parties shall in no way be prejudiced or altered by
the understandings and intentions set forth herein but that such rights shall be
governed only by the documents to lie subsequently executed by both parties In
the implementation of these understandings. Thus, this document merely sets
forth the understandings and declarations of intention which are the outcome of
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their lengthy discussions and which both parties expect will lead to prompt and
final resolution of the matters described herein. As such, it is agreed that this
document is priviliged and not subject to publication, discovery or to voluntary
production by either party before any court or in any other forum.

ADDENDUM TO AIDE MEMOIRE

By way of clarification, it is recognized that:
A. The $24.936 million in paragraph 1 represents an increase In the ceiling

price of $18.701 million and a separate payment of $6.235 million.
B. The $38.321 million in paragraph 2 represents an increase in the ceiling

price of $31.451 million and a separate payment of $6.870 million.
C. The $31.276 million in paragraph 3 represents an increase in the ceiling price

of $13.897 million and a separate payment of $17.379 million.
D. The $24.527 million in paragraph 4 represents an increase in the ceiling

price of $12.950 million and a separate payment of $11.577 million.
E. $21.896 million in paragraph 5 represents an increase in the ceiling price

of $9.386 million and a separate payment of $12.510 million.
F. The figures above are precise and will not vary with negotiated final costs.
G. The parties will negotiate settlement modifications (including releases)

under these contracts similar to the release negotiated with the Navy in the
DLGN 36 and 37 settlement, and Newport News will also release the Impact of
these contracts on other contracts.

All rights of the parties regarding DLGN 41 will remain unaffected, and the
rights of the parties regarding CVN 70 shall be covered exclusively by the de-
finitized contract to be executed.

H. The reformation referred to in paragraph 7 will result in an additional
escalation payment to Newport News in the amount of $13.2 million.

I. The payments in paragraph 8 are additional payments, separate from any
other payments under the contracts.

J. It is the Intent of the parties that the implementing contract modifications
will close out contracts (SSN-688) N00024-70-0269 and (SSN 686-687) N00024-
69--307 and will reach final negotiated prices for contracts (CGN 38, 39 and 40)
N00024-70-0252 and (CVN 68-69) N00024-67-C-0235 and on contract (SSN 689,
691, 693 and 695) N00024-71(-C-0270 as specified by the contracts.

K. With respect to paragraph 10, pricing of changes (including related escala-
tion) is conditioned upon mutual agreement, and covers all changes as of Sep-
tember 5, 1978. In order to deflimit the unresolved obligations of Newport News,
the Company's responsibility for guarantee deficiencies, Insurv items, furnish-
ing of undelivered materials/software and resolution of other related Items will
be specifically defined and agreed to as of the date of the Implementing modifica-
tions. Government retentions for guarantee deficiency items will be released.

L. With regard to state tax accruals, it is agreed that state taxes are allowable
costs and agreements on the timing of the allowability will be reached between
the Company and the contracting officer and specified in the settlement modifica-
tion and the estimated disallowances will be issued accordingly.

M. The Navy agrees that the allowability of Home Office Expense (i) for the
year 1972 and forward for these contracts shall be in accordance with CAS 403
and (ii) shall be as allowed by DCAA for the years prior to 1972. Hence, Newport
News will withdraw the ASBCA appeal referred to in paragraph 13.

N. With regard to the last unnumbered paragraph of the Aide Memoire and,
indeed, this entire agreement, this document is tentative only and is conditioned
upon implementation by means of contract modifications acceptable to both
parties.

ATTACHMENT 2

DEPARTMENT OF THE NAVY,
READQuABTERs NAVAL MATERIAL COMMAND,

Washington, D.C., August 15, 1978.
MEMOEANDUM roa THE ASSISTAf4T SECRETARY OF THE NAVY (MANPOWER, RESERVE

APFAIRS AND LOGISTICS)

Subject: Newport News Shipbuilding and Dry Dock Company; Request for Cor-
rection of a Mistake Under Public Law 85-804; Contract N00024-67-G-0395.

1. Inttoduction.-Pursuant to your request, I am submitting herewith the find-
ings of fact and recommendations of the Navy Contract Adjustment Board with
respect to the above-entitled matter. These findings and recommendations, which
address whether a unilateral or a mutual mistake of fact was made, are based
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upon the record submitted to the Board by the Naval Sea Systems Command
(NAYSEA). The Board also took into account discussions it conducted with the
Contracting Officer, the former Project Manager, representatives of DCAA, New-
port News, and others. Eight years have passed since these events occurred.
In many respects, the written record Is sketchy and the recollections of those
who played a role in the formation of the contract were sometimes vague. The
Board does not believe, therefore, that it is possible to ascertain with precision
the intention of the parties at the time of their agreement, and for that reason,
the Board was conservative in its approach. The Board does, however, feel con-
fident that reformation of the contract on the basis of mistake is warranted.

2. Facte.-By letter dated May 17, 1978, Newport News Shipbuilding and Dry
Dock Company (NNS), Newport News, Virginia, has requested an increase in
the price of subject contract pursuant to Public Law 85-804 and ASPR (DAR)
17-204.3 to correct a mistake made in Article 9(h) of modification PZ041 to
that instrument. Article 9(h) is reproduced in Enclosure (1). NAVSEA, in its
report to the Board setting forth the facts in the matter, has expressed the
opinion that a mutual mistake may have been made since "[t]he pertinent con-
tract clause, as interpreted by the Navy, failed to accomplish the intent of the
parties." While it is presented upon alternative bases of unilateral and mutual
mistake, the gravamen of the contractor's request and the accompanying favor-
able NAVSEA recommendation is that subparagraph 10 of Article 9(h) of the
contract failed to reflect the intent of the parties in that they both relied upon
erroneous information in negotiating the amount of an escalation adjustment
permitted thereunder to compensate for increases in the cost of employee fringe
benefits.

3. On March 18, 1970, NNS submitted its updated proposal for definitizing the
letter contract for the USS Nimitz at a target cost of approximately $335.9 mil-
lion. The parties had been exchanging information for approximately a year. At
that time, the proposed target cost contained overhead contingencies for expected
increases in NNS's employee benefit costs above those in effect for a base period,
established as the month of June 1967. Formal price negotiations commenced on
May 20, 1970. During negotiations, it was apparently suggested that an additional
special escalation provision be drafted to eliminate the need to include projected
overhead increases for employee fringe benefits as a contingency within the tar-
get cost. By letter of May 2(i 1970. NNS provided a draft escalation provision
which later became subparagraphs 1 through 9 of contract Article 9(h). It does
not appear that there was any discussion at that time of placing a limitation on
the amounts of fringe benefits reimbursable under the contract, nor did the special
escalation provision as tendered by NNS contain any such limitation. The under-
lying purpose of the fringe benefit escalation provision is reflected by what
became the preamble to Article 9 (h) itself :

"It is recognized that the contractor may during the term of this contract make
changes in the scope and types of employee benefit programs, such changes becom-
ing necessary as a result of agreements with union eligible employees or desirable
to maintain the ability to hire and to retain good employees. The amounts of such
changes and their effects upon this contract being indefinite, it is agreed the effects
of such changes since June 1967 below the limitations set forth in subparagraph
10 herein are not included in the target cost set forth in article 7, entitled "Com-
pensation," of these special provisions but shall be reimbursed separately [outside
the incentive matrix and without profit] as an escalation payment determined as
follows:"

4. As a result of these discussions with respect to pricing fringe benefit escala-
tion, NNS reduced its target cost by approximately $11.9 million to a new target
cost of $324 million. Thereafter, on June 25, 1970, negotiations were expanded to
include the Ei8enhower and NNS proposed a two-vessel target cost of $70 million
on the same terms and conditions as were stated under its earlier Nimitz pro-
posal, including the escalation adjustment provision for employee fringe benefits.
The Board is advised that the two vessel target cost also reflected separate treat-
ment of fringe benefit costs.' Navy representatives tentatively agreed to the two
ship target cost figure and subsequent meetings were held to resolve all remaining

I A representative of DCAA, Newport News stated to the Board that he believed
the target cost for the two ship proposal reflected approximately an $18 million reduction.
NNS has booked $59.221.468 and received $40.374,479 under the terms of the contract.
However, there is no evidence that NNS has granted unreasonable Increases In employee
fringe benefits and comparison with fringe benefits offered by other shipyards indicates
that NNS was consistent with Industry practice.

32-340 0 - 81 - 10
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matters, one of which was to reach final agreement on Article 9(h) of the con-
tract. NNS executed the modification on June 30, 1970.

5. The backdrop of the Navy's desire to include a ceiling provision limiting
reimbursement of fringe benefit costs may be a June 11, 1970, Defense Contract
Audit Agency (DCAA) report which stated, inter alia:

"The current proposal to include them [fringe benefit costs] under a special
escalation clause, in effect, places these fringe benefits under a separate cost-type
contract. There would be very little or no contractual incentive for the contractor
to control future fringe benefit costs. Even if there are other factors acting to
restrain the contractor in granting fringe benefits, the proposed special escala-
tion computations would set a potentially dangerous precedent for future Navy
contracts."

Based at least in part on DOAA's objections, the previously proposed NNS
clause was modified by the addition of a separate paragraph 10 (set forth in full
below) which provides a $1.25 limitation on the amount of reimbursement under
the special fringe benefit escalation provision.

6. On September 14, 1970, contract N00024-67-C-0325 was amended by modi-
fication PZ0041 from a cost-reimbursement letter contract to a fixed-price in-
centive contract for the design and construction of both the USS Nimitz (CVN
68) and the USS Ei8enhower (CVN 69) and included Article 9(h) as finally
negotiated. As previously stated, this modification had been executed by New-
port News on June 30, 1970, some forty days after final negotiations had com-
menced.

7. Article 9(h) describes the method to be used for determining quarterly
escalation adjustments for employee fringe benefit programs. In short, the base
month (June 1967) hourly rate of employee benefits is subtracted from the cur-
rent quarter's hourly rate of employee benefits, and the difference is then multi-
plied by the actual direct labor hours of work on each vessel during that current
quarter. It is this product that constitutes the quarterly escalation adjustment
for each vessel.' However, subparagraph 10 of the clause immediately thereafter
states:

Notwithstanding the provisions of subparagraph 9 of this [Article 9( (h) ], the
hourly employee benefit rate on which escalation adjustments 8hall be paid ahall
not exceed $1.25 per direct labor hour charged to all product lines for sales to cus-
tomere and to Plant Under Construction account8." [Italic supplied.]

It is this provision which has been the core of the parties' disagreement since
October 1970.

8. In order to determine whether the $1.25 ceiling provision truly reflected the
intent of the parties, the Board has carefully examined the documentary material
of record supporting the negotiations of the provision in question. The record
indicates that on June 5, 1970, a NNS employee, Mr. A. R. Myers, prepared a
spread-sheet document, entitled "Computation of Projected Escalation of Pay-
roll Fringe Benefits on Ninmitz (Basis of Target Estimate)" (hereafter the
"Myers spread-sheet"). This document supported an approximate $11.4 million
reduction in Nimitz' target cost and became the basis for negotiation of the
$1.25 ceiling provision set forth in subparagraph 10 of Article 9(h). This is con-
firmed by a second contemporaneous document dated June 15, 1970, authored by
another NNS official, Mr. C. E. Dart (hereafter the "Dart work-sheet"). The
Dart work-sheet reflects that an approximate $11.5 million reduction in overhead
was calculated by NNS on the basis of Myers' June 5 calculations. The Myers
spread-sheet reflected a constant employee benefit rate of $1.09 for calendar
years 1770 through 1973.3 Meanwhile, on June 10, 1979, still a third contempo-

' The Board was unable to determine why the parties agreed to a quarterly vice annual
limitation. The fringe benefit rate would fluctuate from a high In the first and second
calendar quarters to a low In the third and fourth quarters due to FICA lUmitations.
It may possibly be due to the fact that Article 9(h) is but one paragraph of the "Com-
pensation Adjustments" clause. The remainder of the clause operates independently of ac-
tual costs.

nThe Board noted that there had been an historical and annual rise In the employee
benefit rate from 1967 on forward. a fact known (though not fully) to NNS at the time
of negotiations. It was therefore puzzled by the fact that NNS projected a flat rate of
31.09 through the life of the contract. A possible explanation for this. and one offered
by a renresentative of DCAA was that NNS expected a substantive increase In production
labor which would have had the effect of flattening the rate. NNS. however. reportedly
experienced great difficulty In hiring ond retaining skilled labor while performing the
contract. This would have had the effect of driving up the fringe benefit rate. Pure
mathematical calculations using the true historical rates and trends through March 1970
yielded a projected rate of over $4.00 during the then projected period of contract
performance. These calculations, of course, do not take Into account the labor sensitivity
of the rate.
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raneous document was constructed by NNS' Mr. C. T. Dickerson entitled "In-
crease by Quarters in Fringe Benefits Over 1967 (1967 Base Values from A. R.
Myers Analysis)" (hereafter the "Dickerson spread-sheet"). Significantly, but
apparently unknown and certainly not relied upon by the parties during negotia-
tion of the $1.25 ceiling figure, the Dickerson spread-sheet reflected a much
greater employee benefit rate for the first quarter of 1970-$1.35-a figure later
adjusted to $1.29.'

9. Subsequently, the negotiator's post-negotiation clearance of July 9, 1970,
indicated the parties' reliance on the accuracy of what they both believed to be a
projected 1970 fringe benefit rate of $1.09. It stated that:

"The auditor verified 6 that since June 1967 the fringe benefit cost per man hour
increased from $0.735 8 to $1.093 in 1970. This is an increase of $0.358 per man
hour in three years. The fringe benefit escalation language provides a ceiling of
$1.25 per man hour or an additional $0.157 per man hour over the next five years
to limit the liability of the Government." [Italic supplied.]

10. Discus8ion.-It is clear from the record before the Board that the parties
mistakenly negotiated the $1.25 fringe benefit limitation upon the erroneous belief
that the experienced rate for the first quarter of 1970 was $1.09. It was not.
Indeed, it is now known that three months prior to the effective date of the con-
tract the actual rate exceeded the $1.25 ceiling by four cents. Had the parties at
the time of negotiations known that the Myers spread-sheet was so grossly in
error, it is beyond reasonable doubt that they would never have agreed to the
$1.25 limitation on reimbursement for employee fringe benefit costs.7 To have
done so would come * * * close to being a contract which no man in his senses,
not under delusion, would make * * * on the one hand, and as no honest and
fair man would accept * * * on the other' * ** Hume v. U.S., 132 U.S. 393, 395
(1889). Accordingly, the Board believes that a mutual mistake was made as to a
material fact existing at the time contract modification PZ0041 was executed.

11. As to determining what the parties would have agreed to but for their mu-
tual reliance upon the foregoing mistake of fact, NNS urges, as it has since this
issue first arose, that the * * $1.25 amount was a limitation on the amount of
adjustment, i.e., the difference between the base and the total fringe benefit

There may have been considerable pressure upon the parties to reach final agreement.
This is borne out by a memorandum dated May 20, 1970, the very day that final price
negotiations were commencing. This memorandum, written by a highly respected senior
NAVSHIPS official, relates with evident frustration his attempts to convey the urgency
of concluding negotiations. He states:

-(c) That negotiations for the Nimitz have already been postponed time and time
again and that they are continuing to be delayed for no good purpose.

kid) That continued delay In these negotiations can be expected to lead to higher
actual cost of the ship since the provisions of the dednitized contract will not be placed
In force until the contract be signed.

(e) That the continued nelay in completion negotiations for the Nimitz Is a matter
of embarrassment to the Chief of Naval Operations, the Secretary of the Navy, the
Deputy Secretary of Defense and the Secretary of Defense.

"(f) That leaders of the Senate Armed Services and Appropriations Committees have
raised issues with Defense officials concerning the status of negotiations.

`(g) That the Navy is In the embarrassing position of not being able to report the
results of the negotiations In the March 31 SAR report. The December SAR report had
predicted the negotiations would be completed by this time."

By contrast, this same memoranci.m .escribes the painstaking manner by which the Navy
and Newport News had constructed their respective ingoing positions. (The proposals and
negotiations regarding the Eisenhower and fringe benefit escalations were yet to occur.)

6 Testimony adduced before this Board by a representative of the DCAA Resident
Auditor, Newport News, indicates the figures had not been audited at that time (July

'The June 1967 base month was later determined to be $0.694, possibly compounding
the error.

I While it Is clear the parties intended to agree to some ceiling limitation, it is also clear
that the parties anticipated the clause would permit recovery of reasonable fringe
benefit costs. This is borne out by the statements of those Interviewed, as well as by
a memorandum prepared by the former project manager and approved by the Com-
mander. NAVSHIPS in May 1970. This document reads in part:

"Topic.-Establishing Base Month of June 1967 for purposes of pricing out CVAN-68.
"Facts.-Increase in cost due to inflation is not an increase resulting from poor ship-

building management. It is a result of operation of the economy of the country and is
completely independent of the manpower, material, and time resources required to build a
ship or the management of these resources.

"The effect of Inflation is independent of any technical or characteristics changes
which may be introduced into the ships after contracting.

"In order to provide for full recovery of growth the escalation clause will contain adjust-
ment factors for the BLS index movements and the Contractor's experienced variaiton
with the BLS index movements as well as the inflationary effect of fringe benefits on
overhead rate." [Italic supplied]
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amount, and was not a limitation on the total amount of the fringe benefit
reimbursement.

In its May 17, 1978 application for relief NNS has also proffered the alternative
explanation that: * ° * the $1.25 limitation may apply neither to the total
amount nor to the difference, but rather to the base upon which escalation is to
be added.

NNS continues by theorizing that if there were no effective ceiling on these
escalation payments the company would be enttiled to approximately $19,028,283
in additional reimbursement under the contract.

12. The Board considers both of these propositions to be without merit and in
direct conflict with the plain language and operation of the contract provision
in question.0 Two key Navy representatives present at th? negotiations recalled
the intent of the mistakenly-developed $1.25 figure was to place a limitation on
the rate on which quarterly adjustments would be paid. The purpose of the ceiling
provision was said to provide a contractual incentive for NNS to control fringe
benefit costs. This would be consistent with the DCAA recommendation quoted
earlier that there was a need to contractually control future fringe benefit costs.
As indicated previously, both parties relied upon the Myers spread-sheet in ne-
gotiating the $1.25 limitation. This document indicates that the rate for 1968 was
$0.76 and the rate for 1969 was $0.93 while the rate predicted for 1970 through
1973 was $1.09. One of the Navy representatives who participated in the negotia-
tions stated the $1.25 figure was probably established, at least in part,"0 by adding
$0.16 to the NNS predicted rate of $1.09, which was equal to the previous in-
crease between $0.93 and $1.09 found in the Myers spread-sheet.

'13. Since, in fact, the actual adjusted rate for the first quarter of 1970 was
$1.29," the Board believes it appropriate to adopt the same methodology which
may have been used by the parties in 1970 to establish an adjusted ceiling provi-
sion which will now correct the effect of their mistake. In the Board's view, the
record affords no better basis for carrying out the parties' apparent intent.' Thus,
by applying the method of calculation apparently used in 1970, we conclude that
the ceiling provision would probably have been $1.65 but for the parties' mistaken
reliance upon the accuracy of the first quarter rate of $1.09.3

G. R. HENRY,
Captain, SC, USN,

Chairman, Navy Contract Adjustment Board.
Enclosure.

On October 1. 1970, NNS submitted Its first invoice seeking reimbursement for costs
of employee fringe benefits of $3,359,061 through September 1970. The Board has taken
note of the fact the NNS calculations did not reflect recognition of the $1.25 ceiling
contained in Article 9 (h) of the contract.

° We cannot help but question the seriousness of NNS's eleventh-hour Interpretation
when. concededly, there is no company representative who has more than the vaguest
recollection of this negotiation in 1970. An internal memorandum dated July 23, 1975
(furnished to the Navy on July 30, 1975), from NNS's corporate legal department
states :

"The specific intent of the negotiators for application of the limitation Is difficult to
reconstruct as there is no one in the company who remembers any discussion of the
specific application."

Moreover, NNS has not represented otherwise in its May 17, 1978 application or in
any other documentation before this Board.

'5 This same person also stated there may have been other considerations which he
did not recall in reaching the agreed upon ceiling as well. No one else interviewed had
any recollection of how the $1.25 ceiling was calculated.

" While the Dickerson spread-sheet projects a rate of $1.35, and the actual adjusted
rate for June 1970 was $1.33. the June rate would not have been known until at least
mid-July 1970 under normal circumstances, according to DCAA. The Board believes
that had the Dickerson projection been proposed, an audit would have been likely, since
it represents such a significant increase over the June 1967 base. For this reason, the
March 1970 rate of $1.29. which DCAA states would have been available. is recommended
as the base point for reformation of the clause. This quarter's rate, though in error, was
also the one apparently selected by NNS.

"Because eight years have passed since the negotiations of Article 9(h), much of
the oral evidence presented to the Board has been vague. Given this confused record, the
Board attempted to reconstruct the intent of the parties Insofar as it now can be
ascertained, while at the same Ime applying general principles of equity in search of a
result that would he fair to both parties. The Board cannot be certain. of course. that
the parties would have used this methodology had the true historical rates been known.

"3 The difference between the 1969 rate of $0.93 and the actual adjusted rate of $1.29 for
the first quarter of 1970 is $0.36. The recommended ceiling figure Is derived by adding
$0.36 to $1.29 for a corrected ceiling rate of $1.65. This would increase the Government's
obligation under the contract by approximately $13,250,156, subject to possible Increase
upon resolution of certain request for equitable adjustment.
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ARTICLE 9(h). ESCALATION ADJUSTMENT FOR CHANGES IN EMPLOYEE BENEFIT
PROGRAMS

It is recognized that the contractor may during the term of this contract make
changes in the scope and types of employee benefit programs, such changes becom-
ing necessary as a result of agreements with union eligible employees or desirable
to maintain the ability to hire and to retain good employees. The amounts of such
chaiges and their effects upon this contract being indefinite, it is agreed the effects
of such changes since June 1967 below the limitations set forth in subparagraph 10
herein are not included in the target cost set forth in article 7, entitled "Compen-
sation," of these special provisions but shall be reimbursed separately as an
escalation payment determined as follows:

1. The total costs recorded in the contractor's accounts for the below-listed
employee benefits during the year 1967 shall be determined.

a. Allowed time
b. Vacation and holiday
c. Sick leave
d. Workmen's compensation and public liability
e. F.I.C.A.
f. Unemployment compensation tax
g. Disability payments
h. Group insurance and hospitalization
i. Pension plan costs
j. Thrift plans

2. The direct labor hours during the year 1967 charged to all product lines for
sales to customers and to plant under construction accounts shall be determined.

3. The average cost of employee benefits per direct labor hour during 1967
shall be determined by dividing total costs in 1 above by direct labor hours in
2 above.

4. At calendar quarter intervals beginning with the calendar quarter ending
31 March 1968, the increased costs of employee benefits allocable to each vessel
under this contract shall be determined in accordance with the method described
in subparagraphs 5 through 7 below.

5. The total costs recorded during the current calendar quarter period in the
contractor's accounts for the employee benefits listed in 1 above plus any addi-
tional benefits programs added since 1967 shall be determined. Any adjustments
made by the contractor to accrued fringe benefit costs for prior accounting
periods shall be included as adjustments of the calendar quarters in which the
fringe benefit cost accrual adjustments are recorded in the contractor's accounts.

6. The direct labor hours during the current calendar quarter period charged
to all product lines for sales to customers and to plant under construction
accounts shall be determined.

7. The average cost of employee benefits per direct labor hour during the cur-
rent calendar quarter period shall be determined by dividing total costs in 5
above by direct labor hours in 6 above.

8. The average costs per direct labor hour during the 1967 base period, com-
puted in 3 above, shall be deducted from the corresponding average during the
current calendar quarter period, computed in 7 above.

9. The quarterly adjustment under this paragraph (h) shall be the product of:
a. The difference between 3 and 7, computed in 8 above, and
b. The actual direct labor hours of work on each vessel under this contract

during the current calendar quarter period.
Adjustments under this paragraph (h) shall be set forth in a supplemental

agreement, which shall constitute the amount of adjustment for each vessel for
the quarterly period involved.

10. Notwithstanding the provisions of snbparagraph 9 of this paragraph (h),
the hourly employee benefit rate on which escalation adjustments shall be paid
shall not exceed $1.25 per direct labor hour charged to all product lines for sales
to customers and to Plant Under Construction accounts.

11. No payment shall be made under this paragraph (h) on account of changes
in the cost of employee benefit programs listed in subparagraph 1 above to the
extent that such changes result from changes in the law subsequent to the date
of the signing of this contract, the effect on this contract of such chances being
provided for under the article entitled "Equitable Adjustments for Changes in
Law Having an Impact on Labor Cost."
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THE ASSISTANT SECRETARY OF THE NAVY,
MANPOWER RESERVE AFFAIRS AND LOGISTICS,

Washington, D.C., October 5,1978.

Hon. WALTER F. MONDALE,
President of the Senate,
Washington, D.C.

DEAR MR. PRESIDENT: The following report is made to advise you of the settle-
ment agreement bxecuted today, settling the outstanding claims against the Navy
by Newport News 1iipouiLdtng and Dry DocK Company as weli as other open
issues.

Newport News Shipbuilding and Dry Dock Company submitted claims In
1975 and 1976 concerning five contracts with the Navy which request increases
under the contracts as follows:

millions

Contract N00024-70-C-0269 (SSN 688)- -___________________------ $78.5
Contract N00024-71-C-0270 (SSN 689, 691, 693, 695) 191.6
Contract N00024-70-C-0252 (CGN 38, 39. 40)_-_______________ ----- 159.8
Contract N00024-67-C-0325 (CVN 68, 69)_------------------------ 221.3
Contract N00024-69-C-0307 (SSN 686, 687)_----------------------- 90.4

The Navy Claims Settlement Board (NCSB) has thoroughly examined and
evaluated these claims and the Navy and the Company have reached settlements
on these claims, as well as other outstanding open issues. As a result of the
settlement, the following total adjustments to the contracts are being made:

Contract N`OA9A-70-C-fO1A ( SRT 6QR) _-__-______-_______-_-_$27,053, 867
Contract N00024-714-C0270 (SSN 689, 691, 693, 695) ---------- 41,662,137
Contract N00024-70-C-0252 (CGN 38, 39, 40)_-8------------- 34,232,569
Contract N00024-67-C-0325 (CVN 68, 69)_------------------- 40,227,000
Contract N00024-69-C-0307 (SSN 686, 687)_----------------- 21,898,378

In addition to that portion of these amounts determmined valid for payment
as a result of the Navy Claims Settlement Board evaluation of the claims,
within the terms of the existing contracts, these adjustments included $2.5
million in additional compensation under Public Law 85-804 on each of the
contracts, with the exception of Contract N00024-69-C-0307, In view of the
complete release given by the Company and various other elements of the overall
settlement of open issues. Contract N00024-67-C-0325 for the CVN 68/69 has
alco ),Pen reformed under Public Law 85-804 by correcting a mutual mistake
concerning the fringe benefits clause in said contract. This reformation in-
creases the Government's obligations by approximately $13.2 million and said
amount is reflected In the adjustments stated above.

The entire settlement is subject to the availability of appropriations.
If desired, I am prepared to respond to any questions regarding this

determination.
Sincerely,

EDWARD HIDALOO.

THE ASSISTANT SECRETARY OF THE NAVY,
MANPOWER, RESERVE AFFAIRS AND LOGISTICS,

Washington, D.C., October 5, 1978.
Hon. THOMAS P. O'NEILL, Jr.,
Speaker of the House of Representatives,
'Washington, D.C.

DEAR MR. SPEAKER: The following report Is made to advise you of the settle-
ment agreement executed today. settling the outstanding claims against the Navy
by Newport News Shipbuilding and Dry Dock Company as well as other open
issues.

Newport News Shipbuilding and Dry Dock Company submitted claims in 1975
and 1976 concerning five contracts with the Navy which request increases in ceil-
ing prices and in other compensation under the contracts as follows:

Contract N00024-70-C-0269 (SSN 688) -__________________ $78.5
Contract N00024-71-0270 (SSN 689, 691, 693, 695) ---------------- 191.6
Contract N000.4-70-(C'-252 (CON 3R. 39. 40)_---------------------- 159.8
Contract N00024-67-C-0325 (CVN 68, 69) -------------------------- 221.3
Contract N00024-69-C-0307 (SSN 686, 687) -------- _------------- 90.4
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The Navy Claims Settlement Board (NCSB) has thoroughly examined and
evaluated these claims and the Navy and the Company have reached settlements
on the claims, as well as other outstanding open issues. As a result of the settle-
ment, the following total adjustments to the contracts are being made:

* Contract N00024-70-C-0269 (SSN 688)---------------------- $27,053,867
Contract N00024-71-C-0270 (SNN 689, 691, 693, 695)_--------- 41,662,137
Contract N00024-70-C-0252 (CGN 38, 39, 40) -- ___-________34,232,569
Contract N00024-67-C-0325 (CVN 68, 69)- - __________ 40,227,000
Contract N00024-69-C-0307 (SSN 686, 687)_----------------- 21,898,378

In addition to that portion of these amounts determined valid for payment as
a result of the Navy Claims Settlement Board evaluation of the claims, within
the terms of the existing contracts, these adjustments included $2.5 million in ad-
ditional compensation under Public Law 85-804 on each of the contracts, with the
exception of Contract N00024-69-C-0307, in view of the complete release given
by the Company and various other elements of the overall settlement of open is-
sues. Contract N00024-67-C-0325 for the CVN 6S/69 has also been reformed
under Public Law 85-804 by correcting a mutual mistake concerning the fringe
benefits clause in said contract. This reformation increases the Government's
obligations by approximately $13.2 million and said amount is reflected in the
adjustments stated above.

The entire settlement is subject to the availability of appropriations.
If desired, I am prepared to respond to any questions regarding this determi-

nation.
Sincerely,

EDWARD HIDALGO.

Secretary CLAYTOR. Now the second item that we have today is the

FFG program. This program differs significantly from the contracts

which gave rise to the large claims backlog. It is an example of a

realistic application of lessons learned and represents a distinct re-

action from earlier policies and practices. As such, it is an important

point of departure and a base upon which subsequent improvements

have been made, and will continue to be made.

Unlike the older contracts upon which the claims had been filed,

the FFG-7 program utilized a cost-plus-incentive fee contract for

the lead ship properly recognizing that,. in a new class of ships, de-

velopment necessarily occurs side by side with construction of the

initial ship. I would like to summarize the characteristics of the ship.

It has been described as the backbone of the Navy's Sea Control

Force. I think that is not right.

The FFG-7 is a fine ship particularly well suited for the missions

for which it was primarily designed: Escort of amphibious groups

and of military and merchant convoys in a moderate threat environ-

ment. It is not designed as a carrier task group or battle group escort

although I think it is so capable that it could give a good account

of itself under many circumstances.

Let's look for a minute at the principal characteristics of the FFG-7

class. While primarily an escort ship-the modern equivalent of the

destroyer escort of World War II, two of which I had the privilege

of commanding-it is an extrordinary capable 28-knot gas turbine

powered ship of some 3,700 tons-well over twice the size of the

World War II DE. Probably its most important capability is in anti-

submarine warfare (ASW). Here it has:

Active sonar (AN/SQS-56). Very effective and relatively short

range for convoy screen defense, complementing the long range sonars

of the FF-1052 class ships with which it would ordinarily be teamed

in convoy operations.
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Passive sonar (TACTAS). Not yet in production but to be fitted
when ready. This new towed array sonar will add a whole new dimen-
sion to surface ship submarine detection.

MK 46 homing torpedoes with which to destroy submarines that
have been detected. These have been in service for some time.

Two LAMPS helicopters. Initially LAMPS I but these will be
replaced by the more capable LAMPS III and its special recovery
system called RAST after 1984.

This combination makes the ship a very effective submarine de-
tector and killer.

Second, it has excellent antiair warfare capability including both
area defense for the convoy and point defense for itself. These weap-
ons include:

Standard missile and launcher with Mk 92 fire control system [secu-
rity deletion].

The Mk 75 rapid fire 76-millimeter gun [security deletion].
The Vulcan Phalanx which we call the close-in weapon system for

short-range point defense against missiles, particularly effective
against incoming low-flying missiles. This is probably the most effec-
tive defensive weapon that our Navy has developed since World War
II, and my only objection to it is that we are not building it fast
enough. I would like to get many more of them much sooner, but we are
producing the Vulcan Phalanx as fast as current budget limitations
permit, and we will clearly have these on all the FFG's as well as on
our carriers and cruisers, too.

Finally, the AN/SPS-49 air search radar which is an excellent air
search radar and which would be tied into some of these other systems.

Now for surface warfare, the third function, the ship has:
Harpoon antiship missile, a range of 60 nautical miles, the best sur-

face-to-surface missile that we have already in service. It also has, of
course, the 76-millimeter gun, and the standard missile which is pri-
marily the anti-air-defense weapon that can also be used in the surface
mode. Of course, it has the AN/SPS-55, surface search radar.

As an aside, Senator, this little ship can engage surface targets at
ranges well in excess of those that could be reached by battleships in
World War II.

As I have already mentioned, I join with almost all knowledgeable
Navy professionals in both this country and abroad in being an enthu-
siastic supporter of this fine ship. Although the FFG shipbuilding
project was designed and much of it implemented before I took office
in early 1977, nevertheless I am proud of the way the Navy has man-
aged it, and I believe that much of the criticism leveled against it is
based on inaccurate or incomplete information. I will be glad to go
over with you at the proper time-I won't include it in my statement,
but we would like to have the opportunity to discuss with you this
morning-the cost growth on this ship and how it came about. I think
that probably is the crux of this part of the inquiry.

[The prepared statement of Secretary Claytor follows:]
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PREPARED STATEMENT OF HoN. W. GRAEAM CLAYTOR, JR.

Mr. Chairman, I am pleased to appear before you today to discuss Navy ship-
building, specifically the areas you have suggested for today's hearing: the settle-
ment of the Newport News claims and the FFG-7 frigate program.

THE NEWPORT NEWS SETTLEMENT

The Newport News settlement was reached on October 5, 1978 after prolonged
and complex negotiations encompassing a year between officials of Tenneco, Inc.
and Assistant Secretary Hidalgo, who accompanies me here today. It represents
the final settlement of the large shipbuilding claims backlog, over $2.7 billion in
magnitude in May of this year, arising out of shipbuilding contracts entered into
under procurement policies and practices of the late 1960s and early 1970s. The
largest aspects of the Newport News settlement was the resolution of $742 million
In claims arising out of five contracts made from 1969-1971 for twelve nuclear-
powered warships (two aircraft carriers, three guided missile cruisers and seven
attack submarines). The claims alleged Navy responsibility for added costs and
delays in the construction of the ships. Two years of painstaking analysis and
audit of the claims, conducted by the Navy Claims Settlement Board headed by
Rear Admiral F. F. Manganaro, resulted in an evaluation of approximately $14.2
million. In addition to settlement of these claims on the basis of this evaluation
by the Board, the agreement included two limited actions under Public Law
85-804. First, a reformation of the CVN 68-69 carrier contract in response to a
written request by Newport News under Public Law 85-804 based upon mutual
mistake in connection with the reimbursement of fringe benefits admittedly paid
by the contractor.

The Navy Contract Adjustment Board reviewed the contractor's request and
concluded that a mistake had in fact occurred and recommended payment to New-
port News of $13.2 million, a recommendation adopted by Assistant Secretary
Hidalgo. Second, Assistant Secretary Hidalgo authorized an increase in the claim
settlement under each of the four contracts for the nuclear attack submarines,
the guided missile cruisers and the nuclear aircraft carriers, by $2.5 million, as
additional relief under Public Law 85-804, in view of the comprehensive releases
to be given by Newport News beyond the dates of claims submission (1975-6)
and the various other significant elements of the overall settlement of open issues.
The total amount of ceiling price adjustments, including the limited PL.85-804
relief is 165.1 million.

AS I have stated on other occasions, our approach to the shipbuilding problems
and our negotiations with the shipbuilders have systematically proceeded on the
principle that it did not suffice merely to settle the outstanding claims. All existing
elements of disagreement and controversy had to be eradicated. The settlements
with Litton and General Dynamics, as to which we testified before this Subcom-
mittee in September of this year, resolved not merely the claims but also numer-
ous outstanding issues and the serious backlog of unpriced change orders. The
result was to establish a new environment and a baseline from which to work in
the future in order to concentrate on the fundamental objective of constructing
essential combatant ships. Our approach with Newport News was identical in
this essential respect.

The negotiations, in addition to resolving the clims and other open issues,
resulted in the formalization of the contract for the third NIMITZ class carrier,
the USS CARL VINSON (CVN-70). This ship was being constructed under an
option, undefinitized as to price, exercised by the Navy in April of 1974. New-
port News had, in the intervening years been receiving reimbursement of costs
and a profit thereon. As late as January 1978 Newport News had submitted
twenty-eight clauses, deemed objectionable by the Navy, which Newport News
demanded be incorporated in any contract definitization. In mid-summer, how-
ever, as an integral part of the effort to resolve the overall controversies, these
demands were withdrawvn. The agreed-upon contract was essentially patterned on
the terms and conditions of the fourth flight SSN-688 contract awarded in Sep-
tember 1977.
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The settlement L6/ved all open issues between the Navy and Newport News
on all twelve ships on which claims had been submitted. This included the pric-
ing of hundreds of contract changes which had been pending for several years.
The sole exception to this overall resolution was the CGN-41 which was the
subject matter of a 1976 settlement initiative and which is currently in litigation
under the direction of the Department of Justice.

THE FFG-7 PROGRAM

The FFG-7 program differs significantly from the contracts which gave rise
to the large claims backlog. It is an example of a realistic application of lessons
learned and represents a distinct reaction from earlier policies and practices. As
such, It is an Important point of departure and a base upon which subsequent
improvements have been made, and will continue to be made.

Unlike the older contracts upon which the claims had been filed, the FFG-7
program utilized a cost-plus-incentive fee contract for the lead ship, properly
recognizing that, in a new class of ships, development necessarily occurs side-by-
side with construction of the initial ship.

The FFG-7 program also provided for a 2 year hiatus between lead and
follow ship construction. The SSN 688 program, subject of both the General
Dynamics and Newport News claims, involved contracts for eleven follow ships
within a meager 10 months of awarding the lead ship contract. The gap phas-
ing is essential to achieve an orderly shake-down of the initial design and to con-
tract for an orderly transition to follow-on construction. This approach also
allows effective integration of changes, deemed necessary in the development
of the lead ship, into the follow ship in sufficient time to avoid impact on ongoing
construction.

Unlike the LHA and DD-963 programs, the FFG-7 did not utilize the Total
Package Procurement concept, discredited and outlawed in defense procurement
by 1973. The FFG-7 follow ship contracts, which were fixed-priced, also differed
in escalation provisions in two principal respects from the older contracts which
were the subject of the claims: They used escalation based on actual expenses
as opposed to pre-set expenditure curves and capped rather than terminated at
the original contract delivery date. The absence of such inflation coverage, par-
ticularly in the double digit inflation of the early 7Os. was a major factor in the
huge losses anticipated, prior to settlement on the claims-ridden contracts.
* The FFG-7 introduced other innovations absent from those earlier programs.:
Effective interaction between lead and follow yards on design; validated draw-
ings; the use of land based test facilities, by which systems can be tested and
subsequently modified prior to Introduction in the construction process; and,
a form of advance procuremment of standardized contractor furnished equip-
ment by the placing of options by the lead shipbuilder.

It is clear that these innovations should contribute positively to the claims-
free prospects of the FFG-7 program. A little over one year ago, the lead ship
was delivered by Bath Iron Works. The follow ships at both Bath and the two
Todd shipyards are proceeding satisfactorily. Both the Navy project office and
the shipyards are to be commended for the progress of these programs. It is
clear that the innovative conditions established early in this program have
allowed both parties to concentrate on the difficult day-to-day task of ship con-
struction as opposed to the wasteful hours spent in claims preparation and
analysis in connection with contracts which, in the light of hindsight, were seri-
ously flawed from their inception.

I close by reemphasizing that the improved policies and procedures incorpo-
rated in the FFG program are an integral part of current shipbuilding programs
at both large and small shipbuilders. But they are just a beginning; later pro-
grams such as the DDG-47 are making further improvements in the process. We
must continue to improve and refine the procurement policies and practices by
which we obtain ships; the hallmark of our actions must be realism in contractual
terms and conditions. There is much still to be done if we are to avoid the mis-
takes of the past and we intend to pursue that course.

Mr. Chairman, that concludes my formal statement.

Secretary CLAYTOR. Now, Mr. Chairman, I would appreciate it very
much if Mr. Hidalgo would be permitted to make some very brief
opening remarks and we will get to the questions.
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Senator PROXMIRE. Mr. Hidalgo, go right ahead, sir. We are very
happy to have you with us. Are copies of your remarks available?

Mr. HIDALGO. No; I have nothing written. Very briefly, I would
like to stress for your knowledge that the negotiations with Newport
News lasted from October of 1977 to October of this year. There were
extremely difficult issues to resolve. One of the reasons was that from
the outset-incidentally, most of my negotiations were with Vice
President John Diesel who upheld his company's position very tenaci-
ously throughout the negotiations. One of the reasons for the diffi-
culty was an absolute refusal on the part of the Navy to invoke 85-804
except in the very marginal respect that I will come to in a minute.

So we were not limited to the evaluation that Admiral Manganaro's
board would make eventually, as Mr. Claytor has pointed out, and
which came out at $142 million in round numbers. Now, the fringe
benefit aspect, Mr. Chairman, was simply an obvious mistake that both
parties made that had been pending since 1970, and it was long over-
duc and it should be corrected. As a part of the annex to the memo-
randum of decision are the recommendations that the Chairman of the
Navy Contract Adjustment Board made to me and which I accepted.
Incidentally, there is no question but that the amount of fringe bene-
fits paid by Tenneco to Newport News was on the order of $18 million,
and the amount we accepted was $13.2 million.

I would just like to stress in closing that not only did we dispose
of $742 million of existing claims which covered events up to only
1974 and 1975, Mr. Chairman. This means that had we embarked on
the litigation that you heard Mr. Claytor and me talk so much about,
that we wanted to avoid if we could within the interests of the Navy
and of the national interests, as well, I am sure that additional very
substantial amounts of claims would have been filed. So when you
consider the $165 million settlement of $742 million of claims, this is
not the same ratio if litigation had occurred. Had we gone to litigation,
I think we would have had to litigate something very different.

I would like to stress to you, Mr. Chairman, that one of the very
important things accomplished here was that the nuclear carrier
CVN-73 was being built, really, without a contract, and the acrimony
that we talked about on previous occasions had hardened considerably.
The Navy had found the Newport News position on various issues un-
acceptable, and vice versa, but as a part of the settlement process this
was all disposed of. There is a long list of the various issues that we
resolved, but I don't want to take any more of your time. I can really
assure you that it was a very strenuous, difficult negotiation which
broke up many, many times with a total impasse between myself and
Mr. Diesel, but eventually both sides realized that 10 years of litigation
would not profit either side.

That is all I have to say.
Senator PROxIIRE. Secretary Claytor, I want to spend the time this

morning discussing the FFG because this is something we have not
had an opportunity to discuss at all before. We have been through
the Newport News matter, as you know.

Secretary CLArroR. Yes, sir.
Senator PROXMIRE. We have submitted a series of questions prior

to the hearing, you have given us answers in writing, and we will
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make that part of the record at this point, so I am going to confine my
questions to the FFG.

Secretary CIA-rDR. Fine.
[The written questions and answers referred to follow:]

RESPONSE OF HON. W. GRAHAM CLAYTOR, JR., TO WRITTEN QUESTIONS POSED BY
SENATOR PROXMIRE PRIOR TO THE HEARING

Question 1. For each of the six Newport News claims (i.e., CVN's 68/69, SSN's

686/687, SSN 688, SSN's 689/691/693/695, CGN's 36/37 and CGN's 38/39/40)
please identify the amount in the claims settlement for (i) litigative cost; (ii)
litigative risk; (iii) delay; (iv) disruption; (v) financing costs; (vi) so called
"hardcore items"; (vii) the amount of and rationale for any other payments.
Provide the same breakdown for the recent Litton and General Dynamics claims
settlement.

Answer. The attached chart summarizes the major elements of the settlements
on the six Newport News claims as well as the General Dynamics claim under two
SSN 688 class contracts. In regard to the Litton settlement we refer to answer No.
11 in correspondence of 22 August 1978 in which the constituent parts of the set.
tlement are discussed in detail.

NEWPORT NEWS/ELECTRIC BOAT CLAIM SETTLEMENTS

[In millions of dollars! _] B

CGN CGN CVN SSN SSN SSN SSN SSN
36/37 38-40 68/69 686/687 688 689-695 688 1 688 It

Cost of litigation -3.3 8.0 8.0 8.0 4.0 4.0 2.1 6.7
Litigative risk -10.8 11.5 8.5 7.4 4.7 3.7 1.6 18.6

Delay- 4.4 0 1.1 0 9.9 25.4 12.9 68.9
Disruption 1 - 4.0 2.3 2.6 0 2. 5 1.3 0 0
Financing -8.3 3.9 3.5 3.9 1.6 1.0 0 0

Hardeore --- 13.5 .1 .8 2.0 1.2 .4 4.5 9.7
OtherCosts.3 1 8.4 15.7 .6 -3.2 5.9 0 0

XDelay, disruption, and hardcore amounts include a pro rata share of profits and target to ceiling spread where applicable.
Delay, disruption, and hardcore items include entitlement portion only.
Other costs include, FlCA/Federal unemployment escalation and Public Law 85-804.

Question 2. With respect to the settlement of Newport News claims cited in
No. 1 above, how much was paid under contract cost sharing provisions, and
how much was paid outside these provisions, i.e., as straight payments? Describe
each of the items paid outside the cost sharing provisions and the rationale
for doing so. For each contract for which the adjustment in ceiling price is greater
than the adjustment in target price identify the amount of the difference and
the basis for entitlement. For each ship involved identify the status of construction
at the time the ceiling price adjustment was determined.

Answer. $85.2 million of the total settlement was made as increases in ceiling
prices which were subject to the shareline provisions of these Fixed Price Incen-
tive contracts. $79.9 million of the total settlement was not subject to the shareline
provisions. Items included in the settlement which were outside the shareline
provisions consist of: (1) cost of litigation, (2) financing costs, (3) increases in
FICA and Federal unemployment taxes payable under the Federal, State, and
Local Taxes provisions of the contracts, (4) escalation payable in the CGN 38-40
contract where equitable adjustments including the Claim settlement are paid
in base year dollars which result in escalation payments under the Compensation
Adjustments (Labor and Material) article and (5) adjustments made under
Public Law 85-804.

The ceiling price adjustments were greater than the target price adjustments
by the amounts shown in the settlements of the following contracts:

Milliona8

SSN 668 $2. 2
SSN 689-695-, 45
CVN 68/69-3 _
CGN 38-32.4
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In the settlement of the CGN 36, 37 and SSN 686, 687 c airn the ceiling price
adjustment was the same as the target price adjustme t. The Navy Claims
Settlement Board reviewed each claim individually and nsidered when the
major events claimed and allowed in the analysis occurred relative to the various
stages in the construction process. Based on this review increases in ceiling price
in excess of the target price were considered appropriate in different amounts.
The construction status of the ships involved at the time of claim submission
and at settlement was as follows:

Claim submission Settlement

SSN 688 -Under construction … . Delivered.
SSN 689 -do -- Do.
SSN 691 -do -- Do.
SSN 693 -do -- Do
SSN 695 -do -Under construction.
CVN 68 -Delivered -Delivered.
CVN 69 -Under construction -- Do.
CGN 38 -do -- Do.
CGN 39 -do -- Do.
CGN 40 -do - Do.

Que8tion S. Provide the Navy's present estimate of Newport News' final profit
or loss on each of the six ship construction contracts involved in the recent claims
settlement. How do these compare with Newport News' figures supplied to the
Navy?

Answer. The Navy's estimate of Newport News' final profit or loss on each of
the six ship construction contracts involved in the recent claims is as follows:

Profitf(loss) Percent of total
(millions) final cost

CGN 36-37 -$14.4 6.2
SSN 686/687 ---- (2.8) (2.1)
SSN 688 ------------------ 2.5 2.0
SSN 689/695 ------------ (1.6) (.5)
CVN 68/69 -------------------- 66.6 6.9
CGN 38-40 -19.6 5.0

The recent NNS settlement covering the CGN 38-40, CVN 68/69, SSN 686/87,
SSN 688 and SSN 689-95 claims with a total final contract price of over $2 billion
resulted in a profit of $84.4 million or about 4.2 percent of total final costs.

It should be noted that these profit/ (loss) figures reflect a reduction of approxi-
mately $23.1 million over all the claims for cost disallowances. In addition these
figures must also be reduced by the cost of financing which is not allocated to
individual contracts under the Newport News accounting system. While Newport
News does submit costs reports which predict an estimated cost at completion,
Newport News does not provide the Navy information relative to the profitability
of individual contracts.

Que8tion 4. About $23 million of the Newport News claims settlement is for
payments under Public Law 85-804. Were any of these Public Law 85-804 pay-
ments made under contracts on which Newport News would achieve a profit
without such extra-contractual relief? If so, provide the details and cite the
precedents relied upon by the Navy for using Public Law 85-804 to increase profits.

Answer. The total of $23.2 million in payments under Public Law 85-804 was
broken down as $13.2 million for correction of a mutual mistake relating to fringe
benefits on the CVN 68-69 contract and $2.5 million additional on the contracts
for the SSN 688, SSN 689-95, CGN 38-40, and CVN 68-69. The latter relief was
based on the residual power to grant extraordinary relief which is described
in Part 3 of section XVII of the DAR. This relief was granted in view of the
comprehensive releases to be given by Newport News beyond the dates of claims
submissions and various other significant elements of the overall settlement.
As stated in the answer to No. 3 above, the Navy estimates that the company will
be in a profit position with respect to the SSN 688, CVN 68-69, and CGN 38-40
contracts. The purpose of the Public Law 85-804 actions with respect to all the
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contracts was to facilitate the national defense by being fair and equitable under
the circumstances; not to increase or decrease loss. The authority for the actions
relating to the three specified contracts is the act itself, which does not limit the
power to grant extraordinary relief to contracts which are in a loss position, and
the regulations which implement the act and which appear as section XVII of
the DAR.

Question 5. With respect to contracts involved in the Litton, General Dynamics,
and Tenneco shipbuilding claims settlements, provide copies of any contract clause
which require the shipbuilder to identify changes promptly. Provide also any
memoranda which explain how the Navy enforced these clauses in the claims
analysis process.

Answer. Contract clauses requiring the shipbuilder to identify changes promptly
were included in the Newport News contracts for SSN 688, 689, 691, 693,
695, and CGN 38-40. In addition, the General Dynamics contracts for SSN 690,
692, 694, 696-699 and SSN 700-710 included contract provisions requiring prompt
identification of changes. The clauses which were included are attached.

These clauses, which were promulgated by a Navy Procurement Circular in
March 1970, were not included in the Newport News contracts for CVN 68, 69,
SSN 686, 687, and CGN 36 and 37 or in the Litton contract for LHA 1-5 which were
awarded prior to that date.

The memorandum which provides the basic legal position which was considered
by the Navy Claims Settlement Board in developing its position with respect
to these clauses is available for your personal review. However, it is not considered
to be in the best interest of the Government to place this attorney "work product"
in the record. Certain issues relating to these clauses have not been decided by
the courts and there are ohter active contracts in which these clauses are included.

PROBLEMS IDENTIMCATION REPORTS

"(a) Whenever the Contractor knows of or reasonably can anticipate the occur-
rence of any 'contract problem,' which term as used herein means a fact or
circumstance which can or will significantly or substantially alter the time of
delivery or completion of performance or can give rise to a substantial claim
for increased compensation or for modification of the contract or specification
requirements, but excluding any claim for which notice is required by the clause
of this contract entitled 'Changes,' the Contractor shall promptly transmit to the
Supervisor a 'Problem Identification Report.' The parties agree that the meaning
of such words as 'significanly,' 'substantially,' 'substantial' and the like as used
in this paragraph shall be interpreted in the same manner as they would be
interpreted by a reasonably prudent businessman under all the relevant circum-
stances.

"(b) Each Problem Identification Report required by this clause shall be en-
titled 'PROBLEM IDENTIFICATION REPORT,' shall be dated and numbered
sequentially, shall set forth, on the basis of the best information then known
to the Contractor:

(i) The nature of the reported contract problem;
(ii) The date the contract problem occurred or was discovered;
(iii) The direct and forseeable consequential ('ripple') effects of the contract

problem upon the contracted cost of performance and delivery or supplies or
services, identifying which supplies or services are or will be affected; and

(iv) The Contractor's recommended solution to the reported contract problem;
and shall be signed by a representative of the Contractor.

"(c) Notwithstanding the 'Changes' clause of this contract, except for possible
claims based upon defective specifications, the Contractor shall not be entitled,
because of the occurrence of a contract problem. to any equitable adjustment of
the contract price due to the incurrence of costs therefor more than 20 days
before the Contractor . submits the required Problem Identifleation Report.
Further, required Government actions performed prior to the date of a Problem
Identification Report identifying such required Government actions shall be
deemed to have been timely performed."

(i) in the contract price or delivery schedule or both, and
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(ii) in such other provisions of the contract as may be so affected, and the
contract shall be modified in writing accordingly; Provided, however, That
except for claims based on drawings, designs or specifications which are allegedly
defective or impossible of performance, no claim for any change under (b) above
Contractor gives written notice as therein required; and Provided further, That
in the case of drawings, designs or specifications which are defective or impos-
sible of performance for which the Government is responsible, the equitable
adjustment shall include any increased cost reasonably incurred by the Con-
tractor in attempting to comply with such defective or impossible drawings,
designs or specifications before the Contractor discovers or reasonably should
have discovered the defectiveness or impossibility.

"(e) Any claim by the Contractor for adjustment under this clause must be
asserted within 45 days from the date of receipt by the Contractor of a written
change order under (a) above or the furnishing of a written notice under (b)
above; provided, however, that the Contracting Officer, If he decides the facts
justify such action, may receive and act upon any such claim asserted at any
time prior to final payment under this contract. Where the cost of property
made obsolete or excess as a result of a change is included in the Contractor's
claim for adjustment, the Contracting Officer shall have the right to prescribe
the manner of disposition of such property.

"(f) Failure to agree to any adjustment shall be a dispute concerning a ques-
tion of fact within the meaning of the clause of this contract entitled 'Disputes.'
However, nothing in this clause shall excuse the Contractor from proceeding
with the contract as changed as herein provided.

"(g) For he purpose of issuing change orders under this contract, the term
'Contracting Officer' shall be as defined in the clause of this contract entitled
'Definitions' except that the term shall not include any representative of the
Contracting Officer whether or not such representative is acting within the scope
of his authority.

"(h) The Contracting Officer may, at any time, by written notice, direct the
Contractor to comply with instructions, directions or orders given by a represen-
tative of the Government other than the Contracting Officer. Such notice shall
designate the person empowered to give the aforesaid instructions, directions or
orders, and shall specify and limit the scope of contract performance to which
such insrtuctions, directions or orders may be addressed. If the Contractor
regards any Instruction, direction or order issued within the limitations of the
aforesaid notice as a change order, the Contractor nonetheless shall comply
therewith and shall thereafter proceed in accordance with paragraph (b) of this
clause."

(3) The identification of any documents involved;
(4) The substance of any oral communications;
(5) The particular technical requirements or contract requirements regarded

as changed; and
(6) The direct and forseeable consequential effects of the communication, act

or omission regarded as a change order upon the contracted cost, manner and
sequence of performance and delivery of supplies or services, identifying which
supplies or services are or will be affected.

The Contracting Officer shall respond within ten (10) working days of receipt
of the Contractor's notice as required above, either:

(i) to countermand the communication regarded as a change order except
for an instruction, direction or order given pursuant to paragraph (h) ; or

(ii) to deny that the communication, act or omission described above in this
paragraph or the instruction, direction or order or any part thereof given pur-
suant to paragraph (h) constitutes a change order under this clause; or

(iii) to confirm that the communication, act or omission described above in this
paragraph or. the instruction, direction or order or any part thereof given pur-
suant to paragraph (h) is a change order by issuance of a written change notice
designated a Change Order; provided, that any denial pursuant to subparagraph
(II) above shall be a question of fact within the meaning of the clause of this
contract entitled 'Disputes.' If the Contractor complies with any order, direction,
interpretation or determination, written or oral, from someone other than the
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Contracting Officer without providing the notice and receiving the response
provided above, it shall be at the Contractor's risk, and the Government shall not
be liable for any increased costs, delay in performance or contract nonconform-
ance by the Contractor. However,.failure by the Government to respond within
the time required above shall be deemed a confirmation under subparagraph (iii)
above.

"(c) Except as herein provided, no order, statement, or conduct of any repre-
sentative of the Government shall be treated as a change order under this clause
or entitle the Contractor to an equitable adjustment hereunder.

"(d) If any change under this clause causes an increase or decrease in the
Contractor's cost of, or the time required for the performance of any part of
the work under this contract, whether changed or not changed by such order,
an equitable adjustment shall be made:

CHANGES

"(a) The Contracting Officer may at any time, by written order, designated or
indicated to be a Change Order, and without notice to the sureties, make changes,
within the general scope of this contract, in any one or more of the following:
(i) drawings, designs or specifications, (ii) method of shipment or packing; and
(iii) place of delivery.

"(b) If the Contractor considers that any other written or oral communication,
including any order, direction, instruction, interpretation or determination,
received from a representative of the Government. or that an- other net or
omission of the Government, constitutes a change order, the Contractor shall so
advise the Contracting Officer in writing within ten (10) working days, and
shall request his written confirmation thereof. Except as provided and circum-
scribed in paragraph (h) below, the Contractor shall take no action thereunder
until he has been advised by the Contracting Officer in writing as to the disposi-
tion thereof. Such notice to the Contracting Officer shall state:

(1) The nature and pertinent circumstances of the act or omission regarded
as a change order;

(2) The date of the communication, act or omission, and the Identification of
each individual involved in such communication, act or omission, listing his
name and function;

Question 6. Please provide the FY 77, FY 78, and FY 79 annual budgets of the
Office of the Navy General Counsel. For these budgets include a breakdown by
major cost element, including personnel salaries and fringe benefits, number of
attorneys and clerical support staff, and so forth. Provide also the Navy's projec-
tions with respect to the above for FY 80-84.

Answer. The information is provided in the attached chart.

OFFICE OF THE GENERAL COUNSEL (CENTRAL OFFICE, CONTRACT APPEALS DIVISION, OFFICE OF CIVILIAN
PERSONNEL LAW)

Authorized Support Personnel
Fiscal year positions Attorneys staff Salaries benefits Other Total

1977 - 75 50 25 $1, 827 $181 $267 $2, 275
1978 -88 57 31 1, 873 178 259 2, 310
1979 -93 60 33 2, 274 216 275 2, 765
1980 -93 60 33 2, 375 226 299 2, 900
1981 -93 60 33 2, 400 228 324 2,952
1982 -93 60 33 2, 425 230 334 2,989
1983 -93 60 33 2, 450 233 405 3, 088
1984 -93 60 33 2, 475 235 421 3, 131

1 Transfer of a function of the Office of Civilian Personnel Law to the Office of the General Counsel; 18 personnel.

Que8tion 7. Please provide the information requested in No. 6 above with respect
specifically to the Contract Appeals Division of the Office of the Navy General
Counsel and the Office of the Counsel, Naval Sea Systems Command.

Answer. The information is provided in the attached charts.
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CONTRACT APPEALS DIVISION

Authorized Support Personnel
Fiscal year positions Attorneys staff Salaries benefits Other Total

1977 -38 28 10 1083 $103 $202 $1, 389
1978 -38 28 10 1 108 105 204 1 417
1979----------- 43 32 It 1,212 115 209 1,536
1980 -43 32 11 1,224 116 220 1 560
1981 -43 32 11 1,236 117 225 1,578
1982 -43 32 11 1, 248 119 230 1,597
1983 -43 32 11 1 260 120 236 1,616
1984 -43 32 11 1,272 121 241 1,634

OFFICE OF THE COUNSEL, NAVAL SEA SYSTEMS COMMAND

Number of Number of Personnel
Fiscal year attorneys staff support Salaries benefits Other Total

1977 -48 15 $1,463,000 $150,000 $59,000 $1,811,000
1978-52 15 1,738, 000 177,000 47,000 2,114,000
1979 -48 14 1,753,000 180, 000 53, 000 2,133,000
1980 - -- 46 14 1,764,000 183, 000 56, 000 2,165,000
1981 -46 14 1, 940, 000 201, 000 57, 000 2,368, 000
1982 -46 14 2,134,000 211,000 63,000 2,597,000
1983 -47 15 2 398,000 239, 000 71, 000 2,928,000
1984 -48 15 2 694, 000 267, 000 79, 000 3, 282, 000

Qucstion 8. Provide the names and positions of those Navy officials involved
in determining the amounts paid to Newport News for litigative risk on the claims
settlements. Wlsat figure did the Navy Claims Settlement Board recommend for
litigative risk purposes? If different figures were used in the claims settlement,
explain why. With respect to the Newport News claims, explain how the per-
centage of total claims settlement (exclusive of Public Law 85-804 amounts)
paid for litigative risk compares to corresponding percentages for earlier settle-
ments of claims over $50 million whiCrl the Navy has settled since 1968.

Answer. The following Naval personnel were involved in the process leading
to the determination of the amounts included for litigative risk in the claim
settlements with Newport News.

Mr. '. Moed-Member for Legal Matters XCSB.
Mr. R. J. Gomez-Member for Legal Matters NCSB.
Mr. J. K. Kominers-Member for Legal Matters NCSB.
Mr. R. J. Lipman-Member for Legal Matters NCSB.
Ms. P. A. Szervo-Deputy General Council (Litigation).
Mr. R. W. Sherman-Counsel.
Mr. M. K. McElhaney-Counsel.
Ms. P. Kilcoyne-Counsel.
Mr. E. W. Drake-Counsel.
Mr. P. J. Gnazzo-Counsel.
Mr. G. Sears-Counsel.
Mr. B. Stoller-Counsel.
Mr. R. C. Spitzer-Counsel.
Mr. M. Gellar-Counsel.
Ms. J. M. Gottfried-Counsel.
Mr. J. Schneider-Counsel.
Ms. S. J. Adkins-Counsel.
Mr. E. B. Paulisch-Counsel.
Mr. J. N. Eisenstein-Counsel.
Mr. J. T. McCullough-Counsel.
Mr. R. Cornelius-Counsel.
Mr. P. Schreffler-Counsel.
M. P. Erickson-Counsel.
Mr. J. M. Vogel-Counsel.

32-340 0 - 81 - 11
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The litigative risk assessments for each claim element prepared by these
attorneys along with quantification information provided by technical and audit
personnel was reviewed by the Navy Claims Settlement Board in order to estab-
lish the final position for each claim item. The Navy Claims Settlement Board
recommended the litigative risk figures which are included in the settlement.
These figures are indicated in the response to question 1.

The attached chart summarizes litigative risk positions on claims over $50
million settled since 1968 where data is available.

LITIGATIVE RISK

[Dollar amounts in millionsj

Percentage
Number of Claim Settlement Litigative of

Contractor Items contracts amount amounts ' risk settlement

Avondale -DE 1052 2 $169.0 $80.0 $12. 0 15.0
General Dynamics, Quincy--- AOR 1-6 3 78.0 30.0 4.5 15.0

Do -AS 36-37 2 68.0 33.0 5.0 15.0
General Dynamics - LSD 37-40 2 57.0 21.0 7.0 33.0
New port News -CGN 36-37 1 151.0 44.3 10.8 24.3

Do- SSN 688/689-695L. 2 270.1 63.7 8.4 13.1
Do -SSN 686/687 1 90.4 21.9 7. 4 33.8
Do -CVN 68/69 1 221.0 24.5 8.5 34. 7
Do -CGN 38-40 1 160.0 31.7 11.5 36.2

Electric Boat -SSN 690/699 1 231. 5 97.0 13. 0 13.4
Do -SSN 690-710 2 544.3 125.0 20.2 16.2

X Excludes Public Law 85-804 amount.

Que8tion 9. Please cite the amounts paid to Newport News for litigative cost,
including a breakdown of cost by major element. Provide the names and positions
of those involved in determining these amounts and the actual documents in which
these amounts were computed and justified. How does the amount paid for liti-
gative cost in the Newport News claims compare as a proportion of the total
claims settlement (exclusive of Public Law 85-804 payments) to corresponding
percentages for earlier claims $50 million the Navy has settled since 1968.

Answer. Attachment (1) is a breakdown of the major elements of cost which
make up the cost of litigation included in Newport News Settlements. The
estimates of the costs of litigation were developed by the Office of General Coun-
sel of the Navy and provided to the Navy Claims Settlement Board by the en-
closed memorandum (attachment (2)). A summary of the cost of litigation as a
percentage of settlements of claims over $50 million since 1968 where data was
available is also included as attachment (3).

ATTACHMENT I

NNS SETTLEMENT-COST OF LITIGATION

(In millions of dollarsl

CGN 36/37 CGN 38-40 CVN 68/69 SSN 686/87 SSN 688 SSN 689-95

Total cost of litigation -3.3 8.0 8.0 8.0 4. 0 4.0

Major elements:
OCG-NAVSEA personnel

costs - -1 2 2.5 2.5 2.5 1.3 1.3
NAVSEA facilities cost .1 .5 .5 .5 .2 .2
DCAA costs - -. 2 .8 .8 .8 .4 .4
Consultant costs - - 1.3 3. 0 3.0 3.0 1.5 1.5
Witness costs (fees and

travel) - -. 2 .1 .1 .1 .1 .1
Computer costs - - .3 Li Li 1.1 .5 .5
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ATIACHMENT 2

DEPARTMENT OF THE NAvY,
OFFICE OF THE GENERAL COUNSEI,

Washington, D.C., July 25,1978.

\lEMORANDUM FOR REAR ADM. F. F. MANGANARO, CHAIRMAN, NAVY CLAIMS
SETTLEMENT BOARD

Subject: Cost of litigation of Newport News claims.
At my direction, several senior members of the Contract Appeals Division have

undertaken an analysis of recent historical costs for litigation of shipbuilding
appeals. Based on these analyses, projections were made of litigation cost for
the four Newport News Shipbuilding claims. The purpose of this memorandum is
to inform you of the results of this effort.

The trial effort for each claim is estimated to require a four year program.
This period is broken down into a pretrial period of 27 months duration, a trial
of nine months duration and a twelve month briefing period. The estimated cost
breakdown is as follows:

OGC-NAVSEA personnel costs- - ___________________ $2, 523,300
NAVSEA facilities costs --------------------------------- 500, 000
DCAA costs-_ -____________________-76, 000
Consultant costs------------------------------------------- 3,000, 000
Witness costs (fees and travel) ------------------- ____-- 125,000

Total, each claim----------------------------------------- 6,913, 000
Subtotal: Four claims- -__--___--___________________________27, 652,000
Computer cost: Four claims- - __-__-_-_________________ 4, 500,000

Total -________________________ 32, 152, 000

A word of explanation is required for each of these figures. The OGC-NAVSEA
personnel costs figure represents salaries and fringe benefits for the lawyers,
engineers and support staff that will be required to prepare, try and brief the
appeal. The above listed figure is based on involvement of a total of 23 people.
This number is believed to be realistic, although perhaps a bit conservative, in
light of the number of Navy personnel who were utilized by the Navy Claims
Office in Pascagoula over the last several years.

The NAVSEA facilities cost is simply an estimate of the supplies, leases and
other logistical support which will be required by the 23 Navy personnel.

The DCAA cost is self-evident. It consists of the cost of the audit services
needed to verify original claims figures and to price out claim changes that result
from updated contractor submittals, from documents obtained in discovery and
from testimony. This amount would also allow DCAA to provide expert account-
ing witnesses at trial. The estimate of $765,000 was supplied by DCAA, Pasca-
goula, as the cost of a three-year audit and pricing program. In light of recent
experience, CAD believes it to be a reasonable estimate.

The consultant cost figure represents the estimated cost of the non-govern-
ment production analysis contracts that will he required for proper trial prep-
aration. This figure is very conservative and represents a new, more limited
approach of CAD to the subject of outside consultants. In the "Project X" appeal,
over $6,400,000 was spent for consultants. In LHA, over $11,000,000 had been spent
by the time settlement was reached. Nevertheless, it is now felt that a better
result could be obtained by having most of the analysis performed by a small
cadre of highly qualified Navy personnel. Consultants would be used only for
specific, well defined efforts that are beyond the capabilities of the Navy Claims
team. Only experience will show if it will actually be possible to reduce con-
sultant costs by over 65% from the average of the incurred costs on LHA and
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"Project X." CAD believes that the indicated figure is realistic; however, this
clearly is the most probable area of cost growth if the NNS claims are litigated.

The witness cost figure represents the expense of all witnesses who must
travel to testify before the ASBCA and also includes witness fees for the various
expert witnesses whose services will be required. The figure shown is a significant
increase over the $59,000 actually expended in the "Project X" trial. The reason
for the increase is that many of the expert witnesses in that trial were supplied
under the terms of the various consultant contracts that had been awarded.
Since use of consultants is going to be materially reduced in any NNS litigation,
there will be an increased need for the Navy to fund its witness costs directly.
The figure of $125,000 per appeal reflects the cost of that increased need.

The computer cost is presented as an aggregate sum for the four claims since a
large portion of this amount will be expended whether there are four claims or
just one. This portion consists Qf a cost base for computer support which will not
vary proportionately with the number of appeals actually taken. These costs
include those involved in gaining access to the proper computer hardware and the
maintenance of an appropriate support operation. Costs that would be expected
to increase would involve data entry costs and storage costs. Depending on the
exact nature of the analysis that would be needed and on number of documents
that must be entered, the computer support for a single appeal could cost as much
as $2,300,000. It is felt however, that the required computer support for all four
appeals would probably not double this amount. Thus, an estimate of $4,500,000
has been utilized to calculate the projection of total litigation cost for the four
appeals.

The total cost of $32,152,000 is felt to be a reasonable estimate of the probable
cost of litigation of the four NNS appeals. As noted above, this figure is conserva-
tive and, if the actual costs differ significantly from the estimate it may be
assumed that they will exceed it. Thus. the estimate represents an educated
guess of the minimum cost of litigation for the NNS claims. By his copy of this
memorandum, the General Counsel is being informed of its contents.

PATRICIA A. SZERVO,
Deputy General Counsel (Litigation).

ATTACHMENT 3

COST OF LITIGATION

[Dollar amounts in millions]

Percentage
Number of Claim Settlement Cost of of

Contractor Items contracts amount amount I litigation settlements

Avondale - - DE 1052 2 $169. 0 $80.0 $2. 0 2.5
General Dynamics, Quincy AOR 1-6 3 78.0 30.0 1.0 3.3

Do -AS 36-37 2 68.0 33. 0 1.5 4. 5
Do -LSD 37-40 2 57. 0 21.0 1.0 4.8

Newpart News -CGN 36-37 1 151.0 44. 3 3. 3 7. 5
Do ----------------- SSN 688, 689-695 2 270. 0 63. 7 8.0 12.6

Do -SSN 686, 687 1 90. 4 21.9 8. 0 36. 5
Do -CVN 68-69 1 221.1 24. 5 8. 0 32.7
Do- CGN 38-o 1 160.0 31.7 8.0 25.2

Electric Boot -5N 690-699 1 231. 5 97. 0 1.8 1.9
Do -5N 690-710 2 544.3 125. 0 8.8 7. 0

Excudes Public Law 85-804 amounts.

Question 10. Was the Navy's determination of the amounts paid for litigative
risk and litigative cost influenced in any way by the overall scope and magni-
tude of the Newport News claims? If so, to what degree?

Answer. The amounts paid for litigative risk were not influenced by the
overall scope and magnitude of the claims. With respect to cost of litigation,
the estimate of the cost involved in litigating claims is based to some degree
on the magnitude and complexity of the claims involved. In addition, this
estimate considers the recent increase in Navy effort as a result of the Free-
dom of Information Act and increasing emphasis on the discovery process. Thus,
the cost of litigation position is affected by the scope of the claims.
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Question 11. The basic for the Ingalls and General Dynamics claims settle-
ments were recorded in Memoranda of Decision and attachments thereto
including so-called Aide Memoire. Please provide the corresponding documents
for the Newport News claims settlements, as well as the implementing contract
modifications.

Answer. The relevant documents are attached.

MEMORANDUM OF DECISION TENNECO, INC.-NEWPORT NEws SHIPBUILDING
ANfD DRY DOCK COMPANY (NEWPORT NEWS)

INTRODUCTION

Over an extended period, representatives of the Navy and Newport News
(a division of Tenneco, Incorporated) have been seeking resolution of the
shipbuilding claims and other open issues (including the formalization of the
C'VN-70 contract) which have accumulated over the years and which threaten
to consume the resources of both parties in years of costly litigation. The
outstanding claims currently filed against the Navy by Newport News (approx-
mately $750 million) embrace contracts for the Navy's most advanced
nuclear-powered aircraft carriers, guided-missile cruisers and submarines. The
magnitude of these claims and the importance of other open issues between the
parties have led senior officials of both Newport News and the Navy to exert
every effort to arrive at settlements which, in a manner consonant with our
national interest, would be mutually acceptable and enable both parties to
concentrate on the building of combatant ships which will constitute a major
part of our Nation's naval arsenal in the decades ahead.

The negotiations have been diligently pursued for more than ten months and
have finally resolved the fundamental disputes which for years have divided
the Navy and Newport News. The terms of settlement are set forth in an Aide
Memoire included as Attachment (1) to this document. Two elements of the
overall settlement are the sole subjects of this Memorandum: (i) the correction
of an acknowledged mistake on one contract and (ii) the release of all claims
to date on four current contracts, as well as other important elements of the
overall settlement of open issues. The settlement of the basic claims has been
reached through rigorous analysis by the Naval Claims Settlement Board and
neither requiries nor employs extraordinary contractual action. Those claims
settlements are described in this document solely to provide the context in which
these two limited actions under the authority of Public Law 85-804 are being
taken.

BACKGROUND

Newport News is the largest shipbuilder in the Free World. It has built com-
batant Navy vessels for many years, and is the only private shipbuilder that
currently has the capability to produce nuclear powered surface ships. It is the
only private shipbuilder in the IJnited States capable of building aircraft car-
riers, whether nuclear or conventionally powered. It is one of two shipbuilders
qualified for the construction of nuclear powered submarines. In view of these
unique capabilities, the importance of Newport News to the national defense,
to future Navy shipbuilding programs, and to the industrial capabilities of the
Nation, is self-evident.

Starting in the late 1960's and early 1970's Newport News was awarded con-
tracts for the construction of several classes of Navy vessels. These included
the CGN 36 and 37 (Nuclear-Powered Guided-AMissile Cruisers), the CGN 38,
39 and 40 (also Nuclear-Powered Guided Missile Cruisers), the SSN 686 and
687 (Nuclear-Powered Attack Submarines), the CVN 68 and 69 (Nuclear-
Powvered Aircraft Carriers), the SSN 688 lead ship (Nuclear-Powered Attack
Submarine) and four follow submarines of the SSN 688 class. All of these
contracts were fixed-price-incentive contracts, and all of them included pre-set
escalation clauses of the type then in use.

The number and complexity of ships ordered from Newport News during this
critical period required this shipbuilder to expand its workforce dramatically.
Newport News found it impossible to obtain skilled workers in the numbers
required and was forced to dilute the skill level of its workforce and to convert
competent journeymen into first-line supervisors. The effect of this was to
decrease productivity of the yard and to stretch out the building periods of the
ships under contract. This loss of productivity and stretch-out occurred during
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a period of double-digit inflation experienced in the mid-1970's and resulted in
a severe financial impact of delay on the shipbuilder.

At the same time, Newport News raised increasingly frequent complaints
about Navy actions or inactions at critical stages during design or construction
which, it asserted, either delayed or increased the cost of construction and were,
therefore, compensable under the terms of its contracts. The effects of many of
these events, even when the Navy acknowledged its responsibility and expressed
its willingness to adjust the contract accordingly, were often so interwined with
other actions and so slow to reveal the full extent of their consequences that

-Newport News tended to reserve them for composite claims submission long
after the fact. At their peak these contract claims totalled some $900 million,
and have since been the subject of time-consuming Navy analysis and audit to
ascertain Government or Contractor responsibility.

These claims submitted by Newport News and the Company's demand for
immediate payment have engendered an atmosphere of growing distrust and
acrimony between the Navy and the Company. In many respects the actions of
both parties have been governed less by a spirit of cooperation leading toward
the orderly construction of ships than by an attitude of defensiveness and strife
looking only toward the possible effects of their conduct on the litigation they
both increasingly viewed as inevitable.

The Company's claim concerning the construction of the CGN 36 and 37 was
eventually settled for approximately $44 million of the claimed amount of $151
million, leaving a balance of claims outstanding of approximately $750 million.
A contracting officer decision was issued on the claim concerning the construc-
tion of the SSN 686 and 687, recognizing Government responsibility for approx-
imately $3 million of the $90 million claimed. That decision was appealed to
the Armed Services Board of Contract Appeals.

We have now arrived at a point where most of the ships under these con-
tracts have been delivered. All of the cruisers are now in active service. SSN
686, 687, 688 and three of the four follow 688 class ships are with the fleet.
The Nuclear-Powered Aircraft Carriers CVN 68 and CVN 69 are deployed.
Only the CVN 70, CGN-41 (both of which were added to these contracts through
options the validity of which Newport News has challenged in the case of the
CGN-41 and was unpriced in the case of the CVN-70) and eight follow-on SSN
688 class vessels not involved in the current claims, remain under construction
at Newport News. Yet while the ships have largely left the yard, the claims they
generated remain to poison the relationship between the Navy and one of its
key shipbuilders.

THE CLAIMS sETTLEMENTS

In an effort to centralize the Navy's resources on the enormous task of
analyzing Newport News' claims, the Chief of Naval Material in 1976 established
the Navy Claims Settlement Board (NCSB) and assigned to it contractual
responsibility for their resolution. The conclusions of the NCSB reached after
two years of painstaking analysis, constitute the foundation of the overall settle-
ment with Newport News set forth in Attachment (1). Briefly, those conclusions
are:

1. The Board has analyzed the $78.5 million claims submitted on the contract
for construction of SSN 688 (N00024-70-C-0269) and has advised that total ad-
justments to the contract are warranted which, based upon presently estimated
final contract costs, will yield Newport News an increase In contract price of
approximately $24.936 million.

2. The Board has analyzed the $191.6 million claims submitted on the con-
tract for construction of SSN 689, 691, 693 and 695 (N00024-71-C-0270) and has
advised that total adjustments to the contract are warranted which, based upon
presently estimated final contract costs, will yield Newport News an increase
in contract price of approximately $38.321 million.

3. The Board has analyzed the $159.8 million claims submitted on the con-
tract for construction of CGN 38, 39 and 40 (N00024-70-C-0252) and has advised
that total adjustments to the contract are warranted which, based upon presently
estimated final contract costs, will yield Newport News an increase in contract
price of approximately $31.276 million.

4. The Board has analyzed the $221.3 million claims submitted on the con-
tract for construction of the CVN 68-69 (N00024-67-C-0325) and has advised
that total adjustments to the contract are warranted which, based upon present-
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ly estimated final contract costs, will yield Newport News an Increase in con-
tract price of approximately $24.527 million.

5. The $90.4 million in claims on the contract for the construction of the
SSN 686 (N00024-69-C--0307), presently on appeal in the ASBCA, have been
analyzed by the Board and attorneys of the Contract Appeals Division of the
Office of the General Counsel, who have advised that total adjustments to the
contract are warranted which, based upon final contract costs, will yield New-
port News an increase in contract price of approximately $21.896 million.

ACTION UNDER PUBLIC LAW 85-804

Settlement of the foregoing claims on the basis of strict analysis of their
"entitlement value" encountered serious difficulties from the very outset of
the negotiations in the fall of 1977 and throughout the ensuing ten months of
the continuing search for an overall solution with top officials of Tenneco and
Newport News. It became abundantly clear that not only the settlement of the
claims but also of other critical open issues, including the long undefined con-
tract for the CVN-70, had to be an imperative Navy objective in the ongoing
negotiations. A significant additional consideration was that several years of
work had been performed by Newport News on four of these contracts since
the submission of the claims in 1975 and 1976, leaving open the real prospect,
in the event of continuing controversy, that supplemental claims would be filed
covering events from those dates to the present.

I consider it essential that the Company's claims releases on these contracts
be current so that the Navy and Newport News may resume the vital business
of ship construction in a businesslike atmosphere, free from uncertainty and
acrimonious contention. Accordingly, I authorize and direct the contracting
officer to Increase the claim settlement under each of the following four con-
tracts by $2.5 million in additional compensation, in view of the Company's
release of all claims arising thereunder from events subsequent to the original
submission of the claims, notwithstanding that such events have no been fully
identified or analyzed. I have also taken into account the various important
elements of the overall settlement of open issues, referred to in this Memoran-
dum and in Attachment 1. The four affected contracts are as follows:

SSN 688 (N00024-70-C-0269)
SSN 689, 691, 693 and 695 (N00024- 71--0270)
CGN 38, 39 and 40 (N00021-70-C-0252)
CVN 68-69 (N00024-67-C-0325)

I consider the foregoing action essential to the resumption of a normal
relationship with Newport News, and hereby determine pursuant to the residual
powers granted me under Public Law 85-804 that such action will facilitate the
national defense.

CONTRACT MISTAKE

During the long course of their discussions the parties Identified one matter
in the nature of contract mistake which was beyond the authority of the con-
tracting officer to address. This issue was accordingly severed from the remain-
der of the claims and submitted to the Navy Contract Adjustment Board pur-
suant to the established Armed Services Procurement Regulation (now Defense
Acquisition Regulation)' Section 17 procedures for handling and correcting
contract mistakes. Because of the unusually high dollar value of this matter
and to preserve the Contract Adjustment Board's impartiality In a case whose
resolution was necessarily to become a part of the Navy's overall settlement
of disputes with Newport News, I requested the Board to perform its usual
analysis of the case but to forward Its findings of fact and recommendations
to me for final action under Public Law 85-804. The Board has done so, having
reviewed voluminous records submitted by the contractor and the Naval Sea
Systems Command, and having heard the testimony of numerous persons who
had a part in the contract negotiation in question. The Board's report to me is
incorporated as Attachment (2) hereto, and is summarized below.

On September 14, 1970, Contract N00024-67-0325 was amended by Modifica-
tion PZ0041 from a cost reimbursement letter contract to a fixed-price in-
centive contract for the design and construction of the nuclear aircraft carriers
NIMITZ and EISENHOWER (CVN 68 and 69). Included in the modification
was a contract provision, Article 9(h), which provides for reimbursement with-
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out profit. outside the incentive matrix, of employee fringe benefit costs in-curred by Newport News. The clauses also included a ceiling provision as follows:"Notwithstanding the provisions of subparagraph 9 of this [Article 9(h)],
the hourly employee benefit rate on which escalation adjustments shall bepaid shall no exceed $1.25 per direct labor hour charged to all product lines for
sales to customers and to Plant Under Construction accounts."

The effect of this limitation, as interpreted by the Navy, has been to pre-
clude Newport News from recovering approximately $17.8 million in booked
costs as a consequence of the $1.25 ceiling. In its request for relief Newport
News urges that both parties relied upon erroneous factual data in arriving
at this ceiling rate calculation, and that the contract should be modified to
reflect as nearly as possible what would have been the intention of the parties,
had the correct data been before them at the time of their negotiations.

All documentary-material which might have a bearing on this question has
been carefully reviewed by the Contract Adjustment Board. This material
unquestionably establishes that the factual basis for the parties' ceiling calcu-
lation was erroneous. Upon referral by the Naval Sea Systems Command, the
Board has found that a mutual mistake of fact-clearly underlay the parties'
negotiation of an appropriate fringe benefit escalation clause for the contract. The
record shows that contract Article 9(h) was to serve two purposes: principally,
to provide a mechanism for recovery of reasonable fringe benefit costs, and
secondarily to provide, through the ceiling limitation, an incentive for the
Contractor to control fringe benefit costs.

Eight years have passed since the negotiations in question. There is no evi-
dence that Newport News has acted unreasonably in administering its fringe
benefit costs, bearing in mind that its recovery of any costs over that ceiling
was always in doubt. The CVN 68 and 69 are deployed with the fleet.

With the aim of arriving at a result which provides an equitable resolution
within the framework of the original intentions of both parties in their ne-
gotiations, the Board has recommended adjusting the erroneous figure utilized
in Article 9(h) from $1.25 to $1.65. I consider this to be a reasonable conclu-
sion of a longstanding issue and adopt the Board's recommendation.

Accordingly, in full settlement of that issue and pursuant to my residual
powers under Public Law 85-804, I hereby authorize and direct the contract-
ing officer to amend Contract N0002467-C-0325 by deleting the figure of $1.25
and substituting $1.65, thus providing Newport News approximately $13.2 mil-
lion in additional compensation thereunder. I find that this action will facilitate
the national defense.* * * * * * *

The foregoing two determinations under Public Law 85-804 are subject to
the availability of appropriations, and are contingent upon and shall be effective
only upon final execution of the various settlement actions set forth in Attach-
ment (1). The contract amendments implementing the foregoing determinations
shall comply with all ASPR (DAR) Section XVII requirements and shall con-
tain releases in a form satisfactory to the contracting officer. In no event
shall these determinations be construed as authorizing, nor do they authorize,
an aggregate increase of the Government's obligations under those five contracts
in excess of $25 million.

October 5, 1978.
ATTACHMENT 1

AIDE MEMOIBE

The sole purpose of initialing this document is to record the basic elements of
understanding we have reached after long negotiation with respect-to claims and
other open issues involving contracts for the construction of ships between the
Department of Navy and Tenneco/Newport News Shipbuilding and Dry Dock
Company (hereinafter Newport News). With the aim of resolving all pending
matters, it is our intention to take the following steps:

1. The Navy Claims Settlement Board (the "Board") has analyzed the $78.5
million claims submitted on the contract for construction of SSN-688 (N00024-
70-C-0269) and has advised that total adjustments to the contract are warranted,
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which based on presently estimated final costs on said contracts, will yield New-
port News an increase in price of approximately $24.936 million on said con-
tract. Newport News will accept said adjustments as full compensation for its
claims on this contract.

2. The Board has analyzed the $191.6 million claims submitted on the contract
for construction of SNN 689, 691 and 695 (N00024-71-C0270) and has advised
that total adjustments to the contract are warranted, which, based on presently
estimated final costs on said contract, will yield Newport News an increase in price
of approximately $38.321 million on said contract. Newport News will accept said
adjustments as full compensation for its claims on this contract.

3. The Board has analyzed the $159.8 million claims submitted on the con-
tract for construction of CGN 38, 39 and 40 (N00024-70-C-0252) and has advised
that total adjustments to the contract are warranted, which, based on presently
estimated final costs on said contract, will yield Newport News an increase in price
of approximately $31.276 million on said contract. Newport News will accept
said adjustments as full compensation for its claims on this contract.

4. The Board has analyzed the $221.3 million claims submitted on the contract
for construction of the CVN 68-69 (N00024-67-C-0325) and has advised that
total adjustments to the contract are warranted, which, based on presently esti-
mated final costs on said contract, vwill yield Newport News an increase in price
of approximately $24.527 million on said contract. Newport News will accept
said adjustments as full compensation for its claims on this contract.

5. The $90.4 million in claims of Newport News on the contract for SNN 686-
687 (N00024-69-C-307) presently on appeal in the ASBCA have been analyzed
by the Board and attorneys of the Contract Appeals Division and they have
advised that total adjustments to the contract are warranted, which, based on
final costs on said contract, will yield Newport News an increase in price of ap-
proximately $21.896 million on said contract. Newport News accepts said adjust-
ments as full compensation for its claims on this contract and will withdraw such
appeal with prejudice.

6. Newport News will fully release, in a form satisfactory to the Navy, all
claims based upon events, occurring on or prior to the date of the definitive docu-
ments to be executed by the parties in implementation of this Aide Memorie aris-
ing under any of the contracts listed in paragraphs 1 through 5 (and the one for
the CGN 36-37), as well as the impact of any of these contracts on each other or
on any other shipbuilding contract between the Navy and Newport News, or be-
tween Newport News and any other person or entity. Newport News will not con-
test in any forum the validity and enforceability of said contracts based upon
events on or prior to the aforesaid date. Nothing contained in the aforesaid re-
lease or in this Aide Memoire, however, shall be deemed to be a waiver of the
rights of the parties pertaining to the construction of the CGN-41.

7. Newport News has submitted a request for reformation of the contract
for CVN 68-99 (N00024-67-C-0325) under Public Law 85-804 on the basis of
a mutual mistake regarding the fringe benefit clause in said contract. The Navy
Contract Adjustment Board has examined the request and has found that a
mutual mistake of fact occurred. In the exercise of the Secretarial discretion
vested by Public Law 85-804, the Assistant Secretary of the Navy (M,RA&L)
will accept the Board's findings and recommendations, and under the residual
powers of the Act will direct reformation of that contract by correcting the
ceiling from $1.25 to $1.65, thus increasing the Government's obligation by
approximately $13.2M. Newport News will accept said adjustment as a fair and
equitable reformation of the contract.

8. In the further exercise of the Secretarial discretion vested by Public Law
85-804, the Assistant Secretary of the Navy (M,RA&L) will, under the residual
powers of that Act. authorize and direct the contracting officer to increase the
claim settlement under each of the following four contracts by $2.5 million in addi-
tional compensation, in view of the release to be given by Newport News, as pro-
vided in paragraph 6, and various other elements of the overall settlement
of open issues contemplated by this Aide Memoire. The four affected contracts
are as follows:

SSN 668 (N00024-70-C-0269)
SSN 689, 691, 693 and 695 (N00024-71-C-0270)
CGN 38,39 and 40 (N00024-70-C-0252)
CVN 68-69 (N00024-67-C-0325)
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9. It is understood that the timing of the payments to be made by the Navy
to Newport News pursuant to paragraphs 1 to 5, Inclusive, 7 and 8, shall be
governed by the provisions of the existing respective contracts, adjusted in accord-
ance with the terms of this Aide Memoire.

10. Representatives of the Navy and Newport News shall with urgency agree
upon the aggregate price (at ceiling and including applicable fee) of the unad-
judicated changes on the contracts referred to in paragraphs 1 through 5, inclusive,
to a date the nearest possible to the one of this Aide Memoire. It is our intention
and an important element of the understandings set forth in this Aide Memoire
that this matter shall be settled and agreed upon not later than the date of
execution of the contract modifications to be signed in implementation of this
Aide Memoire. With equal urgency and simultaneously with the aforesaid con-
tract changes, the parties shall determine and agree upon the unresolved obliga-
tions of Newport News pertaining to Insurv and guarantee items, material
shortages and other related items which, according to current Navy estimates,
have an approximate value of $2 million, it being understood that the agreed
upon value shall not be withheld by the Navy from the agreed value of the afore-
said contract changes or otherwise, without prejudice however to the uncondi-
tional obligation assumed by Newport News of discharging such obligations in
a timely and efficient manner.

11. We have further agreed that the quantum of disallowed costs under the
contracts referred to in paragraphs 1 through 5, inclusive, to the date of this Aide
Memoire will be approximately $19.4516 million, with the understanding that
this figure takes into account the allowance of approximately $1.0196 million of
home office expenses (out of a total of home office expenses of approximately
$8.6093 million) and also the allowance of certain disputed pension fund costs
only with respect to the contract referred to in paragraph 4, supra (approxi-
mately $2.4884 million), but that such pension fund costs will be disallowed
and released by Newport News with respect to the other contracts referred to in
paragraphs 1, 2, 3 and 5, supra. State tax accruals now disallowed will be allow-
able as costs when actually paid by Newport News.

12. As a result of recent steps taken by representatives of the Navy and New-
port News, the contract terms and conditions for the CVN-70 have been substan-
tially settled and it is understood that, as an integral part of the implementa-
tion of the several understandings set forth herein, the parties shall execute
a definitive contract on such terms and conditions.

13. Newport News will withdraw with prejudice ASBCA Docket No. 21728
and release the Navy from all further claims concerning the allowability of
home office expenses which are the subject of said proceeding.

14. To contribute to the orderly management of contracts between Newport
News and the Navy both parties will take all steps necessary promptly to process
and negotiate, on a fully priced basis, all contract change proposals, without
reservation for delay and disruption, subsequent to the date of this document.

15. All of the steps to be undertaken by the Navy are subject to the avail-
ability of appropriations.

This will confirm our commitment from the outset of our discussions of this
matter that the rights of the parties shall in no way be prejudiced or altered
by the understandings and intentions set forth herein but that such rights shall
be governed only by the documents to be subsequently executed by both parties
in the implementation of these understandings. Thus, this document merely
sets forth the understandings and declarations of intention which are the out-
come of their lengthy discussions and which both parties expect will lead to
prompt and final resolution of the matters described herein. As such, it is
agreed that this document is privileged and not subject to publication, discovery
or to voluntary production by either party before any court or in any other
forum.

September 8, 1978.
ADDENDUM TO AiDE MEMOIRE

By way of clarification, it is recognized that:
A. The $24.936 million in paragraph 1 represents an increase In the ceiling

price of $18.701 million and a separate payment of $6.235 million.
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B. The $38.321 million in paragraph 2 represents an increase in the ceiling
price of $31.451 million and a separate payment of $6.870 million.

C. The $31.276 million in paragraph 3 represents an increase in the ceiling
price of $13.897 million and a separate payment of $17.379 million.

D. The $24.527 million in paragraph 4 represents an increase in the ceiling
price of $12.950 million and a separate payment of $11.577 million.

E. The $21.896 million in paragraph 5 represents an increase in the ceiling
price of $9.386 million and a separate payment of $12.510 million.

F. The figures above are precise and will not vary with negotiated final
costs.

G. The parties will negotiate settlement modifications (including releases)
under these contracts similar to the release negotiated with the Navy in the
DLGN 36 and 37 settlement, and Newport News will also release the impact
of these contracts on other contracts. All rights of the parties regarding DLGN
41 will remain unaffected, and the rights of the parties regarding CVN 70 shall
be covered exclusively by the definitized contract to be executed.

H. The reformation referred to in paragraph 7 will result in an additional
escalation payment to Newport News in the amount of $13.2 million .

I. The payments in paragraph 8 are additional payments, separate from any
other payments under the contracts.

J. It is the intent of the parties that the implementing contract modifications
will close out contracts (SSN-688) N00024-70-C-0269 and (SSN 686-687)
N00024-69-C-307 and will reach final negotiated prices for contracts (CGN 38,
39 and 40) N00024-70-C-0252 and (CVN 68-69) N00024-67-C-0325 and on con-
tract (SSN 689, 691, 693 and 695) N00024-71-C-0270 as specified by the
contracts.

K. With respect to paragraph 10, pricing of changes (including related esca-
lation) is conditioned upon mutual agreement, and covers all changes as of
September 5, 1978. In order to delimit the unresolved obligations of Newport
News, the Company's responsibility for guarantee deficiencies, Insurv Items,
furnishing of undelivered materials/software and resolution of other related
items will be specifically defined and agreed to as of the date of the Implement-
ing modifications. Government retentions for guarantee deficiency items will be
released.

L. With regard to state tax accruals, it is agreed that state taxes are allow-
able costs and agreements on the timing of the allowability will be reached be-
tween the Company and the contracting officer and specified in the settlement
modifications and the estimated disallowances will be issued accordingly.

M. The Navy agrees that the allowability of Home Office Expense (i) for the
year 1972 and forward for these contracts shall be in accordance with CAS 403
and (ii) shall be as allowed by DCAA for the years prior to 1972. Hence, New-
port News will withdraw the ASBCA appeal referred to in paragraph 13.

N. With regard to the last unnumbered paragraph of the Aide Memoire and,
Indeed, this entire agreement, this document is tentative only and is conditioned
upon implementation by means of contract modifications acceptable to both
parties.

ATTACHMENT 2

DEPARTMENT OF THE NAVY,
HEADQUARTERS NAVAL MATERIAL COMMAND,

Washington, D.C., August 15,1978.

MEMORANDUM FOB THE ASSISTANT SECRETARY OF THE NAVY (MANPOWER, RESERVE

FFAIRS AND LOGISTICS)

Subject: Newport News Shipbuilding and Dry Dock Company; request for cor-
rection of a mistake under Public Law 85-804; contract N00024-67-0325.

1. Introduction.-Pursuant to your request, I am submitting herewith the
findings of fact and recommendations of the Navy Contract Adjustment
Board with respect to the above-entitled matter. These findings and recom-
mendations, which address whether a unilateral or a mutual mistake of fact.
was made, are based upon the record submitted to the Board by the Naval Sea
Systems Command (NAVSEA). The Board also took Into account discussions
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it conducted with the Contracting Officer, the former Project Manager, repre-
sentatives of DCAA, Newport News, and others. Eight years have passed since
these events occurred. In many respects, the written record is sketchy and the.
recollections of those who played a role in the formation .of the contract were
sometimes vague. The Board does not believe, therefore, that it is possible to
ascertain with precision the intention of the parties at the time of their agree-
ment, and for that reason, the Board was conservative in its approach. The
Board does, however, feel confident that reformation of the contract on the
basis of mistake is warranted.

2. Facts.-By letter dated May 17, 1978, Newport News Shipbuilding and Dry
Dock Company (NNS), Newport News, Virginia, has requested an increase in
the price of subject contract pursuant to Public Law. 85-804 and ASPR (DAR)
17-204.3 to correct a mistake made in Article 9(h) of modification PZ0041 to
that instrument. Artiele 9(h) is reproduced in Enclosure (1). NAVSEA, in
its report to the Board setting forth the facts in the matter, has expressed the
opinion that a mutual mistake may have been made since "[t]he pertinent con-
tract clause, as interpreted by the Navy, failed to accomplish the intent of the
parties." While it is presented upon alternative bases of unilateral and mutual
mistake, the gravamen of the contractor's request and the accompanying favor-
able NAVSEA recommendation is that subparagraph 10 of Article 9(h) of the
contract failed to reflect the intent of the parties in that they both relied upon
erroneous information in negotiating the amount of an escalation adjustment
permitted thereunder to compensate for increases in the cost of employee fringe
benefits.

3. On March 18, 1970, NNS submitted its updated proposal for definitizing the
letter contract for the U.S.S. Nimitz at a target cost of approximately $335.9 mil-
lion. The parties had been exchanging information for approximately a year. At
that time, the proposed target cost contained overhead contingencies for expected
increases in NNS's employee benefit costs above those in effect for a base period,
established as the month of June 1967. Formal price negotiations commenced on
May 20, 1979. During negotiations, it was apparently suggested that an addi-
tional special escalation provision be drafted to eliminate the need to include
projected overhead increases for employee fringe benefits as a contingency within
the target cost. By letter of May 26, 1970, NNS provided a draft escalation pro-
vision which later became subparagraphs 1 through 9 of contract Article 9(h).
It does not appear that there was any discussion at that time of placing a limi-
tation on the amounts of fringe benefits reimbursable under the contract, nor did
the special escalation provision as tendered by NNS contain any such limitation.
The underlying purpose of the fringe benefit escalation provision is reflected by
what became the preamble to Article 9(h) itself:

"It is recognized that the contractor may during the term of this contract make
changes in the scope and types of employee benefit programs, such changes be-
coming necessary as a result of agreements with union eligible employees or de-
sirable to maintain the ability to hire and to retain good employees. The amounts
of such changes and their effects upon this contract being indefinite, it is agreed
the effects of such changes since June 1967 below the limitations set forth in sub-
paragraph 10 herein are not included in the target cost set forth in article 7, en-
titled Compensation, of these special provisions but shall be reimbursed sep-
arately [outside the incentive matrix and without profit] as an escalation
payment determined as follows :"

4. As a result of these discussions with respect to pricing fringe benefit escala-
tion, NNS reduced its target cost by approximately $11.9 million to a new target
cost of $324 million. Thereafter, on June 25, 1970, negotiations were expanded to
include the Eisenhower and NNS proposed a two-vessel target cost of $570 million
on the same terms and conditions as were stated under its earlier Nimitz pro-
posal, including the escalation adjustment provision for employee fringe benefits.
The Board is advised that the two vessel target cost also reflected separate treat-
ment of fringe benefit costs.' Navy representatives tentatively agreed to the two
ship target cost figure and subsequent meetings were held to resolve all remaining

1 A representative of DCAA. Newport News stated to the Board that he believed the
target cost for the two ship proposal reflected approximately an $18 million reduction.
NNS has booked $59,221.468 and received $40.374,479 under the terms of the contract.
However, there Is no evidence that NNS has granted unreasonable increases in employee
fringe benefits and comparison with fringe benefits offered by other shipyards Indicates
that NNS was consistent with industry practice.
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matters, one of which was to reach final agreement on Article 9(h) of the con-

tfact. NNS executed the modification on June 30, 1970.
5. The backdrop of the Navy's desire to include a ceiling provision limiting

reimbursement of fringe benefit costs may be a June 11, 1970, Defense Contract

Audit Agency (DCAA) report which stated, inter alia:
"The current proposal to include them [fringe benefit costs] under a special

escalation clause, in effect, places these fringe benefits under a separate cost-type

contract. There would be very little or no contractual incentive for the contractor

to control future fringe benefit costs. Even if there are other factors acting to

restrain the contractor in granting fringe benefits. the proposed special escalation

computations would set a potentially dangerous precedent for future Navy

contracts."
Based at least in part on D)CAA's objections, the previously proposed NNS

clause was modified by the addition of a separate paragraph 10 (set forth in full

below) which provides a $1.25 limitation on the amount of reimbursement under

the special fringe benefit escalation provision.
6. On September 14, 1970, contract N00024-67-C-0325 was amended by modi-

fication PZ0041 from a cost-reimbursement letter contract to a fixed-price incen-

dvie contract for the design and construction of both the U.S.S. Ni.mitz (CVN 68)

and the U.S.S. Eisenhower (CVN 69) and included Article 9(h) as finally nego-

tiated. As previously stated, this modification had been executed by Newport

News on June 30, 1970, some forty days after final negotiations had commenced.

7. Article 9(h) describes the method to be used for determining quarterly

escalation adjustments for employee fringe benefit programs. In short, the

base month (June 1967) hourly rate of employee benefits is subtract from

the current quarter's hourly rate of employee benefits, and the difference is then

multiplied by the actual direct labor hours of work on each vessel during that

current quarter. It is this product that constitutes the quarterly escalation ad-

justment for each vessel.2 However, subparagraph 10 of the clause immediately

thereafter states:
"Notwithstanding the provisions of subparagraph 9 of this [Article 9(h)],

the hourly employee benefit rate on which escalation adjustments shall be paid

shall not exceed $1.25 per direct labor hour charge to all product lines for sales

to customers and to Plant Under Construction accounts." [Italic supplied.]

It is this provision which has been the core of the parties' disagreement since

October 1970.
8. In order to determine whether the $1.25 ceiling provision truly reflected the

intent of the parties, the Board has carefully examined the documentary mate-

rial of record supporting the negotiations of the provision in question. The record

indicates that on June 5, 1970, a NNS employee, Mr. A. R. Myers, prepared a

spread-sheet document entitled "Computation of Projected Escalation of Payroll

Fringe Benefits on Niimitz (Basis of Target Estimate)" (hereafter the "Myers

spread-sheet"). This document supported an approximate $11.4 million reduction

in Nimitz' target cost and became the basis for negotiation of the $1.25 ceiling

provision set forth in subparagraph 10 of Article 9 (h). This is confirmed by a sec-

ond contemporaneous document dated June 15, 1970, authored by another NNS

official, Mr. C. E. Dart (hereafter the "Dart work-sheet"). The Dart work-sheet

reflects that an approximate $11.5 million reduction in overhead was calculated

by NNS on the basis of Myers' June 5 calculations. The Myers spread-sheet re-

flected a constant employee benefit rate of $1.09 for calendar years 1970 through

1973.l Meanwvhile, on June 10, 1970. still a third contemporaneous document was

2 The Board was unable to determine why the parties agreed to a quarterly vice
annual limitation. The fringe benefit rate would fluctuate from a high in the first and
second calendar quarters to a low in the third and fourth quarters due to FICA limita-
tions. It may possibly be due to the fact that Article 9(h) is but one paragraph of the
"Compensation Adjustments" clause. The remainder of the clause operates independently
of actual costs.

'The Board noted that there had been an historical and annual rise In the employee
benefit rate from 1967 on forward, a fact known (though not fully) to NNS at the time
of negotiations. It was therefore puzzled by the fact that NNS projected a flat rate of $1.09
through the life of the contract. A Possible explanation for this, and one offered by a
representative of DCAA was that NNS expected a substantive increase In production labor
which would have had the effect of flattening the rate. NNS. however, reportedly experl-
enced great difficulty in hiring and retaining skilled labor while performing the contract.
This would have had the effect of driving up the frince benefit rate. Pure mathematical
calculations using the true historical rates and trends through March 1970 yielded a
projected rate of over $4.00 during the then projected period of contract performance.
These calculations, of course, do not take into account the labor sensitivity of the rate.
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constructed by NNS' Mr. C. T. Dickerson entitled "Increase by Quarters in Fringe
Benefits Over 1967 (1967 Base Values from A. R. Myers Analysis) " (hereafter the
"Dickerson spread-sheet"). Significantly, but apparently unknown and certainly
not relied upon by the parties during negotiation of the $1.25 ceiling figure, the

Dickerson spread-sheet reflected a much greater employee benefit rate for the
first quarter of 1970-$1.35--a figure later adjusted to $1.29.'

9. Subsequently, the negotiator's post-negotiation clearance of July 9, 1970,
indicated the parties' reliance on the accuracy of what they both believed to be a
projected fringe benefit rate of $1.09. It stated that:

"The auditor verified5 that since June 1967 the fringe benefit cost per man
hour increased from $0.735' to $1.093 in 1970. This is an increase of $0.358 per
man hour in three years. The fringe benefit escalation language provides a ceil-
ing of $1.25 per man hour or an additional $0.157 per man hour over the next
five years to limit the liability of the Government." [Italics supplied.]

10. DiWcus8ion.-It is clear from the record before the Board that the parties
mistakenly negotiated the $1.25 fringe benefit limitation upon the erroneous be-
lief that the experienced rate for the first quarter of 1970 was $1.09. It was not.
Indeed, it is now known that three months prior to the effective date of the
contract the actual rate exceeded the $1.25 ceiling by four cents. Had the parties
at the time of negotiations known that the Myers spread-sheet was so grossly in
error, it is beyond reasonable doubt that they would never have agreed to the
$1.25 limitation on reimbursement for employee fringe benefit costs.7 To have
done so would come "* * * 'close to being a contract which no man in his senses,
not under delusion, would make * * * on the one hand, and as no honest and
fair man would accept * * * on the other' * * *." Hume v. U.S., 132 U.S. 393,
395 (1889). Accordingly, the Board believes that a mutual mistake was made as
to a material fact existing at the time contract modification PZ0041 was executed

11. As to determining what the parties would have agreed to but for their
mutual reliance upon. the foregoing mistake of fact, NNS urges, as it has since

4 There may have been considerable pressure upon the parties to reach final agreement.
This is borne out by a memorandum dated May 20, 1970, the very day that final price
negotiations were commencing. This memorandum, written by a highly respected senior
NAVSHIPS official, relates with evident frustration his attempts to convey the urgency of
concluding negotiations. fie states:

"(c) that negotiations for the Nimitz have already been postponed time and time again
and that they are continuing to be delayed for no good purpose.

"(d) that continued delay In these negotiations can be expected to lead to higher actual
cost of the ships since the provisions of the definitized contract will not be placed In force
until the contract be signed.

"(e) that the continued delay in completing negotiations for the Nimitz Is a matter of
embarrassment to the Chief of Naval Operations, the Secretary of the Navy, the Deputy
Secretary of Defense and the Secretary of Defense.

"(f) that leaders of the Senate Armed Services and Appropriations Committees have
raised Issues with Defense officials concerning the status of negotiations.

"(g) that the Navy Is in the embarrassing position of not being able to report the
results of the negotiations In the March 31 SAR report. The December SAR report had
predicted the negotiations would be completed by this time."

By contrast, this same memorandum describes the painstaking manner by which the
Navy and Newport News had constructed their respective Ingoing positions. (The pro-
posals and negotiations regarding the Eisenhower and fringe benefit escalations were yet
to occur).

5 Testimony adduced before this Board by a representative of the DCAA Resident
Auditor, Newport News, indicates the figures had not been audited at that time (July
1970).

5The June 1967 base month was later determined to be $0.694, possibly compounding
the error.

I While It Is clear the parties Intended to agree to some ceiling limitation, it Is also
clear that the parties anticipated the clause would permit recovery of reasonable fringe
benefit costs. This is borne out by the statements of those interviewed, as well as by a
memorandum prepared by the former project manager and approved by the Commander,
NAVSHIPS In May 1970. This document reads In part:

"Topic.-Establishing Base Month of June 1967 for the purposes of pricing out CVAN-
68.

"Pacte.-Increase In cost due to Inflation Is not an Increase resulting from poor ship-
building management. It Is a result of operation of the economy of the country and Is
completely Independent of the manpower, material, and time resources required to build
a ship or the management of these resources.

"The effect of inflation Is Independent of any technical or characteristics changes which
may be Introduced into the ships after contracting.

"In order to provide for full recovery of growth the escalation clause will contain
adjustment factors for the BLS Index movements and the Contractor's experienced varia-
tion with the BLS index movements as well as the inflationary effect of fringe benefits on
overhead rate." [Italics supplied.]
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this issue first arose, that the $1.25 amount was a limitation on the amount
of adjustment, i.e., the difference between the base and the total fringe benefit
amount, and was not a limitation on the total amount of the fringe benefit
reimbursement. 8

In its May 17, 1978 application for relief NNS has also proffered the alternative
explanation that: * * * the $1.25 limitation may apply neither to the total amour
nor to the difference, but rather to the base upon which escalation is to be added.

NNS continues by theorizing that if there were no effective ceiling on these
escalation payments the company would be entitled to approximately $19,028,283
in additional reimbursement under the contract.

12. The Board considers both of these propositions to be without merit and in
direct conflict with the plain language and operation of the contract provision
in questions Two key Navy representatives present at the negotiations recalled
the intent of the mistakenly-developed $1.25 figure was to place a limitation on
the rate on which quarterly adjustments would be paid. The purpose of the
ceiling provision was said to provide a contractual incentive for NNS to control
fringe benefit costs. This would be consistent with the DCAA recommendation
quoted earlier that there was a need to contractually control future fringe bene-
fit costs. As indicated previously, both parties relied upon the Myers spread-
sheet in negotiating the $1.25 limitation. This document indicates that the rate
for 1968 was $0.76 and the rate for 1969 was $0.93 while the rate predicted for
1970 through 1973 was $1.09. One of the Navy representatives who participated
in the negotiations stated the $1.25 figure was probably established, at least in
part,"0 by adding $0.16 to the NNS predicted rate of $1.09, which was equal to
the previous increase between $0.93 and $1.09 found in the Myers spreadsheet.

13. Since, in fact, the actual adjusted rate for the first quarter of 1970 was
$1.29," the Board believes it appropriate to adopt the same methodology which
may have been used by the parties in 1970 to establish an adjusted ceiling pro-
vision which will now correct the effect of their mistake. In the Board's view the
record affords no better basis for carrying out the parties' apparent intent."
Thus, by applying the method of calculation apparently used in 1970, we conclude
that the ceiling provision would probably have been $1.65 but for the parties'
mistaken reliance upon the accuracy of the first quarter rate of $1.09.3

G. R. HENRY,
Captain, SC, USN,

Chairman, Navy Contract Adjustment Board.
Enclosure.

On October 1, 1970, NNS submitted its first Invoice seeking reimbursement for costs
of employee fringe benefits of $3,359,061 through September 1970. The Board has taken
note of the fact the NNS calculations did not reflect recognition of the $1.25 ceiling
contained in Article 9(h) of the contract.

9 We cannot help but question the seriousness of NNS's eleventh-hour Interpretation
when, concededly, there is no company representative who has more than the vaguest
recollection of this negotiation In 1970. An Internal memorandum dated July 23, 1975
(furnished to the Navy on July 30, 1975), from NNSs corporate legal department states:

"The specific Intent of the negotiators for application of the limitation Is difficult to
reconstruct as there is no one In the company who remembers any discussion of the
specific application."

Moreover. NNS has not represented otherwise in its May 17, 1978 application or In
any other documentation before this Board.

" This same person also stated there may have been other considerations which he did
not recall in reaching the agreed upon ceiling as well. No one else interviewed had any
recollection of how the $1.25 ceiling was calculated.

11 While the Dickerson spread-sheet projects a rate of $1.35. and the actual adjusted
rate for June 1970 was $1.33. the June rate would not have been known until at least
mid-July 1970 under normal circumstances, according to DCAA. The Board believes that
had the Dickerson projection been proposed, an audit would have been likely, since it
represents such a significant increase over the June 1967 base. For this reason, the
March 1970 rate of $1.29, which DCAA states would have been available, is recommended
as the base point for reformation of the clause. This quarter's rate, though In error, was
also the one apparently selected by NNS.

1Because eight years have passed since the negotiations of Article 9(h), much of the
oral evidence presented to the Board has been vague. Given this confused record, the Board
attempted to reconstruct the intent of the parties insofar as it now can be ascertained,
while at the same time applying general principles of equity In search of a result that
would be fair to both parties. The Board cannot be certain, of course, that the parties
would have used this methodology had the true historical rates been known.

" The difference between the 1969 rate of $0.93 and the actual adjusted rate of $1.29
for the first quarter of 1970 Is $0.36. The recommended ceiling figure Is derived by adding
$0.36 to $1.29 for a corrected ceiling rate of $1.65. This would Increase the Government s
obligation under the contract by approximately $13,250,156, subject to possible Increase
upon resolution of certain request for equitable adjustment.
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ARTICLE 9(h). ESCALATION ADJUSTMENT FOR CHANGES IN EMPLOYEE BENEFIT
PROGRAMS

It is recognized that the contractor may during the term of this contract make
changes in the scope and types of employee benefit programs, such changes be-
coming necessary as a result of agreements with union eligible employees or
desirable to maintain the ability to hire and to retain good employees. The
amounts of such changes and their effects upon this contract being indefinite, it
is agreed the effects of such changes since June 1967 below the limitations set
forth in subparagraph 10 herein are not included in the target cost set forth in
article 7, entitled "Compensation," of these special provisions but shall be reim-
bursed separately as an escalation payment determined as follows:

1. The total costs recorded in the contractor's accounts for the below-listed
employee benefits during the year 1967 shall be determined.

a. Allowed time-
b. Vacation and holiday
c. Sick leave
d. Workmen's compensation and public liability
e. F.I.C.A.
f. Unemployment compensation tax
g. Disability payments
h. Goup insurance and hospitalization
i. Pension plan costs
J. Thrift plans

2. The direct labor hours during the year 1967 charged to all product lines
for sales to customers and to plant under construction accounts shall be
determined.

3. The average cost of employee benefits per direct labor hour during 1967
shall be determined by dividing total costs in 1 above by direct labor hours in 2
above.

4. At calendar quarter intervals beginning with the calendar quarter ending 31
March 1968, the increased costs of employee benefits allocable to each vessel un-
der this contract shall be determined in accordance with the method described
in subparagraphs 5 through 7 below.

5. The total costs recorded during the current calendar quarter period in the
contractor's accounts for the employee benefits listed in 1 above plus any addi-
tional benefits programs added since 1967 shall be determined. Any adjustments
made by the contractor to accrued fringe benefit costs for prior accounting
periods shall be included as adjustments of the calendar quarters in which the
fringe benefit cost accrual adjustments are recorded in the contractor's accounts.

6. The direct labor hours during the current calendar quarter period charged
to all product lines for sales to customers and to plant under construction ac-
counts shall be determined.

7. The average cost of employee benefits per direct labor hour during the
current calendar quarter period shall be determined by dividing total costs in 5
above by direct labor hours in 6 above.

8. The average costs per direct labor hour during the 1967 base period, com-
puted in 3 above, shall be deducted from the corresponding average during the
current calendar quarter period, computed in 7 above.

9. The quarterly adjustment under this paragraph (h) shall be the product
of:

a. The difference between 3 and 7, computed in 8 above, and
b. The actual direct labor hours of work on each vessel under this contract

during the current calendar quarter period.
Adjustments under this paragraph (h) shall be set forth in a supplemental

agreement, which shall constitute the amount of adjustment for each vessel for
the quarterly period involved.

10. Notwithstanding the provisions of subparagraph 9 of this paragraph (h),
the hourly employee benefit rate on which escalation adjustments shall be paid
shall not exceed $1.25 per direct labor hour charged to all product lines for sales
to customers and to Plant Under Construction accounts.

11. No payment shall be made under this paragraph (h) on account of changes
in the cost of employee benefit programs listed in subparagraph 1 above to the
extent that such changes result from changes in the law subsequent to the date
of the signing of this contract, the effect on this contract of such changes being
provided for under the article entitled "Equirable Adjustments for Changes in
Law Having an Impact on Labor Cost."
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THE ASSISTANT SECRETARY OF THE NAVY,
MANPowEB, RESERVE AFFAIRS AND LoGIsTICS,

Washington, D.C., October 5, 1978.
HOD. WALTER F. MONDALE, -

President of the Senate,
Washington, D.C.

DEAR MR. PRESIDENT: The following report is made to advise you of the settle-
ment agreement executed today, settling the outstanding claims against the Navy
by Newport News Shipbuilding and Dry Dock Company as well as other open
issues.

Newport News Shipbuilding and Dry Dock Company submitted claims in 1975
and 1976 concerning five contracts with the Navy which request increases in ceil-
ing prices and in other compensation under the contracts as follows:

7Mtillions

Contract N00024-70-C-0269 (SSN 688)_---------------------------- $78.5
Contract N00024-71-C-0270 (SSN 689, 691, 693, 695)_--------------- 191. 6
Contract N00024-70-C-0252 (CGN 38, 39, 40)_---------------------- 159. 8
Contract N00024-67-0325 (CVN 68, 69)-------------------------- 221.3
Contract N00024-69-C-0307 (SSN 686, 687)_------------------------ 90.4

The Navy Claims Settlement Board (NCSB) has thoroughly examined and
evaluated these claims and the Navy and the Company have reached settlements
on these claims, as well as other outstanding open Issues. As a result of the settle-
ment, the following total adjustments to the contracts are being made:

Contract N00024-70-C-0269 (SSN 688)_---------------------- $27, 053, 867
Contract N00024-71-C-0270 (SSN 689, 691, 693, 695)__------ 41, 662, 137
Contract N00024-70-C-0252 (CGN 38, 39, 40)_---------------- 34,232, 569
Contract N00024-67-C0325 (CVN 68, 69) ------------------- 40, 227, 000
Contract N00024-69-C-0307 (SSN 686, 687) ------------------- 21, 898,378

In addition to that portion of these amounts determined valid for payment as a
result of the Navy Claims Settlement Board evaluation of the claims, within the-
terms of the existing contracts, these adjustments included $2.5 million in addi-
tional compensation under Public Law 85-804 on each of the contracts, with the
exception of Contract N00024-69-C-0307, in view of the complete release given by
the Company and various other elements of the overall settlement of open issues.
Contract N00024-67-C-0325 for the CVN 68/69 has also been reformed under
Public Law 85-804 by correcting a mutual mistake concerning the fringe benefits
clause in said contract. This reformation increases the Government's obligations
by approximately $13.2 million and said amount Is reflected in the adjustments
stated above.

The entire settlement Is subject to the availability of appropriations.
If desired, I am prepared to respond to any questions regarding this determina-

tion.
Sincerely,

EDwAnD HIDALGO.
THE ASSISTANT SEcRETARY OF THE NAVY,
MANPOWER, RESERVE AFFAIRS AND LOGIsTICs,

Washington, D.C., October 5,1978.
Hon. THOMAS P. O'NEILL, Jr.,
Speaker of the House of Representaties,
Washington, D.C.

DEAR MM. SPEAKER: The following report is made to advise you of the settle-
ment agreement executed today, setting the outstanding claims against the Navy
by Newport News Shipbuilding and Dry Dock Company as well as other open
issues.

'Newport News Shipbuilding and Dry Dock Company submitted claims In 1975
and 1976 concerning five contracts with the Navy which requests increases in ceil-
ing prices and in other compensation under the contracts as follows:

M llton.
Contract N00024-70-C-0269 (SSN 688)- - ____-_______________$78.5
Contraet N00W24-71-C-0270 (SSN 689, 691. 693, 695) ---------------- 191.6
Contract N00024-70-C-0252 (CGN 38, 39, 40) ------------------------ _159.8
Contract N00024-67-C-0325 (CVN 68. 69) --------------------------- 221.3
Contract N00024-69-C-0307 (SSN 686, 687) ------------------------- 90.4

32-340 0 - &1 - 12
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The Navy Claims 'Settlement Board (NCSB) has thoroughly examined and
evaluated these claims and the Navy and the Company have reached settlements
on these claims, as well as other outstanding open issues. As a result of the settle-
ment, the following total adjustments to the contracts are being made:

Contract N00024-70-C-0269 (SSN 688) ---------------------- $27,053,867
Contract N00024-71-C-0270 (SSN 689, 691, 693, 695)_--------- 41, 662, 137
Contract N00024-70-C-C0252 (CGN 38, 39, 40) ---------------- 34,232, 569
Contract N00024-67-C-0325 (CVN 68, 69) --------------------- 40,227, 000
Contract N00024-09-C307 (SSN 686, 687)_------------------ 21,898,378

In addition to that portion of these amounts determined valid for payment as a
result of the Navy Claims Settlement Board evaluation of the claims, within the
terms of the existing contracts, these adjustments included $2.5 million in addi-
tional compensation under Public Law 85-804 on each of the contracts, with the
exception of Contract N00024-69-C-0307, in view of the complete release given by
the Company and various other elements of the overall settlement of open Issues.
Contract N00024-67-C-0325 for the CVN 68/69 has also been reformed under
Public Law 85-804 by correcting a mutual mistake concerning the fringe benefits
clause in said contract. This reformation Increases the Government's obligations
by approximately $13.2 million and said amount is reflected in the adjustments
stated above.

The entire settlement is subject to the availability of appropriations.
If desired, I am prepared to respond to any questions regarding this

determination.
Sincerely,

DnwARD EIDALaO.
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Description of Modification

Applicable Ships: CVN 68 and CVN 69

WHEREAS, the parties consider all work completed under
this contract, except as otherwise specifically agreed below,
and the vessels constructed hereunder have been delivered to
the Government; and

WHEREAS, the Contractor has submitted claims and requests
for equitable adjustment in the contract price pursuant to
various provisions of this contract and the Contracting Officer,
upon analysis of the said claims and requests for equitable
adjustment, has determined them to be meritorious in certain
respects; and

WHEREAS, the parties have agreed that the Contract Delivery
Dates of CVN 68 and CVN 69 shall be the actual delivery
dates without allocation of responsibility; and

WHEREAS the parties have agreed to the resolution of
other outstanding issues in addition to the settlement of
the requests for equitable adjustment; and

WHEREAS, the Government has agreed to adjust the pricing
structure and delivery dates of the contract and in exchange
for these and other agreements contained herein the Contractor
has agreed to give a release as set forth in paragraph 9
below, subject to the reservations set forth in paragraph 10
below; and

WHEREAS, differences exist between the parties as to
the computation of escalation; the Contractor nevertheless
agrees that the Adjustments to Compensation in this modifica-
tion include any and all escalation to which he is entitled
by reason of the adjustments contained in this modification;
and

WHEREAS, differences exist between the parties as to:
(1) computation, allowance and allocation to the Contractor
of General and Administrative costs of Tenneco Inc. and Tenneco
Corporation; and (2) computation, allowance and allocation of
pension costs of the Contractor including the amount contributed
to the TENNECO Annuity Plan, the premiums paid to Tennessee
Life Insurance for reversionary benefits and the allocation
of identified actuarial gains and losses directly to the
Contractor; and the parties intend that the total final
negotiated cost of this contract as hereinafter established
includes any and all consideration for (1) and (2) above with
respect to this contract; and
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WHEREAS the disputed matters referenced in the immediately
preceding paragraph have been resolved under this contract and
every other Contract between the parties by agreement that
Home Office Expense for the year 1972 and forward shall be
in accordance with CAS 403 and shall be allowed as heretofore
approved by DCAA for the years prior to 1972; the Contractor's
appeal to the Armed Services Board of Contract Appeals docketed
as No. 21625 shall be withdrawn with prejudice; and the Pension
Costs referred to in the immediately preceding paragraph
which were previously included in provisional disallowances
by DCAA, suspended, or disapproved shall be allowed for this
contract and disallowed for all other contracts between the
parties; and

WHEREAS, differences exist between the parties as to
the allowability of State tax accruals on this and other
contracts; the parties intend that accrued amounts now suspended
or disapproved by DCAA will be allowable for this contract
to the extent that such amounts will be payable for the year
in which this modification becomes effective, and the total
final negotiated costs of this contract as hereinafter
established include any and all consideration for State tax
accruals; and the parties intend that this issue shall be
resolved for all other contracts using the same principles,
i.e., state taxes accrued for payment in a current year are
allowable if payable by the contractor in the following year
by or at the time the tax return is filed for the current
year; and

WHEREAS, the Assistant Secretary of the Navy, by Memorandum
of Decision dated October 5, 1978, has determined that, as
part of this agreement, it will facilitate the national defense
to invoke P.L. 85-804 to modify this contract by including
$2,500,000 as part of the "Adjustments to Compensation: in
paragraph 5 below; -

WHEREAS, pursuant to Modification A00066 the Contractor
has received a provisional increase in contract price in the
amount of $1,500,000 for reasons identified in that modifica-
tion; and

WHEREAS, pursuant to Modifications AR 25, AU 43 and AY 63
the Contractor has received interim payments totaling $6,803,370
for reasons identified in said modifications; and

WHEREAS, the Contractor, by letter of 17 May 1978, re-
quested that the Government, pursuant to Public Law 85-804
and Section 17 of the Armed Services Procurement Regulations,
amend the contract to authorize compensation due to increases
in the amount incurred for fringe benefit escalation costs; and
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WHEREAS, by decision dated 15 August 1978 , the Navy
Contract Adjustment Board recommended an amendment to the
contract providing compensation in the amount of $13,200,000;
and

WHEREAS, with respect to the paragraph immediately above,
in the exercise of the secretarial discretion vested by P.L.
85-804, the Assistant Secretary of the Navy (M,RA & L) has
authorized an amendment to the contract providing .compensation
in the amount of $13,200,000; and said amount is included as
part of the 'Adjustments to Compensation" in paragraph 5
below; and

WHEREAS, the Government has asserted or may assert claims
for non-correction of deficiencies and/or noncompletion of
contract work; and the parties desire to fully and finally
settle said claims as part of the price adjustment established
in this modification; and

WHEREAS, the Government has asserted or may assert claims
for correction of Contractor-responsible deficiencies arising
during the guaranty periods of the vessels and the parties
desire to fully and finally settle said claims as part of
the price adjustment established in this modification; and

WHEREAS, the parties have agreed on an adjustment in the
contract price by reason of the foregoing matters and in
accordance with the provisions of Article 8, Incentive Price
Revision (Firm Target), the total final negotiated cost, the
adjustment for profit and the final contract price have been
established and determined, all of the foregoing as herein-
after set forth; and

WHEREAS, the parties have agreed to the full and final
settlement hereinafter described;

NOW, THEREFORE, the parties hereto agree:

1. Article 6, Delivery of Completed Vessels, is hereby
modified as follows:

SHIP DATE

CVN 68 11 April 1975
CVN 69 12 September 1977

2. The following are hereby fully and finally settled:
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(a) All claims of the Contractor under this con-
tract for adjustment under Article 9, Conpensation Adjustments
(Labor and Material) and Article 27, Equitale Ajustments
for Changes In Law Having An Impact On Labor Cost. By reason
of the adjustments to compensation made and set forth in para-
graph 5.(a) of this Modification, the amount of the interim
payment effected by Modifications AR 25, AU 43, AY 63, and
P00066 are reduced to zero.

(b) All (1) changes, (2) HMRs, (3) FMRs, (4) letters
of direction, and (5) requests for proposals under this
contract.

(c) All claims of the Contractor under this contract
for compensation under Clause 36, Federal, State, and Local
Taxes.

(d) Any and all liabilities which are renised, re-
leased and discharged under paragraph 9 below subject to the
reservations set forth in paragraph 10 below.

(e) Any claims of the Contractor under this contract
relating to (1) computation, allowance and allocation to the
Contractor of General and Administrative costs of Tenneco Inc.
and Tenneco Corporation; and (2) computation, allowance and
allocation of pension costs of the Contractor including the
amount contributed to the TENNECO Annuity Plan, the premiums
paid to Tennessee Life Insurance for reversionary benefits
and the allocation of identified actuarial gains and losses
directly to the Contractor.

(f) Any and all of the following liabilities of
the Contractor to the Government, express or implied, whether
known or unknown, from which the Government hereby releases
and forever discharges the Contractor, subject to the reserva-
tions in paragraph 10 below.

(1) Under Clause 6, Inspection, Clause 5, Guaranty
Period, and other provisions of this contract for non-
correction of deficiencies and noncompletion of contract
work; and

(2) For equitable reduction of the contract price
of this contract, for reimbursement of Government costs
under this contract, for disallowance of Contractor costs
under this contract, or for money damages arising from
the performance of work of this contract; all of the
foregoing based upon acts or omissions (including negli-
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gence) of the Contractor under this contract, which
such acts or omissions occurred prior to the effective
date of this modification.

3. Pursuant to Clause 19, Final Settlement, the Contract
is hereby finally settled, subject to the reservations set
forth in paragraph 10 below.

4. (a) Under the authority of the Act of August 28, 1958,
as amended, (Public Law 85-804); 72 Stat. 972, as amended by
87 Stat. 605 (1973); 50 U.S.C. 1431-1435, as amended, and
Executive Order 10789 of 14 November 1958 (23 Fed. Reg. 8897)
as amended by Executive Order 11051, dated 27 September 1962,
Executive Order 11382 of 28 November 1967, and Executive Order
11610 of July 22, 1971, and other applicable statute law and
regulation, and in order to facilitate the national defense
and in consideration of the mutual covenants of the parties,
it is agreed that $2,500,000 be included as part of the "Ad-
justments to Compensation" in paragraph 5, and such amount is
included. The following modifications are made to the contract:

(i) Clause 26 of the General Provisions entitled
"Examination of Records" is deleted in its entirety and the
ASPR 7-104.15 Clause entitled "Examination of Records by
Comptroller General (1975 JUN)" is substituted therefor.

(ii) Clause 45 of the General Provisions entitled
"Equal Opportunity" is deleted in its entirety and the ASPR
7-103.18(a) Clause entitled "Equal Opportunity (1976 JUL)"
is substituted therefor.

(b) Pursuant to the recommendation of the Contract
Adjustment Board and the decision of the Assistant Secretary
of the Navy (MRA&L) to accept that recommendation, $13,200,000
is included as part of the "Adjustments to Compensation in
paragraph 5.

5. (a) The following adjustments are made:

(1) Equitable Adjustment in Contract Price:

Target Cost $ 10,568,000 Increase
Target Profit $ 1,oi/,UUU Increase
Target Price $ 11,625,000 Increase
Ceiling Price $ 12,950,000 Increase
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(2) Adjustments to Compensation: These are
adjustments not reflected in (1) above which are
being made separately from the adjustments in (1)
above so as not to affect the Contractor's profit
or loss otherwise determined under Article 8,
Incentive Price Revision (Firm Target). The Con-
tractor agrees that these adjustments include any
and all escalation to which he is entitled by reason
of the adjustments contained in this modification:

$ 27,277,000 Increase

(b) By reason of all adjustments to date, including
the above adjustments, the revised contract pricing structure
is:

Target Cost
Target Profit
Target Price
Ceilina Price

$ 629,733,656
$ 75,017,284
$ 704,750,940
S 831,323,934

(c) The Total Final Negotiated Cost of performing
this contract is hereby established pursuant to Article 8,
Incentive Price Revision (Firm Target), as

$ 770,156,872

(d) Pursuant to Article 8, Incentive Price Revision
(Firm Target), the "Adjustment for Profit" is established
as follows:

Target Cost

Total Final
Negotiated Cost

tendeJuOverrun)

Target Profit

Adjustment to
Target Profit
Based on Article 5

Adjustment for
Profit

S 629,733,656

$ 770,156,872

$ (140,423,216)

S 75,017,284

$ ( 14,766,146)

$ 60,251,138
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(e) Pursuant to Article 8, Incentive Price Revision
(Firm Target), the "Total Final Price" is established as
follows:

Total Final
Negotiated Cost $ 770,156,872

Adjustment for
Profit $ 60,251,138

Adjustments to
Compensation (in-
cluding adjustments
pursuant to Clause
36, Federal, State,
and Local Taxes and 194 AN070

Articles 9 and 27) $ 194 0

Total Final Price $ 1,025,398,715

6. Upon execution of this modification, the parties will
enter into a stipulation whereby the appeal designated as
ASBCA No. 21625 will be dismissed with prejudice, subject to
reinstatement only in the event that all payments required by
this modification are not paid to the Contractor.

7. Notwithstanding anything else to the contrary in this
contract, there shall be no contract withholdings or retainages
by the Government of any kind for the CVN 68 and CVN 69.

8. Notwithstanding anything else in this modification,
the rights of the parties regarding CVN 70 shall be covered
exclusively by the definitized contract to be executed.

9. Release

a. As used in Paragraph 9.

(1) "Events" refer to any other contract modi-
fications, any Government breach, any Government
tort, any change orders, any stop work orders, any
suspensions of work, any Government actions or
omissions pertaining to Government property or
information, and any other occurrences, actions
or omissions.

(2) "Covered Events" refers to Events occurring
before the date set forth in Block 19 of SF 30
(page 1 of this modification) whether formal or
constructive, and whether known or unknown to
either or both of the parties as of the date
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set forth in Block 19 of SF 30 (page 1 of this
modification) all of which events arise out of,
under, or are in any manner connected with:

(i) this contract; or

(ii) any other Government contract (with this
or any other Contractor) or contract between the
Contractor and any third party.

(3) 'CVN 68/69 Events" refers to Events
occurring before the date set forth in Block 19
of SF 30 (page 1 of this modification) whether
formal or constructive, and whether known or
unknown to either or both of the parties as of
the date set forth in Block 19 of SF 30 (page 1
of this modification), but only to the extent
such events both (i) arise out of or under this
contract, and (ii) impact other contracts solely
by reason of their impact on this contract.

b. In consideration of the provisions of this modifica-
tion, the Contractor, for itself, its successors, assigns,
vendors, suppliers and subcontractors, hereby remises,
releases and forever discharges the Government, its officers,
agents, and employees from (i) any and-all entitlement of
the Contractor to equitable adjustment of the contract price
and delivery schedule of this, and only this, contract by
reason of Covered Events, (ii) any and all liabilities to
the Contractor for money damages and/or other relief for the
impact of Covered Events upon this, and only this, contract,
(iii) any and all entitlement of the Contractor to equitable
adjustment of the contract price and delivery schedules of
any other Government contract or contract between the Contractor
and any third party by reason of SSN 688 events, and (iv)
CVN 68/69 events, and (iv) any and all liabilities to the
Contractor for money damages and/or other relief for the
impact of CVN 68/69 Events upon any other Government contract
or contract between the Contractor and any third party.

c.- (1) The Contractor hereby confirms and acknowledges
that in agreeing to the terms of this modification, it has
considered and made full allowance for any and all costs under,
and other impacts upon (i) this contract by reason of Covered
Events and (ii) any other contract with the Government and with
any third party by reason of CVN 68/69 Events; whether or not
such costs and other impacts are known or unknown or foreseeable
or unforeseeable as of the date set forth in Block 19 of SF
30 (page 1 of this modification) whether or not such costs and
other impacts have been discussed with, or for any reason
reserved for future discussion with, the Government, or have
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been made the basis for other assertion of claims or requests
for equitable adjustment and whether or not such costs or
other impacts were, or are, incurred and sustained, respectively,
before or after the date set forth in Block 19 of SF 30 (page
1 of this modification).

(2) The term "costs" as used in subparagraph (1)
immediately above include, but are not limited to:

(i) direct labor and material costs ("hardcore"),

(ii) delays,

(iii) disruptions, dislocations, acceleration,
and inefficiencies in performance,

(iv) interest costs and any other consideration
for financing,

(v) claim preparation costs, requests for
equitable adjustment preparation costs,
and

(vi) overhead costs.

10. Notwithstanding any other provision of this modifi-
cation, the following rights are hereby reserved, it being
expressly agreed that the parties do not thereby acknowledge
liability therefor:

(a) All rights and entitlement which the Government
may have against the Contractor founded upon P.L. 87-653 to
the extent that Certificates of Current Cost and Pricing Data
have been provided in connection with this modification; and
31 U.S.C. 231; 18 U.S.C. 286; 18 U.S.C. 287; and 18 U.S.C.
1001.

(b) All rights and obligations of the parties re-
lating to the CGN 41, except that the release in paragraph
9 above includes all costs, as defined in paragraph 9.c.(2),
incurred upon the CVN 68 and 69 resulting from events
occurring on the CGN 41.

(c) All rights of the Contractor under the following
provisions of the contract:

(i) "Insurance - Property Loss or Damage -
Liability to Third Persons".

(ii) "Additional Insurance Provisions."
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(iii) "Nuclear Risk - Indemnification Under
Public Law 85-804."

(d) All rights and liabilities of the parties arising
under the contract articles, if any, or otherwise which relate
to reproduction rights, patent infringements, inventions,
applications for patent and patents, including rights to
assignments, invention reports, and licenses, and in covenants
of indemnity against patent risks.

(e) All rights and liabilities of the parties with
respect to the future care and disposition by the Contractor
of Government property remaining in his custody.

(f) All rights the Contractor may have to royalty
payments under the Contract provision entitled "Value Engi-
neering Incentive."

(g) All rights and obligations of the parties re-
lating to Contractor-acquired material made obsolete or excess
as a result of contract changes as specifically set forth
below:

(i) Material made obsolete or excess as a
result of contract changes has been identi-
fied in change pricing proposals submitted
to the Government. The Contractor shall
provide to the Government any such material
which has been so identified but not dis-
posed of pursuant to instructions from the
Government; provided if any such material
is not available, the Contractor may substi-
tute equivalent material or pay the original
purchase price of the material to the Govern-
ment.

(ii) The Government shall provide disposition
instructions for the material described
in subparagraph (i) above, and the Con-
tractor shall dispose of such material in
accordance with such instructions. The
Contractor shall be reimbursed by the
Government for the cost, plus a reasonable
profit, of such disposition.

(h) With respect to CVN 68 and CVN 69 all rights of
the parties pertaining only to the undelivered software items
specifically identified in Attachment "A".
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(i) With respect to CVN 69, all rights of the
parties pertaining only to the undelivered materials speci-
fically identified in Attachment "B".

(j) With respect to CVN 69, all rights and obliga-
tions relating to DeSanno valves.

(k) All rights and obligations of the parties re-
lating to the items listed in Attachment "C", provided the-
Contractor shall accumulate costs incurred on account of these
items, and if such costs are determined to not have been in-
cluded in the total estimated contract cost set forth in the
DD 633-6 form provided in connection with this modification,
the parties will, at the time of completion, increase the total
final negotiated cost of this contract by an amount equal to
such costs.

11. Promptly upon effectiveness of this modification
and the submission of proper invoices, the Government shall
make the payments required under the terms of this contract
as modified herein. If such payment is not made within 60
days of the effectiveness of this modification, the Con-
tractor shall have the right to declare this modification to
be-of no force and effect and the parties shall be restored
to their respective rights and remedies existing prior to
the execution of this modification.

12. (a) The parties hereto agree that this modification
shall become effective only upon receipt by the Contractor
of written notice by the Contracting Officer that appropria-
tions have been obligated to this contract in an amount suffi-
cient to fund fully the Government's obligations under this
contract, including the obligations provided for in this modi-
fication. In any event, should such notice not be given by
March 31, 1979 , neither party shall be bound by the terms
contained herein.

(b) Modification P00037 to Contract N00024-70-C-
0252, Modification P00014 to Contract N00024-69-C-0307,
Modification P00036 to Contract N00024-70-C-0269, Modifica-
tion P00026 to Contract N00024-71-C-0270, Modification P00067
to Contract N00024-67-C-0325, and Modification P00028 to
Contract N00024-68-C-0355 reflect various elements of an
overall settlement of a number of Navy and Contractor issues,
and, as such, are inseverably related to each other. It is
specifically agreed that the effectiveness of each individual
modification is conditioned upon the execution and effective-
ness of all of the modifications identified above.

13. The parties agree that notwithstanding the contingent
nature of this modification as described in paragraph 12
above, the Government will promptly release all contract
withholdings and retainages. If the modification does not
become effective the payments made shall be considered pro-
visional in nature and shall be subject to jgaymnt if
appropriate, to the Government on r na! settle0mt of £ne
contract.



LIST OF CDRL ITEMS INCOMPLETE

Title

Final working drawings

Ship plan index

Camera ready copy for final
publications printed by NPPSO

NNS Status

99% complete - EID 10-31-78
(215036, 2350-186, 6002-26, 6301-81, 6450-206,
6475-43, 6475-44, 6555-86, 6750-58, 6750-59)

Final dist. - EID 10-31-78

Nuclear - 1 manual - EID 11-30-78 to NPPSO for printing
seal weld machine 0989-063-2000

Nonnuclear - 3 manuals
0905-515-9060 - Ship Information Book Vol. 2,
Part 3 - Sewage Ejection to NPPSO for printing
7-20-78. (See item G090 below.)

0935-015-0010 - Dry cleaning system MDL22CO - TO
SOS for technical approval 11-1-78.

0920-114-6010 - Hoist, bridge crane & il for
weapon handling system - awaiting camera-. idy copy
from vendor.

Changes:
0945-0111-4011 - Purifier air ref. - awaiting
camera-ready copy from vendor.

0947-155-5011 - Pump main feed - reviewing addi-
tional change for possible incorporation into
previously approved change No. 1.

0947-159-5011 - Fire pump turbine drive - requested
camera-ready copy from vendor 9-21-78.

0948-071-201A - Valve cntl CAT-CKLM - To SOS for
printing approval 8-28-78.

Attachment A

Item

G036

C03 9

G071



Title

Ship Information Book
(change pages)

Statement of costs incurred and
estimate of additional costs

Surplus material report

Aircraft El. Manual (change pages)
Preliminary - Vol. 1 0983-002-4011,
and Vol. 2 0983-002-402A

Aircraft El. Manual Final
(camera-ready copy) change pages

NNS Status

To NPPSO for printing - NN ltr. 599H-216/2-2, 7-20-78.

In process.

As soon as possible.

To SOS for technical approval 11-30-78.

Item

G090

F180
G180

F18 3
G183

G191

G192
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Attachment B

1. "Hull 0599H Entire CF Shortage Report, Job T026BO," dated September 28,

1978, Part I OSI (Operating Space Items) 30 pages, Part II SRI (Storeroom

Items) 596 pages, corrected as follows:

Changed From CF to GF

1. 00-119-8768 1 each
2. 00-228-5506 1 each
3. 00-250-4797 1 each
4. 00-332-8384 1 each
5. 00-474-5064 1 each
6. 00-901-3968 1 each
7. 01-016-6711 2 each
8. 01-019-5491 1 each
9. LL-HDA-N967 1 each

10. LL-HDA-N973 1 each
11. LL-HDY-1074 1 each
12. 00-106-1249 1 each
13. 00-107-0656 1 each
14. 00-111-1679 1 each
15. 00-111-1682 1 each

32 -340 0 - 81 - 13
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1. MICROFILM OF REACTOR PLANT DRAWINGS FOR CVN 69 (SHIP
SPECIFICATION 9020-1-i-ALL FXCEPT RPPY IN THE TABLE). -

2. MAIN COOLANT LOOP STOP VALVE HANDLING GEAR (HMR331)

3. HANDLING GEAR FOR REACTOR REFUELING HATCH - SHIPBUILDER
INTENDS TO RETAIN AND USE IN CONSTRUCTION OF CVN 70.

4. HANDLING GEAR FOR PRESSURIZER SHED ACCESS CLOSURE LOCATED
IN COOLANT TURBINE GENERATOR ROOM - SHIPBUILDER INTENDS
TO RETAIN AND USE IN CONSTRUCTION OF CVN 70.

5. EQUIPMENT FOR ALTERNATE DECAY HEAT REMOVAL REACTOR WATER
LEVEL INDICATION. SHIPBUILDER USED FOR TESTING.

6. REPLACEMENT GLANDS FOR CVN 69 AUXILIARY MACHINERY COOLING
WATER PUMP #2 - HMR 361 AND NEWPORT NEWS MEMO TO FILE A4W/A1G
32-1 OF SEPTEMBER 11, 1978.

7. SPARE O-RINGS FOR REPLACEMENT PUMP GLANDS UNDER HMR 361
FOR CVN 68 AND SPCC.

ATTACHMENT C
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Description of Modification

Applicable Ships: SSN 689, SSN 691, SSN 693, and SSN 695

WHEREAS, the parties consider all work completed under
this contract except as otherwise specifically agreed to below,
and the vessels constructed hereunder, except SSN 695, have
been delivered to the Government; and

WHEREAS, the Contractor has submitted claims and requests
for equitable adjustment in the contract price pursuant to
various provisions of this contract and the Contracting Officer,
upon analysis of the said claims and requests for equitable
adjustment, has determined them to be meritorious in certain
respects; and

WHEREAS, the parties have agreed that, without alloca-
tion of responsibility, the Contract Delivery Dates of SSN
689, SSN 691, and SSN 693 shall be the actual delivery dates
and the delivery date of SSN 695 shall be 31 December 1978;
and

WHEREAS the parties have agreed to the resolution of
other outstanding issues in addition to the settlement of
the requests for equitable adjustment; and

WHEREAS, the Government has agreed to adjust the pricing
structure and delivery dates of the contract and in exchange
for these and other agreements contained herein the Contractor
has agreed to give a release as set forth in paragraph 9
below, subject to the reservations set forth in paragraph 10
below; and

WHEREAS, differences exist between the parties as to
the computation of escalation; the Contractor nevertheless
agrees that the Adjustments to Compensation in this modifica-
tion include any and all escalation to which he is entitled
by reason of the adjustments contained in this modification;
and

WHEREAS, differences exist between the parties as to:
(1) computation, allowance and allocation to the Contractor
of General and Administrative costs of Tenneco Inc. and Tenneco
Corporation; and (2) computation, allowance and allocation of
pension costs of the Contractor including the amount contributed
to the TENNECO Annuity Plan, the premiums paid to Tennessee
Life Insurance for reversionary benefits and the allocation
of identified actuarial gains and losses directly to the
Contractor; and the parties intend that the total final
negotiated cost of this contract as hereinafter established
includes any and all consideration for (1) and (2) above with
respect to this contract; and
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WHEREAS the disputed matters referenced in the immediately
preceding paragraph have been resolved under this contract
and all other contracts between the parties by agreement that
Home Office Expense for the year 1972 and forward shall be
in accordance with CAS 403 and shall be allowed as heretofore
approved by DCAA for the years prior to 1972; the Contractor's
appeal to the Armed Services Board of Contract Appeals
docketed as No. 21625 shall be withdrawn with prejudice; and
the Pension Costs referred to in the immediately preceding
paragraph which were previously included in provisional
disallowances by DCAA, suspended, or disapproved shall be
allowed for Contract N00024-67-C-0325 and disallowed for all
other contracts between the parties; and

WHEREAS, differences exist between the parties as to
the allowability of State tax accruals on this and other
contracts; the parties intend that accrued amounts now suspended
or disapproved by DCAA will be allowable for this contract
to the extent that such amounts will be payable for the year
in which this modification becomes effective, and the total
final negotiated costs of this contract as hereinafter
established include any and all consideration for State tax
accruals; and the parties intend that this issue shall be
resolved for all other contracts using the same principles,
i.e., state taxes accrued for payment in a current year are
allowable if payable by the contractor in the following year
by or at the time the tax return is filed for the current
year; and

WHEREAS, the Assistant Secretary of the Navy, by Memorandum
of Decision dated October 5, 1978, has determined that, as
part of this agreement, it will facilitate the national defense
to invoke P.L. 85-804 to modify this contract by including
$2,500,000 as part of the "Adjustments to Compensation" in
paragraph 5 below; and

WHEREAS, pursuant to Modifications P00015 and P00024
the Contractor has received provisional increases in contract
price in the amount of $19,200,000 and $9,000,000 respectively
for reasons identified in those modifications; and

WHEREAS, the Government has asserted claims for non-
correction of deficiencies and/or noncompletion of contract
work; and the parties desire to fully and finally settle said
claims as part of the price adjustment established in this
modification; and

WHEREAS, the parties have agreed on an adjustment in the
contract price by reason of the foregoing matters and in
accordance with the provisions of Article 8, Incentive Price
Revision (Firm Target), the total final negotiated cost, the
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adjustment for profit and the final contract price have been
established and determined, all of the foregoing as herein-
after set forth; and

WHEREAS, the parties have agreed that SSN 695 shall be
completed and delivered as required by this contract; provided
the Contractor may follow deviations, waivers, and other reso-
lutions of problem areas which have been issued under this
contract-for SSN 695 without change in contract price; progress
payments shall be computed and paid using the techniques and
billing price for SSN 695 (as adjusted in this modification)
which have been previously used for such payments; and
changes, if any, issued by the Government after September 5,
1978 for SSN 695 will be performed by the Contractor and
priced out by mutual agreement on a. firm fixed price basis;
and

WHEREAS, the parties have agreed to the full and final
settlement hereinafter described:

NOW, THEREFORE, the parties hereto agree:

1. Article 3, Delivery Schedule, is hereby modified as
follows:

SHIP DATE

SSN 689 10 June 1977
SSN 691 14 December 1977

-SSN 693 26 May 1978
SSN 695 31 December 1978

2. The following are hereby fully and finally settled:

(a) The Contractor's Requests for Equitable Adjust-
ment dated 7 August 1975, as amended and 8 March 1976, as
amended. By reason of .the price adjustments made and set
forth in paragraph 5.a of this Modification, the amount of
the provisional increases in contract price effected by Modi-
fications P00015 and P00024 are reduced to zero.

(b) As of September 5, 1978, all (1) changes, (2)
HMRs, (3) FMRs, (4) letters of direction, and (5) requests
for proposals under this contract. All rights of the parties
pertaining to such items dated subsequent to September 5, 1978,
shall remain unaffected.

(c) All claims of the Contractor under this contract
for compensation under Clause 42, Federal, State, and Local
Taxes.

(d) Any and all liabilities which are remised, re-
leased and discharged under paragraph 9 below subject to the
reservations set forth in paragraph 10 below.
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(e) Any claims of the Contractor under this contract
relating to (1) computation, allowance and allocation to the
Contractor of General and Administrative costs of Tenneco Inc.
and Tenneco Corporation; and (2) computation, allowance and
allocation of pension costs of the Contractor including the
amount contributed to the TENNECO Annuity Plan, the premiums
paid to Tennessee Life Insurance for reversionary benefits
and the allocation of identified actuarial gains and losses
directly to the Contractor.

(f) Any and all of the following liabilities of the
Contractor to the Government, express or implied, whether
known or unknown, from which the Government hereby releases
and forever discharges the Contractor, subject to the reserva-
tions in paragraph 10 below.

(1) Under Clause 7, Inspection, Clause 6, Guaranty
Period, and other provisions of this contract for non-
correction of deficiencies and noncompletion of contract
work; and

(2) For equitable reduction of the contract price
of this contract, for reimbursement of Government costs
under this contract, for disallowance of Contractor
costs under this contract, or for money damages arising
from the performance of work of this contract; all of
the foregoing based upon acts or omissions (including
negligence) of the. Contractor under this contract, which
such acts or omissions occurred prior to the effective
date of this modification.

3. Not used.

4. Under the authority of the Act of August 28, 1958,
as amended, (Public Law 85-804); 72 Stat. 972, as amended by
87 Stat. 605 (1973); 50 U.S.C. 1431-1435, as amended, and
Executive Order 10789 of 14 November 1958 (23 Fed. Reg. 8897)
as amended by Executive Order 11051, dated 27 September 1962,
Executive Order 11382 of 28 November 1967, and Executive Order
11610 of July 22,'1971, and other applicable statute law and
regulation, and in order to facilitate the national defense
and in consideration of the mutual covenants of the parties,
it is agreed that $2,500,000 be included as part of the
"Adjustments to Compensation" in paragraph 5, and such amount
is included. The following modifications are made to the
contract:
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(a) Clause 31 of the General Provisions entitled
"Examination of Records" is deleted in its entirety and the
ASPR 7-104.15 Clause entitled "Examination of Records by
Comptroller General (1975 JUN)" is substituted therefor.

(b) Clause 49 of the General Provisions entitled
'Equal Opportunity" is deleted in its entirety and the ASPR
7-103.18(a) Clause entitled "Equal Opportunity (1976 JUL)'
is substituted therefor.

S. (a) The following adjustments are made:

(1) Equitable Adjustment in Contract Price:

Target Cost $ 23,796,000 Increase
Target Profit $ 2,380,000 Increase
Target Price $ 26,176,000 Increase
Ceiling Price $ 30,697,000 Increase

(2) Adjustments to Compensation: These are
adjustments not reflected in (l) above which are
being made separately from the adjustments in (1)
above so as not to affect the Contractor's profit
or loss otherwise determined under Article 8,
Incentive Price Revision (Firm Target). The Con-
tractor agrees that these adjustments include any
and all escalation to which he is entitled by
reason of the adjustments contained in this modi-
fication:

$ 10,965,137 Increase

(b) By reason of all adjustments to date, including
the above adjustments, the revised contract pricing structure
is:

Target Cost $ 265,703,325
Target Profit $ 28,033,419
Target Price $ 293,736,744
Ceiling Price $ 301,719,083

(c) The Total Final Negotiated Cost of performing
this contract is hereby established pursuant to Article 8,
Incentive Price Revision (Firm Target), as

$ 307,712,096

(d) Pursuant to Article 8, Incentive Price Revision
(Firm Target), the "Adjustment for Profit" is established as
follows:
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Target Cost

Total Final
Negotiated Cost

tnderruiiyOverrun)

Target Profit

Adjustment to
Target Profit
Based on Article 5

Adjustment for
Profit

$ 265,703,325

$ 307,712,096

$ 42,008,771

$ 28,033,419

$ ( 34,026,432)

$ ( 5,993,013)

(e) Pursuant to Article 8, Incentive Price Revision
(Firm Target), the "Total Final Price" is established as
follows:

Total Final
Negotiated Cost

Adjustment for
Profit

Adjustments to
Compensation in
Article 9, Comp-
ensation Adjustments
(including adjust--
ments pursuant to
Clause 42, Federal,
State and Local

$ 307,712,096

( 5,993,013)

Taxes) $ 58,025,457

Total Final Price $ 359,744,540

6. Upon execution of this modification, the parties
will enter into a stipulation whereby the appeal designated
as ASBCA No. 21625 will be dismissed with prejudice, subject
to reinstatement only in the event that all payments required
by this modification are not made to the Contractor.

7. (a) The incentive price provisions of the contract
shall not apply to future pricing actions hereunder, and
each such pricing action shall be developed and negotiated
on a firm fixed price basis with the resulting agreed amount
being added to the Total Final Price herein established as
such Total Final Price shall have been adjusted at the time
of each subsequent pricing action. Clause 11 of this contract
is hereby deleted and the following is substituted therefor:
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'PAYMENTS

(i) The Government, upon submission by the
Contractor of invoices certified by the Contractor
as hereinafter provided, will promptly make pay-
ments on account of the total final price of one
hundred percent (100%) of an amount determined by
applying to the total final price the percentage
of physical progress in the performance of the
contract as a whole as certified by the Contractor
subject to the approval of the Supervisor.

(ii) Invoices may be submitted semi-monthly or
more frequently if expenditures by the Contractor
warrant and shall be based upon the total final
price as adjusted from time to time and such
adjustments shall be established on a firm fixed
price basis. The specific amount to be paid by
the Government under each invoice shall be the
payment as computed in paragraph (i) above less
all previous amounts paid to the Contractor under
this clause and under Clause 11 of the General
Provisions.

(iii) Except for final payment, no payment
will be required to be made upon invoices aggre-
gating less than $5,000.

(iv) For purposes of this clause, each of the
ships under this contract shall be considered 100%
complete upon preliminary acceptance of each such
ship."

(b) Notwithstanding anything else to the contrary
contained herein, except as results from the application of
the progress payments provision set out above, there shall
be no contract withholdings or retainages by. the Government
of any kind.

8. Notwithstanding anything else in this modification,
the rights of the parties regarding CVN 70 shall be covered
exclusively by the definitized contract to be executed.

9. Release

a. As used in Paragraph 9.

(1) "Events" refer to any other contract modi-
fications, any Government breach, any Government
tort, any change orders, any stop work orders, any
suspensions of work, any Government actions or
omissions pertaining to Government property or
information, and any other occurrences, actions or
omissions.
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(2) "Covered Events" refers to Events occurring
before the date set forth in Block 19 of SF 30
(page 1 of this modification), whether formal or
constructive, and whether known or unknown to
either or both of the parties as of the date set
forth in Block 19 of SF 30 (page 1 of this modi-
fication), all of which events arise out of,
under, or are in any manner connected with:

(i) this contract; or

(ii) any other Government contract (with this
or any other Contractor) or contract between the
Contractor and any third party.

(3) "SSN 689/691/693/695 Events" refers to
Events occurring before the date set forth in
Block 19 of SF 30 (page 1 of this modification)
whether formal or constructive, and whether known
or unknown to either or both of the parties as of
the date set forth in Block 19 of SF 30 (page 1
of this modification) but only to the extent such
events both (i) arise out of or under this contract,
and (ii) impact other contracts solely by reason
of their impact on this contract.

b. In consideration of the provisions of this modifica-
tion, the Contractor, for itself, its successors, assigns,
vendors, suppliers and subcontractors, hereby remises,
releases and forever discharges the Government, its officers,
agents, and employees from (i) any and all entitlement of
the Contractor to equitable adjustment of the contract price
and delivery schedule of this, and only this, contract by
reason of Covered Events, (ii) any and all liabilities to
the Contractor for money damages and/or other relief for the
impact of Covered Events upon this, and only this, contract,
(iii) any and all entitlement of the Contractor to equitable
adjustment of the contract price and delivery schedules of
any other Government contract or contract between the Con-
tractor and any third party by reason of SSN 689/691/693/695
Events, and (iv) any and all liabilities to the Contractor
for money damages and/or other relief for the impact of SSN
689/619/693/695 Events upon any other Government contract or
contract between the Contractor and any third party.

c. (1) The Contractor hereby confirms and acknowledges
that in agreeing to the terms of this modification, it has
considered and made full allowance for any and all costs
under, and other impacts upon Ci) this contract by reason of
Covered Events and (ii) any other contract with the Government
and with any third party by reason of SSN 689/691/693/695
Events; whether or not such costs and other impacts are
known or unknown or foreseeable or unforeseeable as of the
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date set forth in Block 19 of SF 30 (page 1 of this modifi-
cation), whether or not such costs and other impacts have
been discussed with, or for any reason reserved for future
discussion with, the Government, or have been made the basis
for other assertion of claims or requests for equitable
adjustment and whether or not such costs or other impacts
were, or are, incurred and sustained, respectively, before
or after the date set forth in Block 19 of SF 30 (page 1
of this modification).

(2) The term "costs" as used in subparagraph (1)
immediately above include, but are not limited to:

-i) direct labor and material costs ("hardcore&),

(ii) delays,

(iii) disruptions, dislocations, acceleration,
and inefficiencies in performance,

(iv) interest costs and any other consideration
for financing,

(v) claim preparation costs, requests for
equitable adjustment preparation costs,
and

(vi) overhead costs.

10. Notwithstanding any other provision of this modifi-
cation, the following rights are hereby reserved, it being
expressly agreed that the parties do not thereby acknowledge
liability therefor:

(a) All rights and entitlement which the Government
may have against the Contractor founded upon P.L. 87-653 to
the extent that Certificates of Current Cost and Pricing Data
have been provided in connection with this modification; and
31 U.S.C. 231; 18 U.S.C. 286; 18 U.S.C. 287; and 18 U.S.C.
1001.

(b) All rights and obligations of the parties re-
lating to the CGN 41, except that the release in paragraph
9 above includes all costs, as defined in paragraph 9.c.(2),
incurred upon the SSN 689, SSN 691, SSN 693, and SSN 695 re-
sulting from Events occurring on the CGN 41.

(c) All rights of the Contractor under the following
provisions of the contract:

Ci) Insurance - Property Loss or Damage -

Liability to Third Persons".
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(ii) "Additional Insurance Provisions.'

(iii) "Nuclear Risk - Indemnification Under
Public Law 85-804."

(d) All rights and liabilities of the parties arising
under the contract articles, if any, or otherwise which relate
to reproduction rights, patent infringements, inventions,
applications for patent and patents, including rights to

assignments, invention reports, and licenses, and in covenants
of indemnity against patent risks.

(e) All rights and liabilities of the parties with

respect to the future care and disposition by the Contractor
of Government property remaining in his custody.

(f) All rights the Contractor may have to royalty
payments under the Contract provision entitled "Value Engi-
neering Incentive."

(g) All of the items listed in paragraph 2(b) above

occurring after September 5, 1978.

(h) All rights and obligations of the parties
relating to Contractor-acquired material made obsolete or

excess as a result of contract changes as specifically set

forth below:

(i) Material made obsolete or excess as a
result of contract changes has been identified
in change pricing proposals submitted to the
Government. The Contractor shall provide to
the Government any such material which has
been so identified but not disposed of pursuant
to instructions from the Government; provided
if any such material is not available, the
Contractor may substitute equivalent material
or pay the original purchase price of the
material to the Government.

(ii) The Government shall provide disposition
instructions for the material described in
subparagraph (i) above, and the Contractor
shall dispose of such material in accordance
with such instructions. The Contractor shall
be reimbursed by the Government for the cost,
plus a reasonable profit, of such disposition.
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(i) With respect to SSN 689, SSN 691, and SSN 693,
all rights of the parties pertaining to the undelivered
software items specifically identified in Attachment "A", it
being agreed that the Contractor will use its best reasonable
efforts to provide the same, provided that if notwithstanding
such efforts the Contractor should fail to do so, the maximum
obligation of the Contractor shall not exceed a value of
$2,000 for SSN 689, $3,000 for SSN 691, and $3,000 for SSN
693.

(j) With respect to SSN 689, SSN 691, and SSN 693,
all rights of the parties pertaining to the undelivered
materials specifically identified in Attachment "B", it
being agreed that the Contractor will use its best reasonable
efforts to provide the same, providing that if notwithstanding
such efforts the Contractor should fail to do so, the maximum
obligation of the Contractor shall not exceed a value of
$70.82 per item.

(k) With respect to SSN 691, all rights of the
parties pertaining to the guarantee deficiencies and INSURV
items, specifically identified in Attachment "C", provided
however that in no event shall the Contractor's liability
for guarantee deficiencies exceed $1,500,000.

(1) With respect to SSN 693, all rights and obliga-
tions of the parties pertaining to the INSURV and guarantee
deficiency items identified in Attachment "D".

(m) With respect to SSN 693, all rights and obligations
to the parties pertaining to the guarantee deficiencies
unknown to NAVSEA or the Supervisor or his staff as of
September 5, 1978; provided the Contractor shall accumulate
the cost of any correction of guarantee deficiencies under a
separate cost account, and at the time of completion of all
such corrections, the parties will increase the total final
negotiated cost of this contract by an amount, as agreed to
by the contracting officer, equal to the cost of such corrections.
The Contractor's liability for correction of guarantee
deficiencies on SSN 693 shall not exceed $1,500,000.

(n) All rights and obligations of the parties
respecting work after September 5, 1978, required to complete
and deliver SSN 695; provided the Contractor may follow
deviations, waivers, and other resolutions of problem areas
which have been issued under this contract for SSN 695
without change in contract price; and further provided the
maximum obligation of the Contractor for correction of
guarantee deficiencies shall not exceed $1,500,000.

(o) With the exception of delay costs already in-
curred, all rights and obligations of the parties with
respect to MSW pumps on SSN 691, SSN 693 and SSN 695.
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(p) All rights and obligations of the parties
relating to DeSanno valves.

(q) All rights and obligations of the parties re-
lating to seal weld cutting machines for the Decay Heat
Removal System.

11. Promptly upon effectiveness of this modification
and the submission of proper invoices, the Government shall
make the payments required under the terms of this contract
as modified herein. If such payment is not made within 60
days of the effectiveness of this modification, the Con-
tractor shall have the right to declare this modification to
be of no force and effect and the parties shall be restored
to their respective rights and remedies existing prior to
the execution of this modification.

12. (a) The parties hereto agree that this modification
shall become effective only upon receipt by the Contractor
of written notice by the Contracting Officer that appropria-
tions have been obligated to this contract in an amount suffi-
cient to fund fully the Government's obligations under this
contract, including the obligations provided for in this
modification. In any event, should such notice not be given
by March 31, 1979 , neither party shall be bound by the
terms contained herein.

(b) Modification P00037 to Contract N00024-70-C-
0252, Modification P00014 to Contract N00024-69-C-0307,
Modification P00036 to Contract N00024-70-C-0269, Modifica-
tion P00026 to Contract N00024-71-C-0270, Modification P00067
to Contract N00024-67-C-0325, and Modification P00028 to
Contract N00024-68-C-0355 reflect various elements of an
overall settlement of a number of Navy and Contractor issues,
and, as such, are inseverably related to each other. It is
specifically agreed that the effectiveness of each individual
modification is conditioned upon the execution and effectiveness
of all of the modifications identified above.

13. The parties agree that notwithstanding the contingent
nature of this modification as described in paragraph 12 above:

(a) The Contractor will proceed to correct the
INSURV and guarantee items identified herein or by reference
as Contractor responsible items. If the modification does
not become effective the Contractor's actions in correcting
those INSURV and guarantee items will not be considered as
prejudicing its rights and obligations regarding later
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determinations of responsibility for correction of those
items. In no event will the Contractor be deemed a volunteer
by its actions in correcting those deficiencies pursuant to
this agreement, rather, the Contractor will be deemed to
have performed those tasks at the direction of the Contracting
Officer. In addition, the allocation of responsibility for
INSURV and guarantee items shall likewise not be binding on
the parties and shall have no effect on later determinations
of responsibility for these items. Furthermore, if this
modification does not become effective, the Government's
actions in correcting INSURV and guarantee deficiencies
which are later determined to have been contractor responsible
shall not adversely affect the Government's right to price
reduction for non-correction of these deficiencies by the
Contractor.

(b) In view of the length of time which may be
required before the Mod can become effective and the Con-
tractor's need for cash, it is agreed that the Contractor
will submit invoices based on the total final price as
adjusted herein and as may be further adjusted, and the
Government will pay such invoices in accordance with the
Payments provision contained in paragraph 7. If the modifi-
cation does not become effective the payments made, if any,
shall be considered to have been provisional in nature and
shall be subject to repayment to the Government on final
settlement of the contract. In addition, the Government's
payments, if any, will not be considered as prejudicing its
rights and obligations regarding later determinations of any
amounts due under the contract.



UNDELIVERED CONTRACTOR DATA REQUIREMENTS LIST (CDRL) ITEMS
ESTIMATED COMPLETION DATES (HMOnR)

BRIEF TITLE

Ship system manual

Ship Vlv Tech
Manual

Weapons delivery
Sys Equip. Manual

Steam 6 Electric
Plant Manual

Noise Control Book-
let 6 Drawings

Final Ship Drawings

Ship Drawing Index

Test Reports

Inclining & Trim
Dive Report-Amend

Equip. Tech Manuals

(2) 689 (2) 691 (2) 693 Remarks

SEE AOO1BA 2/79 8/79 Preliminary already delivered.

Remarks Remarks Remarks Preliminary already delivered.
Final completed; waiting for
Government to provide binders
and index tabs.

1/79 1/79 1/79 Preliminary already delivered.
Final ready for Government
printer.

3/79 3/79 3/79 Preliminary already delivered.
Final requires color printing.

12/78 3/79 6/79

Completed

1/79

1/79

; Completed

I Remarks

'NOTES: (1) Delivery required under Contract N00024-70-C-0269
(2) Delivery required under Contract N00024-71-C-0270

2/79

3/79

3/79

2/79

8/79

11/79

6/79

Remarks Atr end of SSN 693 PSA.

Remarks Remarks Open are 14 Tech Manuals per
ship, three of which are
controlled by the Government.
The three are AOOIAY 6 AOOlBB
above plus the Motors and
Controllers Tech Manual.

ATITACIOWT "A"

IDENTIFICATION
NO.

AOOAY

AOOlBB

AOOBC

AOO1BD

AOOIEO

AOO1AS

ADOlEV

AOOlBT

AOOlCF

AOOlBA

Of
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SSN 689 Shortages

Storeroom items

Stock Number

9N 5920-00-113-7652
1H 0000-LL-RFS-1876
1H 0000-LL-RFS-1876
lH0000-LL-RFS-1988

Operating space items

Stock Number

lH 0000-LL-CJO-7850

Adds

Stock Number

1H
1H
1H
1H
1H
9I
9z
1H
9z
9z
1H
1H
lH
1H
2H
1H
1H
9Z
lH
1H
1H
9G
1H
1H

4820-00-162-5186X3
5180-00-897-6339
2010-00-882-7073
0099-LL-HD2-D871
0099-LL-HD2-A429
5330-00-140-0264
5330-00-492-0575
0099-LL-HD2-C242
5330-01-029-9931
5330-00-582-1543
0099-LL-BD2-D848
0099-LL-HD2-D847
0099-LL-HD2-D846
0099-LL-HD2-D845
6605-00-191-3462
0099-LL-HD2-D948
0099-LL-HD2-D949
5330-00-286-7536
0099-LL-HD2-C008
5360-00-112-0931
0099-LL-HD2-D616
4140-00-255-7801
0099-LL-HD2-D896
5180-00-087-7107

ATTACHMENT "B"

Qty

1
1
1
8

1S2

1t

1
1

3
1
1
2
1
1
1
1
1
1
1
2
1
2
1
1
1
1
1
1
1

Wrench
Tool kit
Splicing kit
Gasket
Packing
Packing
Packing
Extractor
Retainer pkg
Retainer pkg
Fiber lock
Fiber lock
Seat
Packing
Control
Spring
Bearing
Seal
Ring test
Spring
Switch
Fan
Transformer
Tool
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SSN 689 (cont'd)

Stock Number

9N 5910-00-028-4155
1H 0099-LL-HD2-D898
9Z 5330-00-889-5483
9Z 5330-00-283-9029
1H 0099-LL-HD2-D901
1H 0099-LL-HD2-D815
6350-957-4190
5961-106-6991
5961-018-9164
5961-462-7165
5961-018-9196
1H 5945-HD2-B490
1H 0099-LL-HD2-D815
1H 5945-LL-HD2-B490
1H 0099-LL-HD2-D828
1H 0099-LL-HD2-D830
1H 0099-LL-HD2-D829
1H 0099-LL-HD2-D831
1H 4820-LL-HD2-D906
9Z 5330-00-194-3706
9Z 5330-00-805-2966
9Z 5330-00-576-9731
9Z 5330-00-103-2912
9Z 5330-00-845-9685
9Z 5330-00-067-3358

5330-00-297-7113
9Z 5330-00-163-2678
1H 0099-LL-HD2-A859
9Z 5330-00-133-1936
9Z 5330-00-103-2911
9Z 5330-00-425-2283
9Z 5330-00-890-3437
9Z 5330-00-901-8228
9Z 5330-00-819-5111
9Z 5330-00-256-0190
9Z 5330-00-702-1048
9Z 5330-00-584-0263
9Z 5330-00-198-6163
9Z 5330-00-835-7485
9Z 5330-00-297-6300
9Z 5330-00-802-5905

Capactor
Seat
Packing
Packing
Gasket
Boot
Lock
Diode
Diode
Diode
Diode
Solenoid
Boot
Solenoid
Packing
Disc assy
Packing
Pref pkg
Globe valve
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg
Pref pkg

ATTACHMENT "B"

1
2
1
1
1

36
1
6
1
1
1
1
2
1
1
1
1
1
1
2
10
23
3

75
8
44
9
4
4
24
1
2

24
5
22
22
60
5
2
25
12.
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SSN 689 (cont'd)

Stock Number Q

9Z 5330-00-543-3041 Pref pkg 220
9Z 5330-00-585-8247 Pref pkg 19
9Z 5330-00-641-0231 Pref pkg 205
9Z 5330-00-579-8156 Pref pkg 1
9Z 5330-00-198-6190 Pref pkg 11
9Z 5330-00-196-5330 Pref pkg 2
9Z 5330-00-197-9580 Pref pkg 9
9Z 5330-00-187-3635 Pref pkg 4
9Z 5330-00-196-5379 Pref pkg 5
9Z 5330-00-186-2750 Pref pkg 2
9Z 5330-00-260-9338 Pref pkg 12
9Z 5330-00-198-6198 Pref pkg 1
9Z 5330-00-804-5694 Pref pkg 4
1H 0099-LL-HD2-D948 Spring 1
9Z 5330-00-286-7536 Seal 1
1H 0099-LL-HD2-D949 Bearing 2
1H 0099-LL-HD2-A429 Packing 1
9I 5330-00-140-0264 Packing 1
9Z 5330-00-492-0575 Packing 2
I1 0099-LL-HD2-C242 Extractor 1

SSN 691 Shortages

Storeroom items

Stock Number Qty

5910-00-051-2230 1
5920-00-113-7652 1
8040-00-273-8717 1
5930-00-501-4955 1
3030-00-528-3796 1
5330-00-582-1539 2
5530-00-612-6134 1
5830-00-768-7241 1
5905-00-816-4442 1
4330-00-969-3846 1
5950-01-013-4528 1
0099-LL-ED2-B057 1
0099-LL-HD 2-C033 2

ATTACHMENT "B"
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SSN 691 (cont'd)

Stock Number Oa

0099-LL-HD2-D528 1
0099-LL-HD2-D529 1
0099-LL-HD2-D530 1
0099-LL-HD2-D531 1
0099-LL-ED2-D532 1
0099-LL-HD2-D533 1
0099-LL-HD2-D534 1
0099-LL-HD2-D535 1
0099-LL-HD2-D536 1
0099-LL-HD2-D537 1
0099-LL-HD2-D538 1
0099-LL-HD2-D539 1
0099-LL-HD2-D540 1
0099-LL-HD2-D542 1
0099-LL-HD2-D543 1
0099-LL-HDB-A982 2
3110-LL-RFS-1625N 2
0000-LL-RFS-1734 1
0000-LL-RFS-1836 1
0000-LL-RFS-1876 1
0000-LL-RFS-1877 1
0000-LL-RFS-2002 1
0000-LL-RFS-2003 1
5330-00-197-9611 1
5330-00-595-6669 6
5330-00-702-1371 20

Opeating space items

Stock Number

5340-00-371-8594 5
4730-00-588-2689 1

Q items

Stock Number

H 0000-LL-HX1-6314 0 ring 3
Z 5330-00-579-8156 0 ring 2
Z 5330-00-579-7914 0 ring I
H 4820-00-162-5186X3 Wrench 1

ATCRCHIMNT "B'
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SSN 691 (cont'd)

Adds

Stock Number

9Z 5330-00-283-9029
lH 0099-LL-HD2-D901
1H 0099-LL-HD2-D815
1H 0000-LL-CJ6-9584
9G 6240-00-242-6218
9C 4330-00-436-8159

5360-00-112-0931
9Z 5330-00-878-0443
1H 0099-LL-HD2-D948
9Z 5330-00-286-7536
9Z 5330-00-397-4356
1H 0099-LL-HD2-0949
9Z 5330-00-878-0443
1H 5180-00-087-7107
9N 5910-00-028-4155
9Z 5330-00-889-5483
1H 0099-LL-HD2-0898

N 5945-00-773-2784
N 5945-00-773-2783
N 6110-00-696-4981
N 5945-00-773-2780
Z 5340-00-547-1127
N 6210-00-423-7860
N 6210-00-423-7852
N 6210-LL-HD2-D905

Packing
Gasket
Ck bkr boot
Printer
Lamp
Element
Spring
Seal
Spring
Seal
Gasket
Bearing
Seal
Tool
Capacitor
Packing
Seat
Contact
Contact
Contact
Contact
Spring
Light ind.
Light ind.
Light ind.

SSN 693 Shortages

Storeroom items

Stock Number

4N 1220-00-003-8682
9N 5910-00-028-4155
1H 5180-00-087-7107
9Z 5360-00-112-0931
9N 5910-00-146-4793
9Z 5330-00-171-9919
9Z 5330-00-197-9611
9G 6240-00-242-6218
9Z 5305-00-253-5609
9Z 5310-00-338-4001

1
2
1
1

12
2
2
1
1

ATTACHMENT- "B"

Qtv

1
1

165
1
2
6
1
1
1
1
3
2
1
1
1
1
2
4
4
4
4
4
1
1
1
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SSN 693 (cont'd)

Stock Number

9Z 5330-00-373-0234 1
1H 4820-00-393-1711 1
9Z 5330-00-432-3670 1
1H 4330-00-419-0654 1
9Z 5330-00-432-6817 1
9Z 5330-00-435-8511 1
9C 4820-00-497-1686 1
9Z 5330-00-526-5559 16
9Z-5330-00-582-1539 2
9C 3030-00-587-0494 1
9C 4820-00-588-2726 1
9Z 5330-00-599-2934 1
9Z 5330-00-599-9610 4
9Z 5330-00-618-2517 1
9Z 5330-00-631-1341 1
9Z 5330-00-641-4350 6
9Z 5330-00-765-3529 1
9Z 5330-00-781-9908 2
9Z 5330-00-821-1508 6
9G 6240-00-828-3039 1
9Z 5330-00-901-1203 2
9Z 5310-00-903-3028 1
1H 3110-00-992-1011 NT 1
9Z 5360-01-011-1513 8
9Z 5315-01-011-3530 2
9C 4320-01-022-4205 1
9G 6130-01-028-9396 1
P/N 2833527 1
1H 0000-LL-CK3-2678 1
1H 5365-LL-HD2-D048 CP 1
1H 0099-LL-HD2-D311 1
1H 6150-LLOHD2-D399 3
1H 6110-LL-HD2-0619 1
1H 0099-LL-HD2-D756 1
1H 0099-LL-HD2-D768 1
1H 0099-LL-HD2-D793 1
1H 0099-LL-HD2-D815 90
lH 0099-LL-HDD-L482 1
1H 0000-LL-RFS-1435 7
1H 0099-LL-RFS-D803 1

ATTACHMENT "B"
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SSN 693 (cont'd)

Operating space items

Stock Number

2H 6605-00-191-3462 2
9G 4120-00-227-6410 7
9Z 5340-00-371-8594 8
9C 4320-00-965-5952 1
1H 0000-LL-CJ7-0842 2
1H 0000-LL-CJ7-1800 1
1H OOOC-LL-RFS-1048 1
1H 0000-LL-RFS-1058 1
1H 0000-LL-RFS-1751 2
1H 0000-LL-RFS-1754 1
1H 0000-LL-RFs-1758 1
1H 0000-LL-RFS-1759 1
1H 0000-LL-RFS-1786 2
1H 0000-LL-RFS-1787 1
1H 0000-LL-RFs-1789 1
1H 0000-LL-RFs-1800 2
1H 0000-LL-RFS-1880 1

Adds

Stock Number Ot

9N 6210-00-423-7852 1
9N 6210-00-423-7860 1
9Z 5340-00-547-1127 4
9N 6110-00-696-4981 4
9N 5945-00-773-2780 4
9N 5945-00-773-2783 4
9N 5945-00-773-2784 4
9N 6210-LL-ED2-D905 1

ATTACHMENT 'B"
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CONTRACTOR RESPONSIBLE INSURV AND GUARANTY ITEMS

SSN 691

CONTRACTOR RESPONSIBLE ITEMS

I. INSURV ITEMS

1. lK003AX
2. 1K507AX
3. lK517AX
4. lG524AX
5. 2K531AX
6. lK501HB
7. lKOlOMP
8. 2K024Y.P
9. lK502MP

10. 2K512MP
11. 2G5160P
12. 2K505SP
13. lK5O3WP
14. lG515WP
15. 2K522WP
16. 2K524WP
17. 2K525WP
18. 2K52614P
19. lKO11AX
20. lK505AX
21. lK510AX
22. lK511AX
23. lK514AX
24. lK519AX
25. lK52OAX
26. lK521AX
27. 2K526AX
28. 2K527AX
29. 2K530AX
30. 2G533AX
31. LK004EL

32. 2G504EL
33. 2G506EL
34. lK502HB
35. lK503MP
36. 2K509MP
37. 2K51OMP

DESCRIPTION

Sanitary pump No. 1
4500 to 1800 PSI N2 reducer
Trim pump suction strainer
H.P. air dryer
Diesel engine - coffin cover
Access hatch
MSW-34 hyd. actuator
Morphaline stowage
ASW-10
1600 GPD still
AN/BQQ-5
TDU brackets
Weapon dollies
Torpedo room
Weapons handling
Torpedo tubes
Torpedo tubes
Weapons handling
Stern planes ram
HP-63-GA-005
LPAC dryer
FBCT overflow
HR-105
HS-505
#2 S&D pump bypass
HRD-140
Lead accumulator
S&D accum. No. 1
Rudder hull shaft
Diesel tach.
PRPLN L.O. sump tank low level

cutout relay enc.
Brd trk emerg. lgt
Fwd. anchor light
Ship's showers
Reduction gears
EB coupling
R-114 A.C. plants

ATTACHMENT "C"
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Contractor responsible items (cont'd)

INSURV ITEMS

38. 2KO240P
(2) & (3)

39. 2K507SP
40. 2K508SP
41. 2K509SP
42. 2K511SP
43. 2K512SP
44. 2K513SP
45. *

DESCRIPTION

Airborne noise
Drop shelf
Knife rack
Drawers
Deep fat fryer
Range
Freeze box door
Replace hyd. air flask fdn. bolts

*Contract item no number.

II. POST
DELIVERY

DEFICIENCY
ITEMS (PDDIs)

1. PDDI-2
2. PDDI-6
3.. PDDI-ll
4. PDDI-13
5. PDDI-20
6. PDDI-23
7. PDDI-28
8. PDDI-36
9. PDDI-37

10. PDDI-38
11. PDDI-46
12. PDDI-48
13. PDDI-50
14. PDDI-52
15. PDDI-55
16. PDDI-57
17. PDDI-60
18. PDDI-62
19. PDDI-65
20. PDDI-66
21. PDDI-73
22. PDDI-74
23. PDDI-79
24. PDDI-87
25. PDDI-88

DESCRIPTION

Emerg. prpln. motor
NAV ID mast
ASW-6 hydro. leak
Stbd SSTG L.O. pressure
Circuit breakers AQ8-FlOl
AN/WQC-2 hydrophone
L-1 solenoid HP-389.
Trim disch. pres. transducer
Stern light socket
Forward trim tank
MS-3 hyd. operator
Main thrust bearing
CF-109 leaks
ASW-175 leaks
MS-4 failed drift ck.
10,000 GPD distillate pumps
R-114 humidity indicators
AHP-ll leaks
1600 GPD brazed joint leaks
R-114 refrigerant leak
3" launcher firing valve (CL-19)
Relief valve SD-9 leaks
CF-49 misalignment
3" launcher disconnect
No. 1 periscope oil leak

ATTACHMENT "C"
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Contractor responsible items (cont'd)

POST
DELIVERY
DEFICIENCY
ITEMS (PDDIs) DESCRIPTION

26. PDDI-94 RDF mast indication
27. PDDI-98 lSB salinity panel
28. PDDI-99 DE 5 leaks
29. PDDI-101 Drain priming pump
30. PDDI-103 Rudder handwheel control
31. PDDI-104 Aux. tank No. 3 pres. gage
32. PDDI-llO Frame 87 flood door
33. PDDI-112 Shaft noise
34. PDDI-114 No. 3 MFP motor bearing
35. PDDI-118 L.P. air comp. reg. valve
36. PDDI-119 AHP-511 leaks
37. PDDI-120 AHP-528 will not seat
38. PDDI-121 AHP-510 leaks
39. PDDI-124 Whistle door
40. PDDI-125 No. 2 SSTG forward vent
41. PDDI-126 No. 2 SSTG mod vent
42. PDDI-127 SPM ind. light
43. PDDI-128 Amine tank transmitter

III. SILENCING
ITEMS (SIs) DESCRIPTION

1. SI-2(2) Propulsion lube oil pumps
2. SI-6(3) Diesel airborne noise
3. SI-13(2) SINs system tones
4. SI-20(3) High pressure air compressors
5. SI-30 Platform noise monitoring system

ATTACHMENT "C"
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SSN 693

KNOWN DEFICIENCIES

A. Contractor responsible ("K")

INSURV ITEMS

1. 2GO25AX (I)
2. 2GO25AX (II)

DESCRIPTION

HP air bottle hold-down bolts
R114 sight level glass indicator

B. Government responsible ("G")

INSURV ITEMS

2KO12HB
lKO04MP
2KO20AX(d)

DESCRIPTION

Bridge access trunk drain
T.G.L.O. vent fog precipitators
Diesel engine noise

C. Responsibility to be determined
Contractor to investigate ("KI")

I. INSURV ITEMS

2GO25AX (III)
2GO25AX (IV)
2GO25AX (V)
2KO27MP (III)
2KO27MP (V)
2KO17EL
2KO16P (II)

DESCRIPTION

Hyd. power plant shock violation
Sanitary tank shock clearance
Replace flexible hoses
Main turbine throttle control
ASW pump sound mount
400c M.G. sets 1 & 2 commutator
Hull fairness tolerance

Attachment D

1.
2 .
3 .

1 .
2 .
3.
4.
5.
6.
7.



APPEOPRIATION
SHIP ACR SYMBL & SUBHEAD

CREDT

SSN689 JO 1721611.8452
SSN691 AK 1721611.8452
SSN693 AL 1721611.8452
SSN695 114 1721611.8422

SSN689 AN 17M1611.8420
I SN689 AP 172161.8452
*SN691 AS 17M1611. 8421
55N693 AC 17M4611.8421
SSN695 AD 1721611.8422

DEBIT

SSN689
SSN691
SSN693
SSN695

SSN689
ssN689
SSN691
SSN693
SSN695

SSN689
SN*691

5 .S693
ISSN693
SsN695

AJ
A:<
'AL
At4

AN
AP
AE
AC
AD

AT

AW
AV
AX

1721611.8452
1721611.8452
1721611.8452
1721611.8422

17t41611.8420
1721611.8452
17M41611.8421
17141611.8421
1721611.8422

17416118547
17416118547
17t416118421
17416118547
17116118422

BUREAU SUB- AUTH
OB13 CONTROL ALWr AOrG
CLASS NO. NO. ACrIVITY

031
031
031
031

031
031
031
031
031

031
031
031
031

031
031
031
031
031

031
031
031
031
032

57995
61995
61995
14995

62995
SA3M6
11995
11995
14995

57995
61995
61995
14995

62995
SA3M6
11995
11995
14995

SA32Z
SA3M4
11995
SA13M4
14995

0
0
0
0

0
0
0
0
0

0
0
0
0

0
0
0
0
0

0
0
0
0
0

065872
065872
065872
065872

065872
068342
065872
065872
065872

065872
065872
065872
065372

065872
068342
065872
065872
065872

068342
068342
065872
068342
065872

ATTA'1LnD E

PROPER1 Y
TRUNS ACCG
TYPE A*'TIVITY

2B 000000
2, 000000
2B 000000
2B 000000

2K 000000
2B 000000
2K 000000
2K 000000
2B 000000

2B
2B
2B
2B

2K
2B
2K
2K
2B

2B
2B
2K
2B
2K

000000
000000
000000
000000

000000
000000
000000
000000
000000

00000
00000
00000

. -00000-
ooeeo--

CST CODE

002020311215
002078211215
002078411215
002078611215

002020311211
202032110000
002078211211
002078411211
002078611211

002020311215
002078211215
002078411215
002078611215

002020311211
202032110000
002078211211
002078411211
002078611211

202032U0000
207822110000
n02078411211
20'842110000
002078611211

TRHNSACTICN AMOiM

$4,800,000
$4,800,000
$4,800,000.
$4,800,000

$1,600,000
$1,400,000
$2,100,000
$2,000,000
$1,900,000

$4,800,000
$4,800,000
$4,800,000
$4,800,000

$1,600,000
$1,400,000
$2,100,000
$2,000,000
$1,900,000

$4,218,927
$3,311,379.
$2,450,000
S 517.323
$2,964,508

CR
CR
CR
CR

CR
CR
CR
CR
CR

DR
DR
DR
DR

DR
DR
DR
DR
DR

DR
DR
DR
DR

tbdification No. P00026 to Contract N00024-71-C-0270 applies the povisional omtract price in reases and paynents authorized per Nodificattow P00015

*rnd P00024 to this settlerent.
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Description of Modification

Applicable Ships: SSN 686 and SSN 687

WHEREAS, the parties consider all work completed under
this contract, except as otherwise specifically agreed below,
and the vessels constructed hereunder have been delivered to
the Government; and

WHEREAS, the Contractor has submitted claims and requests
for equitable adjustment in the contract price pursuant to
various provisions of this contract and the Contracting
Officer, upon analysis of the said claims and requests for
equitable adjustment, has determined them to be meritorious
in certain respects; and

WHEREAS, the parties have agreed that the Contract
Delivery Date of SSN 686 and SSN 687 shall be the actual
delivery date without allocation of responsibility; and

WHEREAS the parties have agreed to the resolution of
other outstanding issues in addition to the settlement of the
requests for equitable adjustment; and

WHEREAS, the Government has agreed to adjust the pricing
structure and delivery dates of the contract and in exchange
for these and other agreements contained herein the Contractor.
has agreed to give a release as set forth in paragraph 9
below, subject to the reservations set forth in paragraph 10
below; and

WHEREAS, differences exist between the parties as to
the computation of escalation; the Contractor nevertheless
agrees that the Adjustments to Compensation in this modifica-
tion include any and all escalation to which he is entitled by
reason of the adjustments contained in this modification; and

WHEREAS, differences exist between the parties as to:
(1) computation, allowance and allocation to the Contractor
of General and Administrative costs of Tenneco Inc. and Tenneco
Corporation; and (2) computation, allowance and allocation of
pension costs of the Contractor including the amount contri-
buted to the TENNECO Annuity Plan, the premiums paid to
Tennessee Life Insurance for reversionary benefits and the
allocation of identified actuarial gains and losses directly
to the Contractor; and the parties intend that the total final
negotiated cost of this contract as hereinafter established
includes any and all consideration for (1) and (2) above with
respect to this contract; and
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WHEREAS, the disputed matters references in the immediately
preceding paragraph have been resolved under this contract and
all other contracts between the parties by agreement that Home
Office Expense for the year 1972 and forward shall be in
accordance with CAS 403 and shall be allowed as heretofore
approved by DCAA for the years prior to 1972; the Contractor's
appeal to the Armed Services Board of Contract Appeals
docketed as No. 21625 shall be withdrawn with prejudice; and
the Pension Costs referred to in the immediately preceding
paragraph which were previously included in provisional
disallowances by DCAA, suspended, or disapproved shall be
allowed for Contract N00024-67-C-0325 and disallowed for all
other contracts between the parties; and

WHEREAS, differences exist between the parties as to
the allowability of State tax accruals on this and other
contracts; the parties intend that accrued amounts now suspended
or disapproved by DCAA will be allowable for this contract
to the extent that such amounts will be payable for the year
in which this modification becomes effective and the total
final negotiated costs of this contract as hereinafter established
include any and all consideration for State tax accruals; and
the parties intend that this issue shall be resolved for all
other contracts using the same principles, i.e., state taxes
accrued for payment in a current year are allowable if payable
by the contractor in the following year by or at the time the
tax return is filed for the current year; and

WHEREAS, pursuant to Modification P00013 the Contractor
has received a provisional increase in contract price in the
amount of $3,000,000 for reasons identified in that modifica-
tion; and

WHEREAS, on 7 March 1978, the Contracting Officer issued
a decision, on the basis of this claim analysis, finding the
Contractor entitled to $2,934,570 and requesting repayment of
$65,430, which is the amount by which the provisional increase
in contract price exceeded the amount of entitlement subse-
quently determined; and

WHEREAS, on 31 March 1978, the Contractor appealed the
Contracting Officer's decision to the Armed Services Board
of Contract Appeals (ASBCA), which appeal was docketed as
ASBCA No. 22844; and

WHEREAS, the parties on 26 April 1978 executed a deferred
payment agreement, in which they agreed that the repayment of
the $65,430 be deferred in accordance with the provisions of
that agreement; and
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WHEREAS, the Government has asserted or may assert claims
for noncorrection of deficiencies and/or noncompletion of con-
tract work; and the parties desire to fully and finally settle
said claims as part of the price adjustment established in
this modification; and

WHEREAS, the Government has asserted or may assert claims
for correction of Contractor-responsible deficiencies arising
during the guaranty periods of the vessels and the parties.
desire to fully and finally settle said claims as part of the
price adjustment established in this modification; and

WHEREAS, the parties have agreed on an adjustment in the
contract price by reason of the foregoing matters and in
accordance with the provisions of Article 15, Incentive Price
Revision (Firm Target), the total final negotiated cost, the
adjustment for profit and the final contract price have been
established and determined, all of the foregoing as herein-
after set forth; and

WHEREAS, the parties have agreed to the full and final
settlement hereinafter described;

NOW, THEREFORE, the parties hereto agree:

1. Article 3, Delivery of Completed Vessels, is hereby
modified as follows:

SHIP DATE

SSN 686 31 December 1974
SSN 687 12 August 1975

2. The following are hereby fully and finally settled:

(a) The Contractor's Request for Equitable Adjust-
ment dated 8 March 1976, as amended. By reason of the price
adjustments made and set forth in paragraph 6(a) of this
Modification, the amount of the provisional increase in con-
tract price effected by Modification P00013 are reduced to
zero.

(b) All (1) changes, (2) HMRs, (3) FMRs, (4) letters
of direction, and (5) requests for proposals under this con-
tract.

(c) All claims of the Contractor under this contract
for compensation under Clause 36, Federal, State, and Local
Taxes.

32-340 0 - 81 - 15
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(d) Any and all liabilities which are remised, re-
leased and discharged under paragraph 9 below subject to the
reservations set forth in paragraph 10 below.

(e) Any claims of the Contractor under this contract
relating to (1) computation, allowance and allocation to the
Contractor of General and Administrative costs of Tenneco Inc.
and Tenneco Corporation; and (2) computation, allowance and
allocation of pension costs of the Contractor including the
amount contributed to the TENNECO Annuity Plan, the premiums
paid to Tennessee Life Insurance for reversionary benefits
and the allocation of identified actuarial gains and losses
directly to the Contractor.

(f) Any and all of the following liabilities of the
Contractor to the Government, express or implied, whether
known or unknown, from which the Government hereby releases
and forever discharges the Contractor, subject to the reserva-
tions in paragraph 10 below.

(1) Under Clause 7, Inspection, Clause 6,
Guaranty Period, and other provisions of this contract for
noncorrection of deficiencies and noncompletion of contract
work; and

(2) For equitable reduction of the contract
price of this contract, for reimbursement of Government costs
under this contract, for disallowance of Contractor costs
under this contract, or for money damages arising from the
performance of work of this contract; all of the foregoing
based upon acts or omissions (including negligence) of the
Contractor under this contract, which such acts or omissions
occurred prior to the effective date of this modification.

3. Pursuant to Clause 19, Final Settlement, the Contract
is hereby finally settled, subject to the reservations set
forth in paragraph 10 below.

4. Upon execution of this modification, the parties will
enter into a stipulation whereby the appeals designated as
ASBCA Nos. 22844 and 21625 will be dismissed with prejudice,
subject to reinstatement only in the event that all payments
required by this modification are not made to the Contractor.

5. The deferred payment agreement dated 26 April 1978
is hereby cancelled and superceded by this Modification.

6. (a) The following adjustments are made:
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(1) Equitable Adjustment in Contract Price:

Target Cost
Target Profit
Target Price
Ceiling Price

$ 8,533,520 Increase
$ 853,352 Increase
$ 9,386,872 Increase
$ 9,386,872 Increase

(2) Adjustments to Compensation: These are
adjustments not reflected in (1) above which are
being made separately from the adjustments in (1)
above so as not to affect the Contractor's profit
or loss otherwise determined under Article 15,
Incentive Price Revision (Firm Target). The Con-
tractor agrees that these adjustments include any
and all escalation to which he is entitled by
reason of the adjustments contained in this modifi-
cation:

$ 12,511,506 Increase

(b) By reason of all adjustments to date, including
adjustments, the revised contract pricing structure

Target Cost
Target Profit
Target Price
Ceiling Price

$ 100,468,684
$ 9,098 ,618
$ 109,567,302
$ 118,391, 906

(c) The Total Final Negotiated Cost of performing
this contract is hereby established pursuant to Article 15,
Incentive Price Revision (Firm Target), as

$ 130,751,097

(d) Pursuant to Article 15, Incentive Price Revision
(Firm Target), the "Adjustment for Profit" is established as
follows:

Target Cost

Total Final
Negotiated Cost

ndelrr"nAOverrun)

Target Profit

$ 100,468,684

$ 130,751,097

$ ( 30,282,413)

$ 9,098,618

the above
is:
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Adjustment to
Target Profit
Based On Article 5 $ 21,457,809)

Adjustment for
Profit $ C 12,359,191)

(e) Pursuant to Article 6, Incentive Price Revision
(Firm Target), the "Total Final Price" is established as
follows:-

Total Final
Negotiated Cost $ 130,751,097

Adjustment for
Profit $ C 12,359,191)

Adjustments to
Compensation in
Article 14,
Compensation (includ-
ing adjustments pur-
suant to Clause 40,
Federal, State and
Local Taxes) $ 12,511,506

Total Final Price $ 130,903,412

7. Notwithstanding anything else to the contrary in this
contract, there shall be no contract withholdings or retainages
by the Government of any kind.

8. Notwithstanding anything else in this modification,
the rights of the parties regarding CVN 70 shall be covered
exclusively by the definitized contract to be executed.

9. Release

a. As used in Paragraph 9.

(1) "Events" refer to any other contract modi-
fications, any Government breach, any Government
tort, any change orders, any stop work orders, any
suspensions of work, any Government actions or
omissions pertaining to Government property or
information, and any other occurrences, actions or
omissions.
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(2) "Covered Events" refers to Events occurring
before the date set forth in Block 19 of SF 30
(page 1 of this modification) whether formal or
constructive, and whether known or unknown to
either or both of the parties as of the date set
forth in Block 19 of SF 30 (page 1 of this modi-
fication) all of which events arise out of, under,
or are in any manner connected with:

(i) this contract; or

(ii) any other Government contract (with
this or any other Contractor) or contract
between the Contractor and any third party.

(3) "SSN 686/687 Events" refers to Events
occurring before the date set forth in Block 19
of SF 30 (page 1 of this modification) whether
formal or constructive, and whether known or
unknown to either or both of the parties as of the
date set forth in Block 19 of SF 30 (page 1 of
this modification) but only to the extent such
events both (i) arise out of or under this contract,
and (ii) impact other contracts solely by reason
of their impact on this contract.

b. In consideration of the provisions of this modi-

fication, the Contractor, for itself, its successors, assigns,

vendors, suppliers and subcontractors, hereby remises, releases

and forever discharges the Government, its officers, agents,

and employees from (i) any and all entitlement of the Con-

tractor to equitable adjustment of the contract price and
delivery schedule of this, and only this, contract by reason
of Covered Events, (ii) any and all liabilities to the Con-
tractor for money damages and/or other relief for the impact
of Covered Events upon this, and only this, contract, (iii)

any and all entitlement of the Contractor to equitable adjust-
ment of the contract price and delivery schedules of any

other Government contract or contract between the Contractor

and any third party by reason of SSN 686/687 Events, and
(iv) any and all liabilities to the Contractor for money

damages and/or other relief for the impact of SSN 686/687

Events upon any other Government contract or contract between

the Contractor and any third party.

c. (1) The Contractor hereby confirms and acknowl-

edges that in agreeing to the terms of this modification, it

has considered and made full allowance for any and all costs

under, and other impacts upon (i) this contract by reason of

Covered Events and (ii) any other contract with the Government

and with any third party by reason of SSN 686/687 Events;
whether or not such costs and other impacts are known or
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unknown or foreseeable or unforeseeable as of the effective
date set forth in Block 19 of SF 30 (page 1 of this modifi-
cation) whether or not such costs and other impacts have
been discussed with, or for nay reason reserved for future
discussion with, the Government, or have been made the basis
for other assertion of claims or requests for equitable
adjustment and whether or not such costs or other impacts
were, or are, incurred and sustained, respectively, before
or after the date set forth in Block 19 of SF 30 (page 1 of
this modification).

(2) The term "costs" as used in subparagraph
(1) immediately above include, but are not limited to:

(i) direct labor and material costs (Mhard-
core'),

(ii) delays,

(iii) disruptions, dislocations, accelera-
tion, and inefficiencies in performance,

(iv) interest costs and any other considera-
tion for financing,

(v) claim preparation costs, requests for
equitable adjustment preparation
costs, and

(vi) overhead costs.

10. Notwithstanding any other provision of this modifi-
cation, the following rights are hereby reserved, it being
expressly agreed that the parties do not thereby acknowledge
liability therefor:

(a) All rights and entitlement which the Government
may have against the Contractor founded upon P.L. 87-653 to
the extent that Certificates of Current Cost and Pricing Data
have been provided in connection with this modification; and
31 U.S.C. 231; 18 U.S.C. 286; 18 U.S.C. 287; and 18 U.S.C.
1001.

(b) All rights and obligations of the parties re-
lating to the CGN 41, except that the release in paragraph
9 above includes all costs, as defined in paragraph 9.c.(2),
incurred upon the SSN 686 and SSN 687 resulting from events
occurring on the CGN 41.

(c) All rights of the Contractor under the following
provisions of the contract:
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(i) Insurance - Property Loss or Damage -
Liability to Third Persons".

(ii) 'Additional Insurance Provisions.'

(iii) "Nuclear Risk - Indemnification Under
Public Law 85-804."

(d) All rights and liabilities of the parties
arising under the contract articles, if any, or otherwise which
relate to reproduction rights, patent infringements, inventions,
applications for patent and patents, including rights to
assignments, invention reports, and licenses, and in covenants
of indemnity against patent risks.

(e) All rights and liabilities of the parties with
respect to the future care and disposition by the Contractor
of Government property remaining in his custody.

(f) All rights the Contractor may have to royalty
payments under the Contract provision entitled "Value Engi-
neering Incentive.'

(g) All rights and obligations of the parties relating
to Contradtor-acquired material made obsolete or excess as a
result of contract changes as specifically set forth below:

(i) Material made obsolete or excess as a
result of contract changes has been identi-
fied in change pricing proposals submitted
to the Government any such material which
has been so identified but not disposed of
pursuant to instructions from the Govern-
ment; provided if any such material is
not available, the Contractor may substitute
equivalent material or pay the original
purchase price of the material to the Govern-
ment.

(ii) The Government shall provide disposition
instructions for the material described in
subparagraph (i) above, and the Contractor
shall dispose of such material in accordance
with such instructions. The Contractor
shall be reimbursed by the Government for
the cost, plus a reasonable profit, of
such disposition.
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11. Promptly upon effectiveness of this modification
and the submission of proper invoices, the Government shall
make the payments required under the terms of this contract
as modified herein. If such payment is not made within 60
days of the effectiveness of this modification, the Con-
tractor shall have the right to declare this modification to
be of no force and effect and the parties shall be restored
to their respective rights and remedies existing prior to
the execution of this modification.

12. (a) The parties hereto agree that this modification
shall become effective only upon receipt by the Contractor
of written notice by the Contracting Officer that appropria-
tions have been obligated to this contract in an amount suffi-
cient to fund fully the Government's obligations under this
contract, including the obligations provided for in this
modification. In any event, should such notice not be given
by March 31, 1979 , neither party shall be bound by the
terms contained herein.

(b) Modification P00037 to Contract N00024-70-C-
0252, Modification P00014 to Contract N00024-69-C-0307,
Modification P00036 to Contract N00024-70-C-0269, Modifica-
tion P00026 to Contract N00024-71-C-0270, Modification P00067
to Contract N00024-67-C-0325, and Modification P00028 to
Contract N00024-68-C-0355 reflect various elements of an
overall settlement of a number of Navy and Contractor issues,
and, as such, are inseverably related to each other. It is
specifically agreed that the effectiveness of each individual
modification is conditioned upon the execution and effectiveness
of all of the modifications identified above.

13. The parties agree that notwithstanding the contingent
nature of this modification as described in paragraph 12
above, the Government will promptly release all contract
withholdings and retainages. If the modification does not
become effective the payments made shall be considered
provisional in nature and shall be subject to repayment, if
appropriate, to the Government on final settlement of the
contract.
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Description of Modification

Applicable Ship: SSN 688

WHEREAS, except as noted herein, the parties consider
all work completed under this contract and the vessels
constructed hereunder have been delivered to the Government;
and

WHEREAS, the Contractor has submitted claims and requests
for equitable adjustment in the contract price pursuant to
various provisions of this contract and the Contracting Officer,
upon analysis of the said claims and requests for equitable
adjustment, has determined them to be meritorious in certain
respects; and I

WHEREAS, the parties have agreed that the Contract Delivery
Date of SSN 688 shall be the actual delivery date without
allocation of responsibility; and

WHEREAS, the parties have agreed to the resolution of
other outstanding issues in addition to the settlement of
the requests for equitable adjustment; and

WHEREAS, the Government has agreed to adjust the pricing
structure and delivery dates of the contract and in exchange
for these and other agreements contained herein the Contractor
has agreed to give a release as set forth in paragraph 9
below, subject to the reservations set forth in paragraph 10
below; and

WHEREAS, differences exist between the parties as to
the computation of escalation; the Contractor nevertheless
agrees that the Adjustments to Compensation in this modifica-
tion include any and all escalation to which he is entitled
by reason of the adjustments contained in this modification;
and

WHEREAS, differences exist between the parties as to:
(1) computation, allowance and allocation to the Contractor
of General and Administrative costs of Tenneco Inc. and Tenneco
Corporation; and (2) computation, allowance and allocation of
pension costs of the Contractor including the amount contributed
to the TENNECO Annuity Plan, the premiums paid to Tennessee
Life Insurance for reversionary benefits and the allocation
of identified actuarial gains and losses directly to the
Contractor; and the parties intend that the total final
negotiated cost of this contract as hereinafter established
includes any and all consideration for (1) and (2) above with
respect to this contract; and
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WHEREAS, the disputed matters referenced in the immediately
preceding paragraph have been resolved under this contract and
all other contracts between the parties by agreement that Home
Office Expense for the year 1972 and forward shall be in
accordance with CAS 403 and shall be allowed as heretofore
approved by DCAA for the years prior-to 1972; the Contractor's
appeal to the Armed Services Board of Contract Appeals
docketed as No. 21625 shall be withdrawn with prejudice; and
the Pension Costs referred to in the immediately preceding
paragraph which were previously included in provisional
disallowances by DCAA, suspended, or disapproved shall be
allowed for Contract N00024-67-C-0325 and disallowed for all
other contracts between the parties; and

WHEREAS, differences exist between the parties as to
the allowability of State tax accruals on this and other
contracts; the parties intend that accrued amounts now suspended
or disapproved by DCAA will be allowable for this contract
to the extent that such amounts will be payable for the year
in which this modification becomes effective, and the total
final negotiated costs of this contract as hereinafter
established include any and all consideration for State tax
accruals; and the parties intend that this issue shall be
resolved for all other contracts using the same principles,
i.e., state taxes accrued for payment in a current year are
allowable if payable by the contractor in the following year
by or at the time the tax return is filed for the current
year; and

WHEREAS, the Assistant Secretary of the Navy, by Memorandum
of Decision dated October 5, 1978, has determined that, as
part of this agreement, it will facilitate the national defense
to invoke P.L. 85-804 to modify this contract by including
$2,500,000 as part of the "Adjustments to Compensation" in
paragraph 5 below; and

WHEREAS, pursuant to Modifications P00031 and P00035 the
Contractor has received a provisional increase in contract
price in the amount of $10,588,000 and $2,000,000 respectively
for reasons identified in those modifications; and

WHEREAS, the Government has asserted or may assert claims
for noncorrection of deficiencies and/or noncompletion of
contract work; and the parties desire to fully and finally
settle said claims as part of the price adjustment established
in this modification; and

WHEREAS, the Government has asserted or may assert claims
for correction of Contractor-responsible deficiencies arising
during the guaranty periods of the Vessels and the parties
desire to fully and finally settle said claims as part of the
price adjustment established in this modification; and
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WHEREAS, the parties have agreed on an adjustment in the
contract price by reason of the foregoing matters and in
accordance with the provisions of Article 5, Incentive Price
Revision (Firm Target), the total final negotiated cost, the
adjustment for profit and the final contract price have been
established and determined, all of the foregoing as herein-
after set forth; and

WHEREAS, the parties have agreed to the full and final
settlement hereinafter described; and

NOW, THEREFORE, the parties hereto agree:

1. Article 3, Delivery of Completed Vessels, is hereby
modified as follow:

SHIP DATE

SSN 688 2 November 1976

2. The following are hereby fully and finally settled:

(a) The Contractor's Requests for Equitable Adjustment
dated 7 August 1975, as amended and 8 March 1976, as amended.
By reason of the price adjustments made and set forth in para-
graph 5.a of this Modification, the amount of the provisional
increases in contract price effected by Modifications P00025
and P00031 are reduced to zero.

(b) All (1) changes, (2) HMRs, (3) FMRs, (4)
letters of direction, and (5) requests for proposals under
this contract.

(c) All claims of the Contractor under this contract
for compensation under Clause 40, Federal, State, and Local
Taxes.

(d) Any and all liabilities which are remised, re-
leased and discharged under paragraph 9 below subject to the
reservations set forth in paragraph 10 below.

(e) Any claims of the Contractor under this contract
relating to (1) computation, allowance and allocation to the
Contractor of General and Administrative costs of Tenneco Inc.
and Tenneco Corporation; and (2) computation, allowance and
allocation of pension costs of the Contractor including the
amount contributed to the TENNECO Annuity Plan, the premiums
paid to Tennessee Life Insurance for reversionary benefits
and the allocation of identified actuarial gains and losses
directly to the Contractor.
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(f) Any and all of the following liabilities of the

Contractor to the Government, express or implied, whether

known or unknown, which the Government hereby releases and

forever discharges the Contractor, subject to the reservations
in paragraph 10 below.

(1) Under Clause 7, Inspection, Clause 6, Guaranty
Period, and other provisions of this contract for non-

correction of deficiencies and noncompletion of contract
work; and

(2) For equitable reduction of the contract price

of this contract, for reimbursement of Government costs
under this contract, for disallowance of Contractor costs

under this contract, or for money damages arising from

the performance of work of this contract; all of the

foregoing based upon acts or omissions (including negli-

gence) of the Contractor under this contract, which such

acts or omissions occurred prior to the effective date

of this modification.

3. Pursuant to Clause 20, Final Settlement, the Contract

is hereby finally settled, subject to the reservations set

forth in paragraph 10 below.

4. Under the authority of the Act of August 28, 1958,

as amended, (Public Law 85-804); 72 Stat. 972, as amended by

87 Stat. 605 (1973); 50 U.S.C. 1431-1435, as amended, and

Executive Order 10789 of 14 November 1958 (23 Fed. Reg. 8897)

as amended by Executive Order 11051, dated 27 September 1962,

Executive Order 11382 of 28 November 1967, and Executive Order

11610 of July 22, 1971, and other applicable statute law and

regulation, and in order to facilitate the national defense

and in consideration of the mutual covenants of the parties,

it is agreed that $2,500,000 be included as part of the "Adjust-

ments to Compensation" in paragraph 5, and such amount is

included. The following modifications are made to the contract:

(a) Clause 31 of the General Provisions entitled

'Examination of Records" is deleted in its entirety and the

ASPR 7-104.15 Clause entitled "Examination of Records by

Comptroller General (1975 JUN)' is substituted therefor.

(b) Clause 49 of the General Provisions entitled

'Equal Opportunity" is deleted in its entirety and the ASPR

7-103.18(a) Clause entitled "Equal Opportunity (1976 JUL)"

is substituted therefor.
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5. (a) The following adjustments are made:

(1) Equitable Adjustment in Contract Price:

Target Cost
Target Profit
Target Price
Ceiling Price

$ 14,620,000
$ 1 462,000
$ 16,082,000
$ 18,275,000

(2) Adjustments to Compensation: These are
adjustments not reflected in (1) above which are
being made separately from the adjustments in (1)
above so as not to affect the Contractor's profit
or loss otherwise determined under Article 6,
Incentive Price Revision (Firm Target). The Con-
tractor agrees that these adjustments include any
and all escalation to which he is entitled by reason
of the adjustments contained in this modification:

$ 8,778,867 Increase

(b) By reason of all adjustments to date, including
adjustments, the revised contract pricing structure

Target Cost
Target Profit
Target Price
Ceiling Price

$ 89,134,937
$ 1Ubi5,H1U
$ 99, 7/0 755
$ 111,117,289

(c) The Total Final Negotiated Cost of performing
this contract is hereby established pursuant to Article 6,
Incentive Price Revision (Firm Target), as

$ 113,783,578

(d) Pursuant to Article 6, Incentive Price Revision
(Firm Target), the "Adjustment for Profit" is established
as follows:

Target Cost

Total Final
Negotiated Cost

Urde-rrm=AOverrun)

Target Profit

$ 89,134,937

$ 113,783,578

$ ( 24,648,641)

$ 10,635,818

Increase
Increase
Increase
Increase_

the above
is:
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Adjustment to
Target Profit
Based on Article 5 $ ( 13,302,107)

Adjustment for
Profit $

(e) Pursuant to Artic
(Firm Target), the "Total Final
follows:

Total Final
Negotiated Cost $

Adjustment for
Profit S

Adjustments to
Compensation in
Article 7,
Compensation (includ-
ing adjustments pur-
suant to Clause 40,
Federal, State and
Local Taxes) $

( 2,666,289)

le 6, Incentive Price Revision
Price" is established as

113,783,578

; ( 2,666,289)

18,104,900

Total Final Price $ 129,222,189

6. Upon execution of this modification, the parties will
enter into a stipulation whereby the appeals designated as
ASBCA No. 21625 will be dismissed with prejudice, subject to
reinstatement only in the event that all payments required
by this modification are not made to the Contractor.

7. Notwithstanding anything else to the contrary in this
contract, there shall be no contract withholdings or retainages
by the Government of any kind.

8. Notwithstanding anything else in this modification,
the rights of the parties regarding CVN 70 shall be covered
exclusively by the definitized contract to be executed.

9. Release

a. As used in Paragraph 9.

(1) "Events" refer to any other contract modi-
fications, any Government breach, any Government
tort, any change orders, any stop work orders, any
suspensions of work, any Government actions or
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omissions pertaining to Government property or
information, and any other occurrences, actions or
omissions.

(2) "Covered Events" refers to Events occurring
before the date set forth in Block 19 of SF 30
(page 1 of this modification) whether formal or
constructive, and whether known or unknown to
either or both of the parties as of the date set
forth in Block 19 of SF 30 (page 1 of this modi-
fication) all of which events arise out of, under,
or are in any manner connected with:

(i) this contract; or

(ii) any other Government contract (with
this or any other Contractor) or contract between
the Contractor and any third party.-

(3) "SSN 688 Events" refers to Events occurring
before the date set forth in Block 19 of SF 30
(page 1 of this modification) whether formal or
constructive, and whether known or unknown to
either or both of the parties as of the date set
forth in Block 19 of SF 20 (page 1 of this modi-
fication) but only to the extent such events both
(i) arise out of or under this contract, and (ii)
impact other contracts solely by reason of their
impact on this contract.

b. In consideration of the provisions of this modifica-
tion, the Contractor, for itself, its successors, assigns,
vendors, suppliers and subcontractors, hereby remises,
releases and forever discharges the Government, its officers,
agents, and employees from (i) any and all entitlement of
the Contractor to equitable adjustment of the contract price
and delivery schedule ofthis, and only this, contract by
reason of Covered Events, (ii) any and all liabilities to
the Contractor for money damages and/or other relief for the
impact of Covered Events upon this, and only this, contract,
(iii) any and all entitlement of the Contractor to equitable
adjustment of the contract price and delivery schedules of
any other Government contract or contract between the Con-
tractor and any third party by reason of SSN 688 Events; and
(iv) any and all liabilities to the Contractor for money
damages and/or other relief for the impact of SSN 688 Events
upon any other Government contract or contract between the
Contractor and any third party.

c. (1) The Contractor hereby confirms and acknowledges
that in agreeing to the terms of this modification, it has
considered and made full allowance for any and all costs
under, and other impacts upon (i) this contract by reason of
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Covered Events and (ii) any other contract with the Government
and with any third party by reason of SSN 688 Events; whether
or not such costs and other impacts are known or unknown or

foreseeable or unforeseeable as of the date set forth in
Block 19 of SF 30 (page 1 of this modification), whether or
not such costs and other impacts have been discussed with,
or for any reason reserved for future discussion with, the
Government, or have been made the basis for other assertion
of claims or requests for equitable adjustment and whether
or not such costs or other impacts were, or are, incurred
and sustained, respectively, before or after the date set
forth in Block 19 of SF 30 (page 1 of this modification).

(2) The term "costs" as used in subparagraph (1)

immediately above include, but are not limited to:

(i) direct labor and material costs ("hardcore"),

(ii) delays,

(iii) disruptions, dislocations, acceleration,
and inefficiencies in performance,

(iv) interest costs and any other consideration
for financing,

(v) claim preparation costs, requests for
equitable adjustment preparation costs,
and

(vi) overhead costs.

10. Notwithstanding any other provisions of this modifi-
cation, the following rights are hereby reserved, it being
expressly agreed that the parties do not thereby acknowledge
liability therefor:

(a) All rights and entitlement which the Government
may have against the Contractor founded upon P.L. 87-653 to
the extent that Certificates of Current Cost and Pricing Data
have been provided in connection with this modification; and
31 U.S.C. 231; 18 U.S.C. 286; 18 U.S.C. 287; and 18 U.S.C.
1001.

(b) All rights and obligations of the parties re-
lating to the CGN 41, except that the release in paragraph
9 above includes all costs, as defined in paragraph 9.c.(2),
incurred upon the SSN 688 resulting from events occurring on
the CGN 41.

(c) All rights of the Contractor under the following
provisions of the contract:

32-340 0 - 81 - 16
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(i) "Insurance - Property Loss or Damage -
Liability to Third Persons".

(ii) "Additional Insurance Provisions."

(iii) "Nuclear Risk - Indemnification Under
Public Law 85-804."

(d) All rights and liabilities of the parties
arising under the contract articles, if any, or otherwise
which relate to reproduction rights, patent infringements,
inventions, applications for patent and patents, including
rights to assignments, invention reports, and licenses, and
in covenants of indemnity against patent risks.

(e) All rights and liabilities of the parties with
respect to the future care and disposition by the Contractor
of Government property remaining in his custody.

(f) All rights the Contractor may have to royalty
payments under the Contract provision entitled "Value Engi-
neering Incentive."

(g) All rights and obligations of the parties re-
lating to Contractor-acquired material made obsolete or
excess as a result of contract changes as specifically set
forth below:

(i) Material made obsolete or excess as a
result of contract changes has been identi-
fied in change pricing proposals submitted
to the Government. The Contractor shall
provide to the Government any such material
which has been so identified but not dis-
posed of pursuant to instructions from the
Government; provided if any such material
is not available, the Contractor may substi-
tute equivalent material or pay the original
purchase price of the material to the Govern-
ment.

(ii) The Government shall provide disposition
instructions for the material described
in subparagraph Ci) above, and the Con-
tractor shall dispose of such material in
accordance with such instructions. The
Contractor shall be reimbursed by the
Government for the cost, plus a reasonable
profit, of such disposition.
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11. Promptly upon effectiveness of this modification
and the submission of proper invoices, the Government shall
make the payments required under the terms of this contract
as modified herein. If such payment is not made within 60
days of the effectiveness of this modification, the Con-
tractor shall have the right to declare this modification to
be of no force and effect and the parties shall be restored
to their respective rights and remedies existing prior to
the execution of this modification.

12. (a) The parties hereto agree that this modification
shall become effective only upon receipt by the Contractor
of written notice by the Contracting Officer that appropria-
tions have been obligated to this contract in an amount suffi-
cient to fund fully the Government's obligations under this
contract, including the obligations provided for in this
modification. In any event, should such notice not be given
by March 31, 1979 , neither party shall be bound by the
terms contained herein.

(b) Modification P00037 to Contract N00024-70-C-
0252, Modification P00014 to Contract N00024-69-C-0307,
Modification P00036 to Contract N00024-70-C-0269, Modifica-
tion P00026 to Contract N00024-71-C-0270, Modification P00067
to Contract N00024-67-C-0325, and Modification P00028 to
Contract N00024-68-C-0355 reflect various elements of an
overall settlement of a number of Navy and Contractor issues,
and, as such, are inseverably related to each other. It is
specifically agreed that the effectiveness of each individual
modification is conditioned upon the execution and effectiveness
of all of the modifications identified above.

13. The parties agree that notwithstanding the contingent
nature of this modification as described in paragraph 12
above, the Government will promptly release all contract
withholdings and retainages. If the modification does not
become effective the payments made shall be considered
provisional in nature and shall be subject to repayment, if
appropriate, to the Government on final settlement of the
contract.



UNDELIVERED CONTRACTOR DATA REQUIREMENTS LIST (CDRL) ITEMS
ESTIMATED COMPLETION DATES (MO/YR)

BRIEF TITLE

Ship system manual

Ship Vlv Tech
Manual

Weapons delivery
Sys Equip. Manual

Steam & Electric
Plant Manual

Noise Control Book-
let & Drawings

Final Ship Drawings

Ship Drawing Index

Test Reports

Inclining A Trim
Dive Report-Amend

Equip. Tech Manuals

(1) 688

SEE AOOlEBA

Remarks 1

Remarks

Preliminary already delivered.

Preliminary already delivered.
Final completed; waiting for
Government to provide binders
and index tabs.

Preliminary already delivered.
Final ready for Government
printer.

Preliminary already delivered.
Final requires color printing.

1/79

!
3/79

Completed

Completed

1/79

Completed

Completed

Remarks

NOTES: (1) Delivery required under Contract N00024-70-C-0269
(2) Delivery required under Contract N00024-71-C-0270

At end of SSN 693 PSA.

Open are 14 Tech Manuals per
ship, three of which are
controlled by the Government.
The three are AOOlAY 6 AOOlBB
above plus the Motors and
Controllers Tech Manual.

ATTACHMENT "A"

IDENTIFICATION
NO.

AOO1AY

A0O1BB

AOO1BC

AOOlBD

AOOlEO

AOOIAS

AOOlEV

AOOiBT

AOOlCF

AOOlBA
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UNDELIVERED CONTRACTOR FURNISHED ON BOARD REPAIR PARTS (OBRPs)

SSN 688 Shortages

Storeroom item shortages

Stock Number

9C 3030-00-528-3796
1H 0099-LL-HD2-B057
1H OO00-LL-RFS-1836
1H OO0O-LL-RFS-1876
1H 0000-LL-RFS-1877
iN 0099-LL-HD2-D229

Stock Number

9N 5961-00-898-7253
9N 5905-00-918-2263
9Z 5330-00-467-0417
1H 0099-LL-HD2-0948
9Z 5330-00-286-2536
1H 0099-LL-HD2-D949
IH O000-LL-CJ6-9584
8Z 5330-00-889-5483
8N 0099-LL-HD2-D898
1H 0099-LL-HD2-D896
1H OOOO-LL-RFS-1857
9G 6130-00-753-2807
9N 5905-00-847-5877
9N 5930-00-402-2320
9N 5920-00-583-9919
9N 5999-00-035-7812
9Z 5360-00-209-7720
9G 6110-00-572-0817
9Z 5360-00-265-3667
9N 5950-00-886-6288
9G 6110-00-265-3671
9Z 5340-00-663-3124
1H 6115-00-787-8542
9Z 5360-00-586-4794
9N 5950-00-827-7121
9Z 5340-00-338-4057
9Z 5330-00-338-4058
9Z 5330-00-171-5887

Seal ring
Spring
Seal
Bearing
Printer
Packing
Seat
Transformer
Gasket
Rectifier
Resistor
Switch
Switch
Contact
Spring
Spring
Spring
Coil
Spring
Spring
Spring
Spring
Spring
Bumper
Packing
Retainer

1Lt

1
1
1
1
1

1t

1
1
1
1

2
1
1
2
1
1
1
1
1
1
6
2
2
2
1
1
1
2
1
1
1
1
1

ATTACHMENT "B"

Adds
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SSN 688 (cont'd)

Stock Number

9Z 5330-00-594-0044
9Z 5330-00-768-7196
9Z 5330-00-425-4490
9Z 5330-00-301-7807
1H 5330-00-444-3846
9Z 5330-00-918-9500
9Z 5120-00-081-6727
1H 0099-LL-HD2-D645
9Z 5330-00-467-0417
9C 4820-00-905-0110
9Z 5330-00-843-9726
9Z 5330-00-835-7712
9Z 5330-00-176-9719
9Z 5330-00-542-1329
9Z 5330-00-531-6416
9Z 5330-00-834-6676
1H 0099-LL-HD2-D766
IH 0099-LL-HD2-D767
1H 0099-LL-HD2-V768
1H 0099-LL-HD2-0769
9N 5910-00-028-4155
9Z 6350-00-957-4190
9N 5961-00-106-6991
9N 5961-00-018-9194
9N 5961-00-462-7165
9N 5961-00-018-9196
1H 5180-00-087-7107
1H 0099-LL-HD2-D828
lH 0099-LL-HD2-D830
1H 0099-LL-HD2-D829
lH 4820-LL-HD2-D831
1H 4820-LL-HD2-D906
9Z 5340-00-547-1127
9N 5945-00-773-2784
9N 5945-00-773-2783
9N 6110-00-696-4981
9N 6210-00-423-7860
9N 6210-00-423-7852
9N 6210-LL-HD2-D905

Packing
Wiper
Packing
Gasket
Gasket
Packing
Wrench
Wrench
Ring
Disc
Retainer
Retainer
Packing
Packing
Packing
Retainer
Bladder assy
Valve core
Pkg prefmd
Spring
Capacitor
Lock
Diode
Diode
Diode
Diode
Tool
Packing
Disc assy
Packing
Packing
Valve
Spring
Contact
Contact
Contact
Light
Light
Light

ATTACHI'ENT "B"

1
66
1
1
1
1
1
1
1
3
8
2

22
24
6

12
1
1
1
1
1
1
6
1
1
1
1
1
1
1
1
1
4
4
4
4
1
1
1
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Description of Modification

Applicable Ships: CGN 38, CGN 39, and CGN 40

WHEREAS, the parties consider all work completed under
this contract, except as otherwise specifically agreed below,
and the vessels constructed hereunder have been delivered to
the Government; and

WHEREAS, the Contractor has submitted claims and requests
for equitable adjustment in the contract price pursuant to
various provisions of this contract and the Contracting Officer,
upon analysis of the said claims and requests for equitable
adjustment, has determined them to be meritorious in certain
respects; and

WHEREAS, the parties have agreed that the Contract Delivery
Date of CGN 38, CGN 39, and CGN 40, shall be the actual delivery
date without allocation of responsibility; and

WHEREAS the parties have agreed to the resolution of
other outstanding issues in addition to the settlement of the
requests for equitable adjustment; and

WHEREAS, as a part of this settlement, the Contractor
has agreed to withdraw with prejudice its appeal under ASBCA
No. 22186 which relates to a disputed item under this contract;
and

WHEREAS, the Government has agreed to adjust the pricing
structure and delivery dates of the contract and in exchange
for these and other agreements contained herein the Contractor
has agreed to give a release as set forth in paragraph 9
below, subject to the reservations set forthin in paragraph
10 below; and

WHEREAS, differences exist between the parties as to
the computation of escalation; the Contractor nevertheless
agrees that the Adjustments to Compensation in this modifica-
tion include any and all escalation (including special
escalation) to which he is entitled by reason of the adjustments
contained in this modification; and

WHEREAS, differences exist between the parties as to:
(1) computation, allowance and allocation to the Contractor
of General and Administrative costs of Tenneco Inc. and Tenneco
Corporation; and (2) computation, allowance and allocation of
pension costs of the Contractor including the amount contributed
to the TENNECO Annuity Plan, the premiums paid to Tennessee
Life Insurance for reversionary benefits and the allocation
of identified actuarial gains and losses directly to the
Contractor; and the parties intend that the total final
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negotiated cost of this contract as hereinafter established
includes any and all consideration for (1) and (2) above with
respect to this contract; and

WHEREAS the disputed matters referenced in the immediately
preceding paragraph have been resolved under this contract and
all other contracts between the parties by agreement that Home
Office Expense for the year 1972 and forward shall be in
accordance with CAS 403 and shall be allowed as heretofore
approved by DCAA for the years prior to 1972; the Contractor's
appeal to the Armed Services Board of Contract Appeals docketed
as No. 21625 shall be withdrawn with prejudice; and the Pension
Costs referred to in the immediately preceding paragraph which
was previously included in provisional disallowances by DCAA,
suspended, or disapproved shall be allowed for Contract
N00024-67-C-0325 and disallowed for all other contracts
between the parties; and

WHEREAS, differences exist between the parties as to
the allowability of State tax accruals on this and other
contracts; the parties intend that accrued amounts now suspended
or disapproved by DCAA will be allowable for this contract
to the extent that such amounts will be payable for the year
in which this modification becomes effective, and the total
final negotiated costs of this contract as hereinafter
established include any and all consideration for State tax
accruals; and the parties intend that this issue shall be
resolved for all other contracts using the same principles,
i.e., state taxes accrued for payment in a current year are
allowable if payable by the contractor in the following year
by or at the time the tax return is filed for the current
year; and

WHEREAS, the Assistant Secretary of the Navy, by Memorandum
of Decision dated October 5, 1978, has determined that, as
part of this agreement, it will facilitate the national defense
to invoke P.L. 85-804 to modify this contract by including
$2,500,000 as part of the "Adjustments to Compensation" in
paragraph 5 below; and

WHEREAS, pursuant to Modification A02425 the Contractor
has received a provisional increase in contract price in the
amount of $2,646,972 for reasons identified in that modifica-
tion; and

WHEREAS, the Government has asserted claims for non-
correction of deficiencies and/or noncompletion of contract
work; and the parties desire to fully and finally settle said
claims as part of the price adjustment established in this
modification; and
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WHEREAS, the Government has asserted claims for correction
of Contractor-responsible deficiencies arising during the
guaranty periods of the vessels and the parties desire to
fully and finally settle said claims as part of the price
adjustment established in this modification; and

WHEREAS, the parties have agreed on an adjustment in the
contract price by reason of the foregoing matters and in
accordance with the provisions of Article 15, Incentive Price
Revision (Firm Target), the total final negotiated cost, the
adjustment for profit and the final contract price have been
established and determined, all of the foregoing as herein-
after set forth; and

WHEREAS, the parties have agreed to the full and final
settlement hereinafter described;

NOW, THEREFORE, the parties hereto agree:

1. Article 3, Delivery of Completed Vessels, is hereby
modified as follow:

SHIP DATE

CGN 38 27 August 1976
CGN 39 26 July 1977
CGN 40 14 July 1978

2. The following are hereby fully and finally settled:

(a) The Contractor's Requests for Equitable Adjustment
dated 18 July 1973, as amended and 8 August 1975, as amended.

(b) All (1) changes, (2) H4Rs, (3) FMRs, (4) letters
of direction, and (5) requests for proposals under this contract.

(c) All claims of the Contractor under this contract
for compensation under Clause 36, Federal, State, and Local
Taxes. By reason of the adjustment to compensation made and
set forth in paragraph 5.a. (2) of this Modification, the amount
of the interim payment ($2,646,972) effected by Modification
A02425 is reduced to zero.

(d) Any and all liabilities which are remised, re-
leased and discharged under paragraph 9 below subject to the
reservations set forth in paragraph 10 below.

(e) Any claims of the Contractor under this contract
relating to (1) computation, allowance and allocation to the
Contractor of General and Administrative costs of Tenneco Inc.
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dnd Tenneco Corporation; and (2) computation, allowance and
allocation of pension costs of the Contractor including the
amount contributed to the TENNECO Annuity Plan, the premiums
paid to Tennessee Life Insurance for reversionary benefits
and the allocation of identified actuarial gains and losses
directly to the Contractor.

(f) Any and all of the following liabilities of the
Contractor to the Government, express or implied, whether
known or unknown, from which the Government hereby releases
and forever discharges the Contractor, subject to the reserva-
tions in paragraph 10 below.

(1) Under Clause 7, Inspection, Clause 6, Guaranty
Period, and other provisions of this contract for non-
correction of deficiencies and noncompletion of contract
work; and

(2) For equitable reduction of the contract price
of this contract, for reimbursement of Government costs
under this contract, for disallowance of Contractor costs
under this contract, or for money damages arising from
the performance of work of this contract; all of the
foregoing based upon acts or omissions (including negli-
gence) of the Contractor under this contract, which such
acts or omissions occurred prior to the effective date
of this modification.

3. Not used.

4. Under the authority of the Act of August 28, 1958,
as amended, (Public Law 85-804); 72 Stat. 972, as amended by
87 Stat. 605 (1973); 50 U.S.C. 1431-1435, as amended, and
Executive Order 10789 of 14 November 1958 (23 Fed. Reg. 8897)
as amended by Executive Order 11051, dated 27 September 1962,
Executive Order 11382 of 28 November 1967, and Executive Order
11610 of July 22, 1971, and other applicable statute law and
regulation, and in order to facilitate the national defense
and in consideration of the mutual covenants of the parties,
it is agreed that $2,500,000 be included as part of the "Adjust-
ments to Compensation" in paragraph 5, and such amount is
included. The following modifications are made to the
Contract:

(a) Clause 26 of the General Provisions entitled
"Examination of Records' is deleted in its entirety and the
ASPR 7-104.15 Clause entitled "Examination of Records by
Comptroller General (1975 JUN)' is substituted therefor.
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(b) Clause 45 of the General Provisions entitled
"Equal Opportunity" is deleted in its entirety and the ASPR
7-103.18(a) Clause entitled "Equal Opportunity (1976 JUL)W
is substituted therefor.

5. (a) The following adjustments are made:

(1) Equitable Adjustment in Contract Price:
This adjustment is made in base month dollars:

Target Cost $ 10,449,000 Increase
Target Profit $ 1,045,000 Increase
Target Price S 11,494,000 Increase
Ceiling Price $ 13,897,000 Increase

(2) Adjustments to Compensation: These are
adjustments not reflected in (1) above which are
being made separately from the adjustments in (1)
above so as not to affect the Contractor's profit
or loss otherwise determined under Article 5,
Incentive Price Revision (Firm Target). The Con-
tractor agrees that these adjustments include any
and all escalation to which he is entitled by reason
of the adjustments contained in this modification:

$ 20,335,569 Increase

(b) By reason of all adjustments to date, including
the above adjustments, the revised contract pricing structure
is:

Target Cost $ 250,133,591
Target Profit $ 31,556,419
Target Price $ 281,690,010
Ceiling Price $ 330,407,985

(c) The Total Final Negotiated Cost of performing this
contract is hereby established pursuant to Article 5, Incentive
Price Revision (Firm Target), as

$ 320,288,794

(d) Pursuant to Article 5, Incentive Price Revision
(Firm Target), the "Adjustment for Profit" is established
as follows:

Target Cost $ 250,133,591

Total Final
Negotiated Cost $ 320,288,794
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Urfnerr'rrAXOverrun) $ ( 70,155,203)

Target Profit $ 31,556,419

Adjustment to
Target Profit
Based on Article 5 $ C 21,437,228)

Adjustment for
Profit $ 10,119,191

(e) Pursuant to Article 5, Incentive Price Revision
(Firm Target), the "Total Final Price" is established as
follows:

Total Final
Negotiated Cost $ 320,288,794

Adjustment for
Profit $ 10,119,191

Adjustments to
Compensation in
Article 4,
Compensation (includ-
ing adjustments pur-
suant to Clause 36,
Federal, State and
Local Taxes) $ 89,825,352

Total Final Price $ 420,233,337

6. Upon execution of this modification, the parties will
enter into a stipulation whereby the appeals designated as
ASBCA Nos. 21625 and 22186 will be dismissed with prejudice,
subject to reinstatement only in the event that all payments
required by this modification are not made to the Contractor.

7. Notwithstanding anything else to the contrary in this
contract, there shall be no contract withholdings or retainages
by the Government of any kind.

8. Notwithstanding anything else in this modification,
the rights of the parties regarding CVN 70 shall be covered
exclusively by the definitized contract to be executed.

9. Release

a. As used in Paragraph 9.
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(1) "Events" refer to any other contract modi-
fications, any Government breach, any Government
tort, any change orders, any stop work orders, any
suspensions of work, any Government actions or omissions
pertaining to Government property or information,
and any other occurrences, actions or omissions.

(2) 'Covered Events" refers to events occurring
before the date set forth in Block 19 of SF 30
(page 1 of this modification) whether formal or
constructive, and whether known or unknown to
either or both of the parties as of the date set
forth in Block 19 of SF 30 (page 1 of this modifi-
cation), all of which events arise out of, under,
or are in any manner connected with:

(i) this contract; or

(ii) any other Government contract (with this
or any other Contractor) or contract between the
Contractor and any third party.

(3) "CGN 38/39/40 Events" refers to events
occurring before the date set forth in Block 19
of SF 30 (page 1 of this modification) whether
formal or constructive, and whether known or
unknown to either or both of the parties as of
the date set forth in Block 19 of SF 30 (page 1
of this modification), but only to the extent
such events both (i) arise out of or under this
contract, and (ii) impact other contracts solely
by reason of their impact on this contract.

b. In consideration of the provisions of this modifica-
tion, the Contractor, for itself, its successors, assigns,
vendors, suppliers and subcontractors, hereby remises,
releases and forever discharges the Government, its officers,
agents, and employees from (i) any and all entitlement of
the Contractor to equitable adjustment of the contract price
and delivery schedule of this, and only this, contract by
reason of Covered Events, (ii) any and all liabilities to
the Contractor for money damages and/or other relief for the
impact of Covered Events upon this, and only this, contract,
(iii) any and all entitlement of the Contractor to equitable
adjustment of the contract price and delivery schedules of
any other Government contract or contract between the Con-
tractor and any third party by reason of CGN 38/39/40 Events,
and (iv) any and all liabilities to the Contractor for money
damages and/or other relief for the impact of CGN 38/39/40
Events upon any other Government contract or contract between
the Contractor and any third party.
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c. (1) The Contractor hereby confirms and acknowledges
that in agreeing to the terms of this modification, it has
considered and made full allowance for any and all costs
under, and other impacts upon (i) this contract by reason of
Covered Events and (ii) any other contract with the Government
and with any third party by reason of CGN 38/39/40 Events;
whether or not such costs and other impacts are known or
unknown or foreseeable or unforeseeable as of the date of this
modification set forth in Block 19 of SF 30 (page 1 of this
modification), whether or not such costs and other impacts
have been discussed with, or for any reason reserved for
future discussion with the Government, or have been made the
basis for other assertion of claims or requests for equitable
adjustment and whether or not such costs or other impacts
were, or are, incurred and sustained, respectively, before
or after the date set forth in Block 19 of SF 30 (page 1 of
this modification).

(2) The term "costs" as used in subparagraph (1)
immediately above include, but are not limited to:

(i) direct labor and material costs ("hardcore"),

(ii) delays,

(iii) disruptions, dislocations, acceleration,
and inefficiencies in performance,

(iv) interest costs and any other consideration
for financing,

(v) claim preparation costs, requests for
equitable adjustment preparation costs,
and

(vi) overhead costs.

10. Notwithstanding any other provision of this modifi-
cation, the following rights are hereby reserved, it being
expressly agreed that the parties do not thereby acknowledge
liability therefor:

(a) All rights and entitlement which the Government
may have against the Contractor founded upon P.L. 87-653 to
the extent that Certificates of Current Cost and Pricing Data
have been provided in connection with this modification; and
31 U.S.C. 231; 18 U.S.C. 286; 18 U.S.C. 287; and 18 U.S.C.
1001.

(b) All rights and obligations of the parties re-
lating to the CGN 41, except that the release in paragraph
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9 above includes all costs, as defined in paragraph 9c(2),
incurred upon the CGN 38, 39, and 40 resulting from Events
occurring on the CGN 41.

(c) All rights of the Contractor under the following
provisions of the contract:

(i) 'Insurance - Property Loss or Damage -
Liability to Third Persons'.

(ii) 'Additional Insurance Provisions.'

(iii) 'Nuclear Risk - Indemnification Under
Public Law 85-804."

(d) All rights and liabilities of the parties arising
under the contract articles, if any, or otherwise which relate
to reproduction rights, patent infringements, inventions,
applications for patent and patents, including rights to
assignments, invention reports, and licenses, and in covenants
of indemnity against patent risks.

(e) Al-l rights and liabilities of the parties with
respect to the future care and disposition by the Contractor
of Government property remaining in his custody.

(f) All rights the Contractor may have to royalty
payments under the Contract provision entitled "Value Engi-
neering Incentive.'

(g) All rights and obligations of the parties relating
to contractor-acquired material not consumed in the course of
contract performance as specifically set forth below:

(i) Material Made Obsolete or Excess As A
Result of Contract Changes

a. Material made obsolete or excess as
a result of contract changes has been
identified in change pricing proposals
submitted to the Government. The Con-
tractor shall provide to the Government
any such material which has been so
identified but not disposed of pursuant
to instructions from the Government;
provided if any such material is not
available, the Contractor may substitute
equivalent material or pay the original
purchase price of the material to the
Government.
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b. The Government shall provide dispo-
sition instructions for the material
described in subparagraph a. above, and
the Contractor shall dispose of such
material in accordance with such instruc-
tions. The Contractor shall be reimbursed
by the Government for the cost plus a
reasonable profit of such disposition.

(ii) Other Surplus Material

a. The Contractor shall inventory Con-
tractor-acquired material in his possession
which has not been incorporated into
or utilized for ship construction and
provide a copy of such inventory to the
Government.

b. The Government shall provide disposi-
tion instructions for the material listed
in such inventory, and the Contractor
shall dispose of such material in accordance
with such instructions. The Contractor
shall be reimbursed by the Government for
the cost-plus a reasonable profit of such
disposition.

Ch) With respect to CGN 38, CGN 39, and CGN 40,
all rights of the parties pertaining to undelivered software
items specifically identified in Attachment 'A', it being
agreed that the Contractor will use its best reasonable
efforts to provide the same, provided that if notwithstanding
such efforts the Contractor should fail to do so, the maximum
obligation of the Company shall not exceed a value of $300
for CGN 38, $2,000 for CGN 39, and $200 for CGN 40.

(i) With respect to CGN 38, CGN 39, and CGN 40,
all rights of the parties pertaining to undelivered materials
specifically identified in Attachment "Be, it being agreed
that the Contractor will use its best reasonable efforts to
provide the same, provided that if notwithstanding such
efforts the Contractor should fail to do so, the maximum
obligation of the Company shall not exceed a value of $10,000
for CGN 38, $17,500 for CGN 39, and $22,250 for CGN 40.

32-340 0 - 81 - 17
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(j) With respect to CGN 40, all rights and obli-
gations of the parties pertaining to the guarantee deficiencies
unknown to NAVSEA, or the Supervisor or his staff, as of
September 5, 1978; provided the Contractor shall accumulate
the cost of any correction of such guarantee deficiencies
under a separate cost account, and the parties will at the
time of completion of all such corrections: (A) increase the
total final negotiated cost of this contract by an amount
equal to the cost of such corrections, and (B) increase
escalation amounts and payments under this contract accord-
ingly. The Contractor's liability for correction of guarantee
deficiencies shall not exceed $1,698,666.

(k) All rights and obligations of the parties re-
lating to seal weld cutting machines for the Decay Heat Removal
System.

(1) All rights and obligations of the parties re-
lating to the items listed in Attachment "C", provided the
Contractor shall accumulate costs incurred on account of
these items, and if such costs are determined to not have
been included in the total estimated contract cost set forth
in the DD633-6 form provided in connection with this modifica-
tion, the parties will, at the time of completion, (a) increase
the total final negotiated cost of this contract by an amount
equal to such costs, and (b) increase escalation amounts and
payments under this contract accordingly.

11. Promptly upon effectiveness of this modification
and the submission of proper invoices, the Government shall
make the payments required under the terms of this contract
as modified herein. If such payment is not made with 60
days of the effectiveness of this modification, the Con-
tractor shall have the right to declare this modification to'
be of no force and effect and the parties shall be restored
to their respective rights and remedies existing prior to
the execution of this modification.

12. (a) The parties hereto agree that this modification
shall become effective only upon receipt by the Contractor
of written notice by the Contracting Officer that appropria-
tions have been obligated to this contract in an amount suffi-
cient to fund fully the Government's obligations under this
contract, including the obligations provided for in this
modification. In any event, should such notice not be given
by March 31, 1979 , neither party shall be bound by the
terms contained herein.

(b) Modification P00037 to Contract V00024-70-C-
0252, Modification P00014 to Contract N00024-69-C-0307,
Modification P00036 to Contract N00024-70-C-0269, Modifica-
tion P00026 to Contract N00024-71-C-0270, Modification P00067
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to Contract N00024-67-C-0325, and Modification P00028 to
Contract N00024-68-C-0355 reflect various elements of an
overall settlement of a number of Navy and Contractor issues,
and, as such, are inseverably related to each other. It is
specifically agreed that the effectiveness of each individual
modification is conditioned upon the execution and effectiveness
of all of the modifications identified above.

13. The parties agree that notwithstanding the contingent
nature of this modification as described in paragraph 12 above:

(a) The Contractor will proceed to correct the
INSURV and guarantee items identified herein or by reference
as Contractor responsible items. If the modification does
not become effective the Contractor's actions in correcting
those INSURV and guarantee items will not be considered as
prejudicing its rights and obligations regarding later
determinations of the responsibility for correction of those
items. In no event will the Contractor be deemed a volunteer
by its actions in correcting those deficiencies pursuant to
this agreement, rather, the Contractor will be deemed to
have performed those tasks at the direction of the Contracting
Officer. In addition, the allocation of responsibility for
INSJRV and guarantee items shall likewise not be binding on
the parties and shall have no effect on later determinations
of responsibility for these items. Furthermore, if this
modification does not become effective, the Government's
actions in correcting INSURV and guarantee deficiencies
which are later determined to have been Contractor responsible
shall not adversely affect the Government's right to price
reduction for non-correction of these deficiencies by the
Contractor.

(b) The Government will promptly release all con-
tract withholdings and retainages. If the modification does
not become effective the payments made shall be considered
provisional in nature and shall be subject to repayment, if
appropriate; to the Government on final settlement of the
contract.
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CD:, lTI_ S TO Bl: Dl:LIV):r.1:)

CGl 38

AOO1DJ Tech. MIanuals
ACOiEIl Shock Test Report
AOll:Y Dynanic Shock Analysis

AOClAY Fi.F. Aperture Cards
(R.P.)

AMOlD SDI
AOOlBL H.F. Aperture Cards

(Non R.P.)
AOOlBN Tab. listing of AOOlAY

and AOOlBL
AODOlBi Tab. Cards for AOOlAY

and AOOlBL
AOOlDJ Tech. Ianuals
AOOlDL Index of Tech. Pub-

lications
AOOlii4 Shock Test Report
AOOliY Dynamic Shock Analysis

See Listing Attached
See Listing Attached
See Listing Attached

Telated

Due 90 Days After PSA (October 1978)
Related

Related

Related

See Listing Attached
Submitted for Approval 1/2/78

See Listing Attached
See Listing Attached

U.F. Aperture Cards Related
(R.P.)
Selected Record Drawings Related
SDI Due 30 Days Prior to End of

Guaranty (December 1978)
U.F. Apcrture Cards Related
(Non R.P.)

Tab. Listing of AOOlAY Related
end AOOlBL
Tab. Cards for AOOlAY Related
and AOOlBL
Booldet of General Related
Drawings
Antenna Photographs Rejected - To be Furniched after PSA
Tech. Manuals See Listing Attached
Index of Tech. Subtaitted for Approval 3/17/78
Publications
Shock Test .Report See Listing Attached
Dynamic Shock Analysis See Listing Attached

A~ta .-.:t A

CGN 39

CGN 40

AOOlAY

A0O1rUJ
AOOlBK

AOOlBL

AOOlBi

AO0lBN

AOOlBQ

AOOlBR
AOO1DJ
AOOlDL

AOOlEH
AOOlFY
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l;OW-NUCL.EAR o.1cilnllCAl. 1:i:.1ALS TO lt DIL.IVEItID

cGN 38, 39, & 40

NAVSEA No.

1. 0335-094-SOOA

2. 0905-524-2050

3. 0947-212-1011

4. 0947-212-2010

5. 0947-160-7010

6. 0947-160-8010

7. 0947-160-9010

8. 0947-213-2010

9. 0958-011-301B

10. 0948-061-801B

11. 0948-118-4010

12. 0978-040-8010

13. 0989-061-4000

14. 0989-041-1001

15. 0982-006-7010

16. 0982-006-8010

17. 0982-006-9010

18.. 0989-055-3000

TITLE

Tuibler, Laundry 37 x 30
440 Volts A.C. Chg. #1

Ship Information Bk,
Vol. 2, Part 2 Bk 4

Pump, Fire
(Turbine Driven)

Pump, Feed Wtr
Chemical Injection

Pump, Distiller, Brine

Pump, Distiller, Condensate

Pump, Distiller Distillant

Pump, Automatic Sump
Drainage I EVN

Distilling Unit, Ilash Type
Wtr. 18,000 GPD IIDL. S750FLZ
Chg. #1

Valves Temperature, Regulating

Valve, Butterfly llotor
Operated for Fire Main
System

Ammunition Elevators & Mag
Conveyor Sys. Model
M 20104 Forwuard & Aft

Secondary Shield Bulkhead
Electrical Shield Penetrators

Control Cabinet Pressurizer

Davits & Winches 26 Ft.
Motor Whaleboat

Davits & Winches 26 Ft.
Personnel Bout

Dnvirs & Winches 26 Ft.
Utility Boat

Control Panel & Remote
lalnnt Fnri,,red Snf-1-aurrd
f:-,,t ol 1-'- 1-. .iC, Spar'e

STATUS /DATE

With Vendor
11/7/77

At NPPSO
5/22/78

At SOS for Printing
Appvl. 6/23/78

Has approval for
Preliminary Dist.
But not final dist..

With Vendor
6/23/78

With Vendor
6/30/77,

At SOS for Print
Appvl. 6/5/78

At SOS for Tech.
Appvl. 4/28/77
Resubmitted for Appvl.
9/20/78

Appvd. for Printing
9/5/78

A t NrPSO
7/20/78

At NPPSO
4/12/78

With Vendor

App~vd. for Printing
8/21/78
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* tIAVS!EA NO.

1. 0905-528-2020

2., 0905-524-2030

1. 0905-524-3020

2. 0905-524-3030

3. 0905-524-3060

4.

5.

6.

7.

0905-524-3070

0905-524-3080

'0905-524-3100

0905-524-3110

SIB Vol. 2
Machiiwery PlJ ant

SIB Vol. 2, Part 2, Bk. 2

CGN40 (ONLY)

SIR Vol. 2
Machinicry Plant

SIB Vol. 2, Part.2, Bk. 2
)iachincry Plant

SIB Vol. 2, Part 2, Bk. 5

SIB Vol. 3,.Part 1

SIB Vol. 3, Part 2

SIB Vol. 5, Part I

SIB Vol. 5, Part 2

STATUS/DATE

At NPPSO - 6/6/78

At NPPSO - 5/15/78

At SOS for Tech
approval - 5/31/78

At SOS for Tech
approval - 5/31/78

At SOS for Tech
approval - 6/29/78

At NPPSO - 7/20/78

At NPPSO - 7/20/78

At NPPSO - 8/15/78

At NPPSO - 8/15/78
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S11OC1, (11_PtW TO )'1. DiLJ \'IVVI)

1. llclo NHat ch Cover )1at fnlln Jock I.nrs and Ilatch Cover Asseiii.]y -

*r. 0. 601-2060--12 - Dynnamic Analysis Dic fromn Vendor.

2. Arano Elevator Spri.nl, ';liiper - P. 0. 60111-2153-11N - ost-Sthock
,x:iaillation RCporllt DI c from Vendor.

3. 1'otornters - Bronze - P. 0. 60111:-645'i--1Z24 Failc1d rost Shock

Exaiminationm. R1cdesigned and scheduled for retest.

IEST DATA TO I'l,' D..ljI'MTl)

l. flenctor plant test procedure books - estimatcd delivery

October 16, 1978.



260

Onboard Repair Parts To Be Delivered

Federal Stock Po. Description Hull Quantity last Xnown Price

3fl1-00-009-5738 Bearing 607 1 eacb 71.69 each
606 1 each

5330-00-054-6894 Casket 607 2 each 0.45 each

5330-00-056-4232 Casket 607 1 each 52.97 each

5999-00-131-9689 Contacts 2 607 3 each 78.11 each

2825-00-139-5563 Lining 607 1 enach 5440.00 each

2825-00-139-5621 lining 607 1 each 3930.00 each

8120-00-176-;1598 l:ylidm 601 e6 ea 55.64 Basu

5330-00-197-9607 Casket 107 8 each 0.63 each

U820-00-262-8361 Valve 607 1 asay. 293.36 each

6830-00-290-4377 Dichcorod 607 250 lbs. 0.49 each

5925-00-300-4492 Circuit Breaker 607 1 each 127.00 each

1820-00-317-3365 Thermometer 607 1 easy. 2.70 each

4320-00-355-7655 Sleeve 607 1 esab 15.60 each

5330-00-376-7753 Casket 607 1 each 5.24 each

S330-00-377-2188 Casket 607 3 each 3.25 eaeh

5925-00-387-2414 Circuit Breaker 607 1 each 26.75 eacb
601 1eaech

5330-00-397-4484 Caakat 607 .1-ch 0.34 ac

1330-V0406-9021 7flter Z li7 'i eah 7.760 eah

6685-00-422-1421 Cage 607 1 each n171.65 eacb

5685-00-422-1422 Cage 607 2 each 282.48 e

1120-00-431-9324 Bearing 607 2 sets 433.68 each

5330-D0-467-0224 Casket 601 1 each '_35 each

S9999-0-467-9632 Circuit Card 607 1 each 535.00 each

S9999f0-457-9633 Lircuit -Card 607 1 each 370.00 each

5999-00-467-9646 Circuit Card £07 1 each 450.D0 each

to !avy
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Federal Stock No.

5999-00-467-9648

5330-0O-480-3869

533D0-0-485-7636

5330-00-492-2527

5999-00-500-5992

5330-00-530-2000

5330-D0-579-3158

5fl0-00- 57S-7512

533D-00-627-5321

5961-724-2092

5330-00-727-1882

Description Hull Quantity Last Known Price to iav

Circuit Card

Gasket

Casket

Gasket

Contacts

Casket

Casket

rC-Bker

Seal

Transistor

Casket

607 1 each

607

607

607

607

607

607

£0D7

4607

607

607
606

1 each

1 each

1 each

2 each

2 each

2 each

2a_.h

1 each

.1 earh

1 each
1 each

403.00 each

87.67 each

2-70 each

2.14 each

2.35 each

1.96 each

0.03 each

n.28 .^h

100.00 each

1.30 each

0.16 each

OyvV9 U4-! L . 9-210 CIc ------ -0.,'---------- '--pac o -------------------- -. -0 acii-

5950-00-764-4030

3120-00-775-8059

2825-00-786-4239

5330-00-882-8872

599D-DO-928-.5593

5330-01-0D8-6853

5330-01-00-9658

5330--1M-01-3659

5330-S1M-M2-2716

Iransforaer

Bearing

Valve

Casket

Synchro. £

Gasket

Sel

-Sea2l

5310-1-2-3709 Washer

5330-M1-D22-3831 Seal

4820-0-031-9247 ?Falve mac

3330-01-035-4231 Casket

607 1 each

607 1 assy.

607 i easy.

607 2 eacb

6D7 1 eacb

607 ; 2 each

07 .- 1 ieach-

£07 L eah

:607 2 each

607 1 each

7l7 1 eeb

607 l each

607 1 each

44.51 each

846.00 each

816.00 each

1.07 each

3.20.91 each

3.69 each

42.60 each

21.40 each

32.10 each

L-07 each

31.4D each

283.20 each

18.00 each
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Coit.

Fediral Stock No. Description Pull Quantity

5977-01-D43-5536 Brush 607 16 each

5977-01-043-5537 Brush 607 32 each

800224563083 (Part) Release Device 607 8 each
(N.) Assy

606 8 each

ACN
0000-LL-CPO-1468 Bearing 607 1 each

AMU
0099-LL--8D-D820 Pressure Ring 607 2 each

ACN
0099-LL-BDD-D877 Pressure Jing 607 1 each

ACN
0099-LL-EDD-D878 Pressure Ring 607 - 1 each

ACS
'>C:SLL-4~D-370 9 eeare -iTng w07 ; 'e.

Last Known Price to Navy

50.00 each

50.00 each

178.14 each

52.25 each

143.00 each

143.00 each

143.00 each

aiB.i0 each

0099-LL-BDD-D881

iCN
0099-LL-HDD-D8B82

ACN
0099-LL-EDD-D883

ACH
2825-LL-RDD-T722

5999-00-725-5838

5930-00-990-7150

J,250859-6356

5920-00-924-3937

'945-00-422-8439

5305-D2-823-568?

Pressure Ring 607 2 each

Pressure Ring 607 1 each

Pressure Ring 607 1 each

Turbine Piston 607 1 each
Ring

Contact - 601 2 eack

Switch 60 . I eacl

Pin Set 601 2 sets

Pnse 601 1 each

_ _ An 1I

Vuide Sprring 3 each

Set Z0rs _ I :ach

143.00 each

143.00 each

143;00 each

61.00 each

0.52 each

0.31 each

667.00 per set

0.60 each

i-es 4=2B

0O.OR each

16.50 each

I
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ont.

ediral 4toch No.

*825-00-859-6356

530-00-169-5593

Descriction

Pin Set

Cylinder Kit

820-00-175-9461 Valve

930-00-539-4457 Switch

820-00-721-9679 Valve

905-00-755-5098 Resistor

930-00-823-2054 Switch

I.ZID-DD-575-2797 e

299 - m-HDE-R297 Bearing

)99- R-E-M298 Seal

IUL00-872 4864 caga

)99-l-lAE-R296 lirench

L0-D04-S588 3LW

BO0-00-069-2021 Packing

D05-00-102-1064 Meaistor

2D10-103-9769_ 3aarng _

t05-0-141-1429 Reaiatnr

1o-00-171-698 9 -ashr

L30-00-265-1087 Packi4ng

S99S-B13DER295 Sprfilg

Bull Ouantity

606 2 sets

607 1 each
606 1 each

607 1 each
606 1 each

607 1 each
606 1 each

607 S each
606 5 each

607 1 each

607 1 each
606 1 each

607 1 each
606 1 each

Last tnown Price tc Navy

667.00 per set

40.00 each

39.00 each

123.00 each

48.00 each

0.96 each

32.00 each

4.00 each

607 2 each 48.00 each
606 2 each

607
606

6007

1 each
1 each

1 each

607 1 each
606 1 each

606 ' 9 each

606 1 met.-

.606 1 each

606 1 each

606 1 eacI

606 'I each

-606 1 each

6D7 1 each
L06 .1 Aach

18.00 each

139.95 each

120.00 each

0.09 each

1.64 eacb

2.78 -each

41.58 =ach

*7.74 each

2.25 each

0.09 each

500.00 each
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out.,

ederal Stock No. Description Bull Quantity Last Known Price to Wavy

905-00-279-3381 Resistor 606 1 each 2.35 each

240-00-427-7448 Lap 606 15 each 0.62 each

1110-00-518-6008 Bearing 606 1 each 47.52 each

i360-00-759-5553 Spring 606 1 each 1.59 each

1110-00-991-0943 Bearing 606 1 each 49.50 each

i330-01-010-9795 Packing 606 1 each 2.14 each

,'330-01-018-0696 Seal 606 1 each 2.14 each

i3,-A-v3-51 ket - 16Q5 - .1

!U2524P-t ) &-kat XOS -each 50.00 ach

*IU0-00-991-0945 Bearing 601 2 each 115.92 each

i320-01-036-0228 Balance Ring 601 1 each 29.50 each

)099-LL-BD--V265 Motor 606 1 each

i330-01-013-5820 Packing 607 2 each

MRP 568-910-4nL-P- o-ging 607 4 each

1428-2 Thermocouple 607 4 eacb

Attachment B. Sheet 5
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EQUIPIENT TO 1I..: 1¶IViRlED

1. Raotaieters - Bronze - P. .0. 6O1U-6454-K 2 4 - To be delivered
faor back fit, llulls 601, 605 and 607, alter boc'k test.

2. Decay heat seal velding ctitting machine, Bull 601, 60G and 607
estimated delivery, _.

3. /m-vu'y Control Valves for 601 & 606. Install TSA on 607.
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1. As-built drawings - CGN 38/39/40

2. Ships Drawing Index - CGN 39/40

3. Component Technical Manuals:

a. 0792-006-8000 - Chain hoists

b. 0948-090-5000 - Diverting & Isolating Valves (R/C
- Ventilation) Sections 6.5, 6.7, & 9.2)

4. Maratta control valves for R/C Vent Isolating Valves -
12 each for CGN 39/40 and related drawings/data.

5. DeSanno Valves on CGN 39

6. Sonar dome, including rubber window -q =w..y=ltem) - CGN 40

Attachment C
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Description of Modification

Applicable Ships: CGN 36 and CGN 37

WHEREAS, the parties, on 11 February 1977, executed
Modification P00027 to this contract, which, with certain
exceptions, finally settled this contract; and

WHEREAS, the parties, on this date, agreed, with certain
specified exceptions to finally settle contracts N00024-70-C-
0252, N00024-67-C-0325, N00024-69-C-0307, N00024-70-C-0269,
and N00024-71-C-0270; and

WHEREAS, as part of the consideration for those settle-
ments the parties have agreed to modify the release contained
in Modification P00027 to this contract;

NOW, THEREFORE, the parties hereto agree:

1. Paragraph 6 of Modification P00027 is deleted in
its entirety and the following is substituted therefor:

"6. Release

a. As used in Paragraph 6,

(1) "Events" refer to any other
contract modifications, any Government
breach, any Government tort, any change
orders, any stop work orders, any
suspensions of work, any Government
actions or omissions pertaining to
Government property or information, and
any other occurrences, actions or
omissions.

(2) "Covered Events" refers to
events occurring before the date set
forth in Block 19 of SF 30 (page 1 of this
modification) whether formal or constructive,
and whether known or unknown to either or
both of the parties as of the date set
forth in Block 19 of SF 30 (page 1 of this
modification), all of which events arise out
of, under, or are in any manner connected
with:

(i) this contract; or
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(ii) any other Government con-
tract (with this or any other Contractor)
or contract between the Contractor and
any third party.

(3) 'CGN 36/37 Events' refers to
events occurring before the date set forth
in Block 19 of SF 30 (page 1 of this modifi-
cation), whether formal or constructive, and
whether known or unknown to either or both of
the parties as of the date set forth in
Block 19 of SF 30 (page 1 of this modifica-
tion), but only to the extent such events
both (i) arise out of or under this con-
tract, and (ii) impact other contracts
solely by reason of their impact on this
contract.

b. In consideration of the provisions of
this modification, the Contractor, for
itself, its successors, assigns, vendors,
suppliers and subcontractors, hereby
remises, releases and forever discharges
the Government, its officers, agents, and
employees from (i) any and all entitlement
of the Contractor to equitable adjustment
of the contract price and delivery schedule
of this, and only this, contract by reason
of Covered Events, (ii) any and all lia-
bilities to the Contractor for money damages
and/or other relief for the impact of
Covered Events, upon this, and only this,
contract, (iii) any and all entitlement
of the Contractor to equitable adjustment
of the contract price and delivery schedules
of any other Government contract or contract
between the Contractor and any third party
by reason of CGN 36/37 events, and (iv)
any and all liabilities to the Contractor
for money damages and/or other relief for
the impact of CGN 36/37 Events upon any
other Government contract or contract
between the Contractor and any third party.

c. (1) The Contractor hereby confirms and
acknowledges that in agreeing to the terms
of this modification, it has considered
and made full allowance for any and all
costs under, and other impacts upon (i)
this contract by reason of Covered Events

32-340 0 - 81 - 18



270

and (ii) any other contract with the Govern-
ment and with any third party by reason of
CGN 36/37 Events; whether or not such costs
and other impacts are known or unknown or
foreseeable or unforeseeable as of the date
set forth in Block 19 of SF 30 (page 1 of
this modification), whether or not such costs
and other impacts have been discussed with,
.or for any reason reserved for future dis-
cussion with, the Government, or have been
made the basis for other assertion of claims
or requests for equitable adjustment and
whether or not such costs or other impacts
were, or are, incurred and sustained, re-
spectively, before or after the date set
forth in Block 19 of SF 30 (page 1 of this
modification).

(2) The term "costs" as used in subpara-
graph (1) immediately above include, but are
not limited to:

(i) direct labor and material costs
(Mhardcore"),

(ii) delays,

(iii) disruptions, dislocations,
acceleration, and inefficiencies
in performance,

(iv) interest costs and any other
consideration for financing,

(v) claim preparation costs, requests
for equitable adjustment prepara-
tion costs, and

(iv) overhead costs."

2. Paragraph 2(e) of Modification P00027 is deleted
in its entirety and the following is substituted therefor:

"(e) Any and all of the following liabilities
of the Contractor to the Government, express or
implied, whether known or unknown, from which
the Government hereby releases and forever dis-
charges the Contractor, subject to the reserva-
tions in paragraph 7 below.
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(1) Under the "Inspection" clause, the
"Guaranty Period' clause and other provisions
of this contract for noncorrection of deficen-
cies and noncompletion of contract work; and

(2) For equitable reduction of contract
price of this contract, for reimbursement of
Government costs under this contract, for
disallowance of Contractor costs under this
contract, or for money damages arising from
the performance of work of this contract; all
of the foregoing based upon acts or omissions
(including negligence) of the Contractor under
this contract, which such acts or omissions
occurred prior to the effective date of this
modification.



272

Que8tion 12. Please provide copies of any documents furnished to Newport
News by you or your subordinates concerning alleged violations by Newport News
of fraud or false claims statutes. Please provide also any correspondence from
Newport News officials to yourself or Assistant Secretary Hidalgo concerning the
aforementioned allegations.

Answer. The relevant correspondence is attached.



273

Low OFFIcES

SULLIVAN. BEAVULEAID. CLAuRKSON . MOSS. BuoWN\ & JOItNso.N
IVAsHlorov-. D. C. 20030

*,..RI 0. OCAUaCOD

4. -IC. - O.".*
_-. urgncy .J0)108-
O..-OS J. bOWIIY
Al. a . 0- 0080. JO
D.001 * 0 1*-0010 G0

A~A8Vt J. *nKttC

.December 22, 1973
*000 M STRECT. N W

40.4 C CilO*0 .C SM- g

BY HAND

Mr. Theodore T. Belazis
Assistant Counsel
Naval Sea Systems Command
Department of the Navy
Washington, D. C. 20362

Re: Freedom of Informr:tion Act Request

Dear Mr. Belazis:

This acknowledges the receipt of your December 18,
1978 letter (OOL/TTB Ser 413) apprising me of your progress
in processing the Freedom of infcrrmation Act requests flied
by this firm on behalf of Newport News Shipbuilding and Dry
Dock Company on November 24, 1978,

I fully appreciate the administrative 'dtfi.cultiea
that you may encounter in processing this firmls request:.,
However, I am concerned from your letter that a response to
our requests will be delayed due to your perceived require- -
ment to coordinate with'the Department of Justice, To the
extent that certain documents whizh we have requested have'
been transferred to the Department of Justice and thus are.
within its custody and control we-see no need for coordina-
tion between the Navy and the Department of Justice, As you
are aware, we have filed with the Department of Justice ;
separate request for documents which had been transmitted
from the Department of the Navy aad which'relate to the'
requests for equitable adjustments submitted by Newport
News Shipbuilding and Dry Dock Company under Navy contracts,
The releasability of documents within the custody and cortrol
of the Department of Justice is a matter for that Departrent's
determination.

With respect to documen:s iwhich are within the 'scope
of our requests to the Navy and which 'are physically located
at an activity of the Departmenr of the Navy, it is our position
that the releasability of such documents is a matter which must

mr. 4
20a .O

I

. . I
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be determined by the Navy. In this regard, the Freedom of
Information Act imposes a statutory obligation upon the agency,
in whose possession and control the requested documents are
maintained, to process requests for acceis to those records.
5 U.S.C. S 552(a)(3), as amended by Publ:.c Law 93-502 (1974).

It is recognized.in those instances where a document
which is requested from one agency was either generated by or
generated for another agency that consultation between those
agencies may be appropriate. However,. this does not negate the
fact that the agency who has possession of the documents is
required to make the statutory determination as to whether the
document is available.

Accordingly, to the extent that the documents requestei
are within the possession of the Department of Navy and were not
specifically generated for or received from the Department of
Justice we see no need to delay processing our requests by
consultation and coordination between the Department of Navy and
the Department of Justice.. Indeed, it is our firm position that
such coordination is not only unnecessary, it is an abdication
of the Department of Navy's statutory responsibility under the
Freedom of Information Act.

Furthermore, with respect to documents which may have
been generated for or transmitted from the Department of Justice
it is our position that any consultation between the Department
of Justice and the Pepartment of the Navy should be strictly
limited to the narrow question of releasability under the
Freedom of Information Act. We feel that due to the current
status of the Department of Justice investigation and the
Company's October 5-settlement with the Department of the Navy,
that any consultation between the Department of Justice and the
Department of the Navy concerning the on-going investigation
would be highly improper.

It is requested that we be immediately advised if your.
position is contrary to the position whici we have stated in this
letter. Your assistance in this matter is greatly appreciated.

Sincerely yours,

D. Whitney Thornton, II
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DEPARTMENT OF THE NAVY
NAYAL SEA SYSTEMS COMMAND

~~, '~ __J I WAS8IINGTOI. CC. 2038

/ IN~~~~~~~~~~~ REPLY REFER TO

OOL/TTD
Ser 413

DEC i 8 1378

Mr. D. Whitney Thornton, II
Sullivan, Beauregard, Clarkson, Moss,

Brown & Johnson
1800 M Street, N.W.
Washington, D.C. 20036

Dear Mr. Thornton,

This letter is in response to yoir Freedom of Information
Act requests on behalf of the Newport News Shipbuilding and
Dry Dock Company (hereinafter the Company r -NNSD) which you
directed to officials of the Department of the Navy. Your
requests were formulated in three letters, one to the Commander,
Naval Sea Systems Command dated November 24, 1978, one to
the Navy's Supervisor of Shipbuilding Conversion and Repair
at Newport News, Virginia, a field activity of the Naval Sea
Systems Command, also dated November !4, 1)78, and one to
the Honorable W. Graham Claytor, Jr., Secretary of the Navy,
dated November 27, 1978.. By letter dated November 28, 1978,
you withdrew your request for documents described in paragraph
seven of Navy Secretary Claytor's request letter. These
documents were provided to the Company' by separate cover on
December 1, 1978.

The three Navy request letters were among a total of
seven FOIA request letters sent to the U.S. Department of
Justice, the Department of Energy and the Defense Contract
Audit Agency, in addition to the Navy Department. All seven
such request letters relate to NNSD's Requests for Equitable
Adjustment under Navy shipbuilding coitracts and to the
settlement of claimps thereunder.

As you are no doubt aware, the documents which are the
subject of your requests are ,the focal point of a criminal
investigation which is being conducted by the United States
Department of Justice. That agency iL presently in the
process of examining evidence to determine whether there has
been a violation of law in connection with.the Company's
Requests for Equitable Adjustment. Notwithstanding this
fact, we shall endeavor to process and comply with your
requests in a diligent manner.
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As a result of the ongoing investigation, we anticipate
that it will be found that a sizeable proportion of the
documents which you requested are under the custody and
control of the U.S. Department of Ju.3tice. Due to the
delicacy of the matters relating to the ongoing investigation
and the need to isolate, examine and preserve evidence for
the investigation, we anticipate the need to proceed in
close consultation and coordination with the Justice Departuent
in processing your request so as not to interfere with or to
prejudice that investigation.

The documents which you have requested are voluminous
in the extreme. The number of individualrecords which need
to be reviewed cannot be calculated. It is impossible at
this time to determine with any accuracy how many thousands
of .manhours will be involved to search for and review the
documents you have requested. However, it is our intention
in the exercise of due diligence to indertake the expeditious
processing of your request so that we may make accessable to
you releasable documents as they become available from time
to time on a continuing basis until the task is finished.
We have already commenced the process of locating the files
addressed in your requests. The undersigned has discussed
with you on the telephone on Decembe: 8, 1978 the likelihood
of making the first increment of documents available to you
on January 9, 1979. It is our intention to use our best
efforts to honor that date despite the intervention of the
Christmas holidays.

In accordance with your suggestion during our discussion
on December 8, at the conclusion of .:he processing of your
request, we will provide you with a denial letter for any
documents or portions thereof as to whichswe interpose an
exemption from disclosure. With that, you may avail yourselE
of your right to appeal the denial. Although, as noted
above, it is impossible at this time to provide you with a
probable completion date, we shall notify you as soon as we
have determined such a date. We enl st your cooperation in
the processing of your request for these Sensitive documents.

Sincerely,

7 yY-A-n /S4
THEODORE T.-BELAZIS
Assistant Counsel
Naval Sea Systems Command
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Copy to:

Mr. Joe Covington
Department of Justice
Criminal Division (Fraud Section)
P.O. Box 7814
Ben Franklin Station
Washington, D.C. 20044

Mr. Elliot Norman
Assistant United States Attorney
Eastern District of Virginia
P.O. Box 1257
Richmond, Virginia 23210

Mr. Matthew K. McElhaney
Counsel, Supervisor of Shipbuilding,

Conversion and Repair, USN
Newport News, Virginia 23607

Mr. Kirk B. Moberley, Jr.
Assistant Counsel
Defense Contract Audit Agency
Cameron Station, Virginia 22314

Ms. Marilyn Ross
Department of Energy
12th & Pennsylvania, N.W.
Room 6144
Office of General Counsel
Washington, D.C. 20461

Mr. J.J. McDonnell (OASN (MRA&L))
Mrs. Lister (OGC)

'"I'd' `-Mrs. Szervo (OGC)
Ms. Adkins (CAD)
SEA 08 (Mr. Leighton)
SEA OOD
SEA 021
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GENERAL COUNSEL OF THE NAVY
WASHINGTON. D.C. 2rM1

1DEC 1978

V. F. Ewell, Jr., Esquire
Vice President and General Counsel
Newport News Shipbuilding
4101 Washington Avenue
Newport News, Virginia 23607

Dear Mr. Ewell:

This will respond to your letter of November 1, 1978,
requesting copies of all communications between Senator
Richard S. Schweiker and the Secretary of the Navy concern-
ing allegations of fraud committed by Newport News Shipbuilding.

The correspondence consists of two letters, one, dated
October 25, 1978, from Senator Schwe:ker to the Secretary,
and the other, dated November 20, 1928, from the Secretary
to Senator Schweiker. A copy of each is enclosed. Because
of their bulk, file copies of the enclosures to the Secretary's
letter were not retained; we have endeavored to reconstruct
the enclosures and have attached what is believed to be a
complete and accurate set. As you w:l note from the cover
sheet of each of the three enclosure:; to the Secretary's
letter, the complete volumes from which the enclosures were
excerpted are available from the Superintendent of Documents,
Government Printing Office.

Sincerely,

-uTre .sWest, Jr.

Enclosures
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-7, 'Wn~~~~~~,-ilmJ3 ..basaez Zoanate

AD.:=. -I.i...a. WaSH8nGTOfl. D.C. 20510

tctober 25, 1978

The Honorable W.-Graham Claytor, Jr.
Office of the Secretary
Department of the Navy
Pentagon Building
Washington, D.C. 20350

Dear Mrr: Secretary:

Since the April, 1978, announcement ttat the Navy would overhaul
the USS SARATOGA at the Philadelphia Naval Shipyard under the Service
Life Extension Program (SLEP), you and I have discussed on several
occasions statements attributed to the Navy that this decision might be
reversed and the overhaul program would be transferred to the Newport
News Shipbuilding and Dry Dock Company in Virginia. Previous ship
overhaul work performed by the Philadelphiz Naval Shipyard clearly
demonstrates it can do this job well. Philadelphia was the site of the
last major overhaul of the SARATOGA in 1968, and the aircraft carrier's
subsequent service during the Vietnam conflict showed that the work was
well done. Because of this admirable track record, I strongly oppose
changing the site of the SARATOGA overhaul from Philadelphia to Newport
News.

Following the September 22, 1978, release of the General Accounting
Office study-stating it would be less expensive to overhaul the SARATOGA
'in Newport News, I requested the Library of Congress to undertake a
study of cost overrun claims submitted to the Navy by the Newport News
Shipyard. The Library of Congress report shows since 1973 Newport News
submitted to the Navy $893 million in claims. Of this amount, a claim
totaling $151 million was settled for $44.3 cillion. Subsequently, you
announced on October 5, 1978, that the remaining $742 million in pending
claims had been settled for approximately $165 million. Therefore,
Newport News agreed to settle its claims for less than 2

4
f on the dollar.

I want to call to your personal attention the fact that earlier
this year, in testimony before the House Appropriations Subcommittee on
the Department of Defense, Navy officials found that Newport News "has
employed dubious techniques to inflate (its) claims. Specific examples
of claims items which may constitute violations of fraud ... (are) mis-
leading statements, omission of facts, (and) statements that are demonstrably
untrue."
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Furthermore, Navy officials testified the Newport News Shipyard, by
claiming exaggerated cost overrun claims, was able to report to Its
stockholders its highest profits in history, even though it is losing
large sums on its commercial shipbuilding programs. The Navy testified
further that Newport News lost more than $35 million on three Liquefied
Natural Gas carriers before it undertook a "bookkeeping ploy" using
excessive cost overrun claims to mislead its stockholders and the
public at large into believing It is a profitable shipyard.

Specifically, Newport News has submitted exaggerated cost overrun
claims to cover-up losses in its commercial operations. This is a very
strong allegation; however, it is the U.S. taxpayer who is being asked
to subsidize this losing commercial shipbuilding operation, and it is
the.same taxpayer who is being deceived into believing this shipyard can
overhaul the USS SARATOGA for less than the Philadelphia Naval Shipyard.
These gross misconceptions cannot remain hidden from the public.

On March 16, 1978, Admiral H.G. Rickover testified he had written
his Navy superiors, as early as fall, 1977, alleging fraudulent cost
overrun claims from the Newport News Shipyard. Therefore, as a member
of the Defense Appropriations Subcommittee, I would appreciate receiving
immediately copies of all Admiral Rickover's le.Sters and/or memorandums
outlining his claims of alleged fraud by th1e wprt News Shipyard,

Z

hard S. Schweiker
United States Senator

RSS:bcm
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DEPARTMENT OF THE NAVY

OFFICE OF THE SECRETARY

1 ~ WASHINGTON. D. C. 20350

-Io:erz'< 23, 1978

The Honorable Richard S. Schweiker
United States Senate
Co-mittee on Appropriations
Washington, D.C. 20510

Dear Senator Schweiker,

Thank you for your letter of October 25, 1978. I can
assure you that any decision concerning the industrial
assignment of USS SARATOGA SLEP will be based upon the most
exhaustive review of all factors involied. We are currently
preparing the Navy's revised cost comparison which will be

submitted to Congress prior to January 1979. This new study
will also be considered when developing any revised position
by Navy. Philadelphia Naval Shipyard's industrial track
record has previously been noted and was a factor in the
initial selection to do USS SARATOGA S..EP in Philadelphia.

Your comments concerning the cost overruns at Newport
News Shipbuilding have been noted. The letters and/or
memzoranda you requested, however, cannot be provided. In

connection with current legal proceedings they have been
made available to the Department of Justice in accordance
with Navy regulations. Since the allegations contained
therein are currently under active investigation, the
documents themselves are not available for release. The
subject matter of the documents has been the topic of con-
gressional testimony on several occasions. In particular,
there has been testimony before the Subcommittee on
Priorities and Economy in Government o! the Joint Economic
Co0mittee, the-Committee on Governmentil Affairs and the
~o7mnrtee on the Judiciary. Copies of relevant portions of
those hearings are enclosed. I believe that these excerpts
con-:in m inh of the information you requested.

Sincerely,

Se'retary - ^-
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CLAIM1S AND DISPUTES.SETTLEMENT AUTORW TY

Section 4(a) implements the.recommendation No. 5 of the Procure-
*ment Commission and empowers contracting agencies to settle and
*pay, and administrative forums to decide, all ilaims or disputes
arising under or growing out of or in connection w th the admimstra-
tion or performance of contracts entered into 'by the United States
excluding cases of fraud. This section, which essentially abolishes the
distinction between clains g"arising under the contract". and those
brought for "breach of 'contract," would eliminate 'the' persistent
questions and doubt- regarding the authority of procuring agencies to
settle certain classes of claims. However, it is not. the. intent, of this
section to authorize Agency heads, contracting Afficers, or agency
boards to settle or compromise claims independent of their;legal or
.contractual merits, except as specificallyauthorizedi by other'statutes
such as Public Law 85-804.

*Providing the agency boards with the authority to adjudicate all
claims is essential to making the system more efficient. There is no
valid reason for distinguishing between breach of contract claims that
an agency may not settle or'pay; and claims arising under the contract,
that they may pay: With the iight to take a clan a directly to court
(sec. 10(a)), the contractors only concort-that of expansion of
board jurisdiction, to include the handing of all c aims aLd disputes
arising from the contract-is eliminated; These two recoriniendations,
all disputes and direct access, taken together insure that a contractor's
claim vill not be defeated-by awn artificial division of claims into those
that arise under the contract and those. for a pure I reaclh of contract.

-It is not the intent of this section to change the current procedures
being used for "compromising" claims as identifiei under 31 U.S.C.
952, or to authorize any agency head to settle, compromise, pay, or
otherwise adjust any claim involving fraud inluiding fraudulent"'
misrepresentation of fact.' The current laws pertaining to fraudulent
claims are not affected by the act.

It is not the intent of this section to change the current procedures'
for settlement of claims bv the Justice Department once the claim has'
been turned over to thatbody or litigation has commenced in court.

It is alsQ not the intent that the provisions of section 4(a).be con-
strued, as abrogating the need for contractors to ut ilize the provisions
of Public Law83-8064 when it is proposed to settle claims againsttbe
Government l;evond their legal and contractual merits. -.
* Section 4(b) states that if a contractor is unabletc support any part
of his claim and its is determined that such inabilitty s a.tributable

-to misrepresentation of fact made with intent to deceive or mislead or-
fraud on the part of the contractor, he shall be liable to the Govern-
ment for an amount equal to such unsupported part of the claim in
addition to all costs to the Government attributa ble to the cost of
reviewing said part of his claim.
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This subsection is included out of conce'rn that the submission of
baseless claims contribute to the so-called horsetrading theory where
an amount beyond that which can be legitimately cIaimed is sub-
mitted' merely as a negotiating tactic. Hence, payent of such a claim
by the Government would constitute a windfall to the contractor.. It".
is the committee's view that to the extent that this practice is utilized,
it should be eliminated so that disputes encompsiss only-the amount
which is truly contested.

Consistent with the limitations expressed in section. 4(a) 'excluding
issues of fraud against jthe United.States from the *authority of con-
tracting agencies .to' consider or resolve, actions to enforce the Govern-
ment's rights under section 4(b) would be solely the responsibility
of the. Department. of Justice and would be'instituted by the United':
States in a court' of' competent jurisdiction. 'The procedures now.
utilized.by proeurment' agencies for 'report`.ng suspected fraudulent
activity'to the Department of Justice would be-equally applicable, to.
section 4(b) matters. See, for example, ASP}: -111.. '

-If such cases do arise and- are. thus hand led in tae' courts, other
parts of the claim not associated with possible fraud.?r misrepresenta-'
tion of fact. will'.o'ntinu- on'in the agency b =rdorin 'the Court of
Claims where the claim originated. - .However, any claim to be paid to a contractor will be subject to a
setoff where a false claim dispute is'resolved :against the contractor
prior to such payment. The court in its 'dis-retion may enjoin any

* payment to a contractor who is the subject' ol an action under section4(b).
Thiiis provision is intended to be -soparate and distinct from the

rights now possessed by -the Government in' legislation such as the
False Claims Act, 31 1J.S.C. 231 et seq., or tho Forfoituro Stututo,
28 U.S.C. 2514. That is, section 4(b) is not intended in any way to

, diminish tho rights now -afforded to the -Government under -current
legislation. To the extent that contractors se,# forth claim items and
costs on which they can submit a legitimate argument for recovery,
this provision would not apply. Howvevor, to the extent a contractor
increases the claim submission by the fraudulent addition of items
or costs or by misrepresenting its claim items or costs, this provision
would apply. Under present law, if such fraud or misrupresentatiorl is
discovered prior to any payments by the, Governmiient, th' claim-can,
in' certain circumstances, be forfeited, under 28 U.S.C. 2614.. Any..
affirmative.- recovery by -the Government in' such- a-circumstance
(where no' Government payment has been matde) is, however, limited

to a $2,0G .penalty under the provisions 'of the False .Claims Act,
31 U.S.C. et seq. Section 4(b) will afford' the'"Governm ent a separate
and additional remedy of recovering an amount equal to the fraudulent
or. misrepresented amcunt. The.'present $2,090 penalty bears no
relation .to the emteit of the fraud'attempted by a person who submits
such a claim. This small sum l lacks sufficient. deterrent impact.
Providing f-r a recovery equal to any proven attempt te4.fraud means
that the larger 'the fraud. atttedp, th' gre ,ter I the liability. to
the Government.t

It is not contemplated that th e administion of section 4(b)
would delay legitimate payments to' contractors in aiy way, but to
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the extent any delay should occur in payments eventually found to be
owing to a contractor,. section 12 of the act requires that the con-
tractor be compensated by- the payment of inte rest.

Section 4(a) does not make the Tennessee Valley Authority. subject
to the Federal Claims Collection Act of 1966 or derogate from its
authority to settle, corpromise, pay, or otherwise adjust any claim
involving-fraud. Sirndarlyf because the Tennessee Valley Authority
.handles its own litigation,its attorneys, rather than the. Attorney
General, will enforce its rights-under section 4(b). . .

DECISION3 BY THE coNTRAcTixNGo 8FFiC ..

Section 6(a) states that all claims are to be submitted in .writing
and that it is the responsibility of the contracting officer to issue a
decision on the claim in waiting to the contractor and to inform the
contractor of his. rights as provided in the -Contract Disputes .Act.
The written decision is to state the reasons for the decision. Specific
findings of fact are not required, but, if made will not be binding in
anv subsequent appeal. the

Section 5(b) states that the contracting officer s decisiqn on'the claim
is final and conclusive unless an appeal or suit is instituted.

Section 5(c) states that upon written request from the contractor
that a decision be made on the claim, the contracting officer will make
that decision within a 60-day period from receipt of the request..This
period may be extended by written agreement between both parties.
The establishment of this 60-day period is to ins ure that a contracting
officer will act promptly on all claims and it he saould arbitrarily delay,
the contractor has recourse to obtaining a dec sion. SAould the con-
tracting officer continued to-deny issuing a written deci Lion within the.
period required, that failure will be construed As his dentjing the claim

*and will authorize the commencement of the appeals process. Should.
the appeals process start without the decisio i -of the 6ontrauting
officer, the tribunal concerned may, at its option, stay the proceedings
.to obtain a decision on the claim by the contraoiting officer.

Section 5 describes, explicitly the decisionrauking role of. the con-
tracting officer. Equally important is a thorou gh knowledg"e by the
contractor of the role and authority that the contracting officer plays
in the decisionmaking process of the- arency he represents.. This.im-.
p~ortance is-highlighted as rcommendation No. I in the Procurement
*Co~mmsions report. -While the objective may be to malke the con-

* tracting officer t~he focal point for decisions, practicability dictates
-. that the extentto which th~e contracting officer relies on his own judg-

ment or abides bv the -advice or determination Af others is dependent.
-on a variety-of iactors,' including the officer's personal knowledge,
capability, and executive qualities, as well as tha nature of the partic-
ular procurement. With so many variables, it' is -n ossible to general-
ize aa'.to what the contractingo.fficer's role.should be inall. situations...
.In addition, it is unrealistic to suggest that the various levels of man,
airement responsible for the projects and programs to.which a contract
rates and that bear the responsibility for the propriety and wisdom
of the agency's action should at all times remain iloof from the manner
in which contracts are administered and contractual actions are taken.

32-340 0 - 81 - 19
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STATEMENT OF AD3I. HL G. RICZOVER, DIECTOR, NAVAL NUCLEAh
PROPULSION PROGRAM, ACCOMPANIED BY T. L POSTER, ASSO-
CIATE DIRMCTOR FOR FISCAL MATTERS; AND D. T. LEIGHTOJ,
ASSOCIATE DIRECTOR FOR SURFACE SHIP AND LIGHT WATER
BREEDER REACTOR a

Admiral Rrcxovm Thank you, Mr. ChMrman. The gent emun 0'
my right is Mr. T. L Foster who handles financial matters tor me.

The gentleman on my left is Mr. D. T. Leighton, who is responsible
for surface ships in my program.

Mr. Chairman, I was invited to testify today about procurement and
related problems. Your staff, however, has asked me to focus on the
shipbuilding claims problem,' and particularly on the claims sub-
mitted by Newport News. i

I have testified previously to this committee and to other coi amitteerw
of Congress regarding the shipbuilding claims problem. The current
claims problem permeates nearly all aspects of my work. The NavT
*must rey on contracts in obtaining the ships, weapons, and the sup-
plies it needs fom industry. Contracts set forth the rules under which
th work is to be drone. The responsibility of Government officials in-.
volved in the administration of -the work is twofold: First, to insure
that the work- is performed properly in accordance with theicontract
terms; second, to insure that public funds are legally spent.

Government contracts provide a mechanism to resolve.contzact dis
putes. When the parties are unable to resolve their differences through
negotiation, the contractor can requtest a formal ruling by the'cntract-
ing officer and, if he disagrees with the contracting o1icer's decision, he
may appeal it to the Armed Services Board of Contract Appeals.
There, the contractor can have his case heard by an independent
forum. If he disagares with the decision of the Armed Service.3 Board
of Contract Appeals, ha can appeal to the Court of Claims.

DOD DECO.IOf TO sHOrT0CU 0LAD PrnOCEaSS

In the area.of shipbuilding.claims, the Defense Department has de-
' cided to shortcut this process in an effort to resolve quickly the current
shipbuilding claims against the' Navn The Defense Department has
notified Congress of its intent to settle claims with four ship} uilding
companies by use of Public Law 85-804. This statute gives the execu-
tivo branch authority to provide ertracontractual relief wienever
such action is deemed necessary to facilitate the national defense. Au-}
thority to provide such -relief has been vested in senior officials of the
Dofense Department, but subject to congressional review.
*PFor the past several weeks the Defense Department has been negoti-
at ing with the four shipbuilders in an effort to reach a settlement it
can present to Congress. The Defense Department has stated that it
vill report the resultsto the Armed Services Committees on Jui Le 10th.
I am not involved in these negotiations.
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rnXEss~rE ON NAVY TO SeaT ON LUMP SUM BASIS

For years, the Navy has ix-er, under consideraubie Pressure fromn someshipbuilders to settle claims on a lump sum or total cost basis whichwould make potentially unprofitable contracts profitable. These ship-builders assemble large teams, comnrised of lawyers, contract special-
ists and accountants, to draw up their claims. One shipyard used as
many as 100 people t6prepare a single claim.

To generate the basis for large omnibus claims, employees are en-
couraged to search out and report actions and events that may be usedas the basis for a claim against the Navy. Even minor technical mattersare now treated as contract matters.

CO TrL.Wcr. CIIxAN(MS

As a result, settlement of colluntct clhanes has IX-come inewrasingafly
dilllcit-ILOften the company either refuses toprice the chang_; in ad-vanee, quotes excessive and unsupported prices, or demands the right
to reopen contract pricing later for other reasons such as the cumulative
As plo effect of ^h--.= Because ^r nto length of ti+=L acquired foilship construction and the continued need to update ship specifications
to meet new defense requirements, changes have been and always willbe an inherent part of ship construction. Shipbuilders, from many
ears of experience, are wrell aware of this when they take Navy ship-

ouilding contractsh Historically, thd changes amount to about 5 percentof the contract work. The Navy, of course, is eontratually obligated
to equitably adjust contract price and delivery date to reflect the iypactof changes. Whenever posdsible, the Navo tries to reach agreement withthe shipbuilder on price and schedule adjustment prior to authorizing
the change. However, shipbuilder actions often make this impossible.

*:o that of those paCOyingt OR Abl SAO

Along with Sthe valid changes shipbuilders invlude in their claims,they include many allegations against Governnxent administration of
contracts It is frequently difficust to sort out their various accusations,
let alone determine legal entitlement or assess cost i'npact. The evidencepresented in the claims is from the viewpoint of the contractors, notftrom that of those paying the bills.

Shipbuiltcers have complained of untimely delivery of Govrnm entfurnished equipment and drawings; defective specifications, excessive
tests, trials, and inspections; constructive changes to work scope andlet~ters of direction; Government insistence on erroneous contract in-terpretations; Government recruiting practices; Government interfer-ence with contract performance through imposed limitations on wtorkmethods and other shipbuilding operations; changes in health. safety.and pollution control lawvs; Government "abuse of discretion"; Gay-ernent imposition of management systems; and the Government'sunilateral revision of contract requirements.

Sometimes, the same complaint reappears under various descriptions,
leaving the impression of widespread Govermment interference. Otherelements of the claim are based on alleged "facts" which contradict one
another. Claimed costs seem to increase exvoncitially as a function of
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the so-called cumulative or ripple effect. And all cost indreases are
compounded, it is claimed, by inflntion.

Some shipbuilders defer the negotiating of certain changesfor years,
until they know what their total final costs will be. These changes are
then consolidated into a general allegation of Government responlsi-
bility for all delays and increased costs experienced, without roeating
tho individual causes to specific effects. The amount then claimed has
often been inflated sulliciently to produce the profit desired by the ship-
builder, even though the claim is finally settled for but a portion of the
claimed amount.

Some shipbuilders' claims contend that all delays and increased costs
areN the Government's fault, even when the shipbuilder must know that
much of the delay and increased costs were caused by factors within his
con frX: lchadI rnsxotnsilbility.

N OLT NVEWS RlYwF:ii TO CERETA -15

In this connection, it is important to note that Newport News, whose
claims comprise the largest portion of outstanding shipbuilders' claims,
still refti"-to certify that inS c-aims are current, accurate ftitu com-
plete. The Navy is required by Navy procurement directives to obtain
such certification before devoting its energies to evaluating data. I be-
lieve the company's claims are substantially overstated.

The fact that shipbuilders have been willing to settle their claims for
far less than the amount claimed should cause one to question the valid-
ity of the amounts our taxpayers are being asked to pay. This may also
explain the reluctance of some company officials to certify the claims

NEED FOR NAVY ANALYUIS

The Navy's normal claims evaluation procedure is to detennine and
pay only for items of 0overnment responsibility. This requires the
Navy to perform a rigorous analysis to determine the legal basis for
payment. Theoreticall~y the burden of proof rests on the contractor to
demonstrate lehal entitlenent. In practice, the Navy itself, to demon-
trata that the contractor is not entitled to the larger amounts claimed,

often ends up havng to construct whatever legitimate case the ship-
builder might have. The Navy analysis is time consuming and uses the
time of many technical people, to the neglect of their proper work.

CONDTUCTOR MAY CHANGE RATONALE

Even when Government officials lave spent months analyzing volu-
;ninous shipbuilders' claims, and have successfully demonstrated which
elements of a claim are not valid, the contractor may then withdraw
the claim, only to resubmit it based on a new rationale to support his
contention that the Government owes him money. The result is to
cripple Navy efforts to evaluato claims and to prolong settlement.

CONTRACTOR THIEATS TO STOP WORK

Knowing this, some contractors try to force a settlement by threaten.
ing to stop work if their claims are not paid quickly. Armed with
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volmnlinous, generally unsupported claims, soma shipbuilders and their
lobbvists at times take their case directly to Congress, to senior defense
offi.ials, and to the press. They accuse working level Navy personnel of
wrongfully withholdin' funds and delaying settlements, of creating
R litigious atmosphere, and of undermining good business relations.
They allege that the company is in desperate financial straits. They
threaten that, unless immediate .rlief is folthcoming, the Navy *ill
not get its ships, and so on. By these means some shipbuilders believe
they will be paid more than if their claims are settled on their legal
merits.

A specific example will illustrate this. About 2'yeirs ago, Newaport
News officials and their superiors at Tenneco began airing complaints
concerning the Navy before Congress and in the press. Cdompany ofi-
cials took the position that they should be guaranteed a 7-percent profit
on all Navy shipbuilding contracts after paying interest and other
allowable ccsk-s a,

Despite Newport News' notification as early as October 1974 of its
intention to submit claims, the company did not actually submit the
claims until recently-$825 million of the $894-million total in the ltst
year, ot which $665 millioniwas submitted ii the last 6 months. But
once these claims were submitted, the pressure to settle them began
immediately. On February 19, 1976, Newport News submitted its
largest claim on a single contract; a $221 million, 16 volume claim
against the carriers Nimit, and Eieenhower. The very next day the
presi(leflt of Newport News wrote to the chief of naval operations
intimating that N~evport News was considering stopping work on the
aircraft carrier Vinson end not entering into new Navy shipbuilding
contracts until its claims were resolved.

Six months earlier, Newport'News had actually stopped work on a
nuclear-powered cruiser, the CGN-41, claiming that the contract option
for construction of that ship was invalid. Construction was resumed
under court order. However, Newport News still refuses to recognize
the validity of the option because they want a higher price than they
had previously agreed to contractually. Although Navy lawyers are
convinced that Newport News has no valid legal basis for its conten-
tions, it could take years of litigation to establish that point. When
Ntewp~ort News appealed this matter to the GMAO, the .GAO) decided in
the Navy's' favor. Newport News is now contesting the GAO decision
in the. Fedleral court.

NAVY LEGAL COUNSEL AT DISADVANTAGE IN CLIMS NEGOTIATIONS.

Tn this regard, it should be noted that the Navy is at a disadvantage
in litigation'of claims due to the imbalance in legal resources between
'the Government and the contractors submitting claims. In the ease of
the cruiser dispute, the brunt of the Navn's legal work is being handled

'by one lawyer, 2 years out of law school, as one of his several assign-
ments. I am not questioning this individual's competence. I simply
* want. to point out the disparity between the counsel representing the
Government and the counsel representing- Newport News. To date,
Neovport News charfed the Navy over $175,000 'for outside counsel fees
pertaining to the CGNT41 dispute plus a T-percent profit for Newport
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News itself. It is interesting to me that for several years I have been
unable to get the Navy to him outside counsel to help the Navy prepare
its case, yet the Navy is paying Newport News for its outside counsel
to fight the Navy, as well as a 7-percent profit for doing so.

NEWPORT NEWS BIUNGS rRESSUfRE ON NAVY

Newport Nevs officials have made their intentions clear. On TMarch
15, 1976, the president of Newport Newls sent a publicly released letter
to one Congressman in which he stated:

I need to bring all the pressure to bear that I can for a prompt and equitable
resolution of the differences between the company and the Navy. Time has run out.

Newport News hasbrought pressure to bear on the Navy through
other public statements; by complaints to defense officials and to MIem-
bers of Congress by thireats of notitakine future Navy business; and
by actually stopping work~on the CGN-41.

Thereseems to be a-tendency in some quarters to view the shipbuild-
ing claims problem as simply one of human relations. Ih fact, some

ulajiis would j.avi jou believe ±t!.;>. 'he whole prb:!:!m has been
created by a conflict of personalities. They have made shipbuilding
claims a political and personal matter. In actuality it is strictly a
matter of money. If a shipbuilder intends to hold out for more than he
is legally owed, his relations with the Navy will deteriorate until either
he convinces the Navy to pay whatever he wants regardless of legal
entitlement; or, until the navy convinces him he will get only what
he is legally owed, regardless of the pressures the company may bring
to bear. From the Government's standpoint, I view the issue this way:
Why bother negotiating and signing contracts if they are not going to
be enforced?

NAVY SHOULD INSIST ON CONTRACT cOMPLIANcE

To maintain a sound basis for conducting future business, I believe
the Navy should insist on compliance with its contracts-in Federal
court if necessary. If contractors believe they can evade their con-
tractual obligations by submitting inflated claims; refusing to honor
contracts,; complaining to higher authority, and the like; thlen all de-
fense contractors will be encouraged to follow this approach in the
future. ' ' ''

Our purpose today .is to see to it that the Government gets value for
the money it spends. This is a practical problem agreed to by all men

of~ ~ ~ ~ ~~~~~~~~~~~~~l codeil.

of- 4 to resist the giving away by the Navy of money that contrac-
tors are not legally entitled to. Of course, everyone who testifies is all
for economy. But some who testify "for economy" do so for the same
cIson that a fox hunter might join the SPCA.

Somen people say I have no business becoming involved in or crit-
icizing the contracting or other methods of the Defense Department.
They say that if any criticism is needed, it should be left to those whose
job this is But some of these people have ceased to be capable of self-
criticism. Although these oflcicals have great power to protect the tax-
payers, they sometimes a ppear impotent when called upon to do so. It
is as if Prometheus-had become manager of only a mnatch factory.
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People who try to improve the situation run considerable risk. Itamreminded of Admiral St. Vincent-Lord Jarvis-who quelled thAmutiny ii-the Mediterraiein Fleet and prepared the British Navy forits later victory by Admiral Nelson at Trafalgar. He becam e tFirstLord of the Admiralty. However, ho was removed from office for try-ing to abolish dockyard corruption.'
Although financial dishonesty i3 a matter of great importance, thereal evil that follows general commercial dishonesty is the intellectualdishonesty it generates.
Philosophically, I am also aware that there may be some wealthycorporate officials who, by their actions, appear firmly to believe in thehereafter; also that shrouds have pockets. The recording Angel mayoccasionally shed a tear for a sinner but I doubt he will do so for these

officials.

C4AJXS IWvE NOTr m-E T1ROrGH MLMAL .AUDrr OR ANALYSIS

Mr. Chairman this is a brief summary of what confronts the Navy.I have not read the 64 volumes of claims submitted by Newport News.>T-my know ledgo, xiceder has anymie eise in the Detrense Department.The claims have not gone through the normal audit, or technical andlegal analysis. However, some general items of interest in the claimshave been brought to my attention.
I would be glad to answer any questions you may have.I would like to make one additional point. An attempt is now beingmade by the Defense Department to negotiate and settle the claims.However, only one party to those negotiations knows what is in theclaims. The other party attempting to reach an agreement has neverread the claims. In these circumstances, how can the Government thendecide whether the settlement reflects the legal merits of the claim 7The issue instead has become one of passion.
What would the Internal Revenue Service do if some.working mansubmitted an income tax return about three times lower than he shouldhave I Would they sit down and argue with him for days and weeksand months, and then, since they hadn't looked at the income tax re-turn and studied it, settle at about one-third to one-half of thedifference?
That is an analogous situation, except that in one case a large, pow-erful corporation is involved, and in the other case an ordinary, de-fenseless citizen. I think there are more of the latter in this countrythan there are of the former. It is the Government's responsibility tolook out for the ordinary citizen, too.
Senator Pnox-rnn. Thank you very much for a most impressivestatement, Admiral.
Let me point out in the table that we have here the claims thatNewport News, Ingalls and Boland have filed. Newport News has filedclaims totalling $15l million, $83 million which as I understand itwas revised as of February 19B76,4 months ago.
They filed claims of $159 million about 1 year ago, $78 million about11 months ago, and $191 million, which was revised in Mfarch of 1976,which is the effective date. So it is only 8 months for this sum; $221million in February of 1976; $92 mi ioi in March, just a couple of
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months ago; and as you say, what was your figure, three-quarte rs: SO
percent of this $894 millioyt has been within this year, 1976.

L lfhe table referred to follows:]
CLMIS BY SHNiBUILDERS AGAINST THE NAVY

[Pending as of Apr. 1, 19761

Shipbuildet and dWte received by Navy Amount of claim

llearilt News (Tenneco):
iLN36-37:
June l1, 1973 ....... --------.---........ -35,036,991
ReviseJ Sept. 13, 1973 ............ 3, ,. .. 3; 670,662
Revised Nov. 131973 ............. ....... ........ ..... ... .. .. . 3,664,600
Rcvl'ed )an 1 1974. ............ :.... . *48,603
Revised June 3, 1974. .......................... ........... ,.. 6,08,8316
ReviseJ Oct 31, 1974 .............. 4................... .... 19,456,498
Rtvi cd Feb. 13, 1976 . ............................. ............. . .. 12.274,861

Subtotal.... ...... ........ ,.151, 040, 521
CAN 38-40: June 1975 .... 159,774,936
SSN488: July ,, ;ivisen d Mta~rb 1376 .... . .-.. . ., 78, >.14a
SSIl-6.9 51 93, 9S: Jul 1975, revised March 1976 .. ..... .. 151, 567,199
CYN 68-69: February 176 . ......................................... 221,280.223
SSN 685*687: March 1976 .................. ..................... W 099,492

Subotal . ............... 5.. . ..... ... 894, 305, 520
*In.211;(Litwnj. .

LKlA 1-5:
Maich 1di7 ... . - 270.,700,000
Revised March 1973................ 102 40 ,000
Revised July 1974 ................
Revised April 1975-Agreement to r otat January 1976 ........................... .104,47, 301

Subtoal .................. 4..... . . .. 3,,_.,............., ; ..... 54 A47.301
Blond marine:DLG10 *LOl*...................... ....... 3.291,314

Total . ... .. . ........ ..... _...........L.. ... 42.450, 135

Admiral Ricxovs Yes, about $665 million in the last 6 months.
Senator Plox mThese volumes are the claims?
Admiral Ricxovxn Yes, sir. Those are the Newport News claims.
Senator Pnoxnmt Extending over almost one-third of the entire

circular table.
Now, these contain, as I understand it, allegations, assertions that

have to be checked by the Navy.

MZ NTW PROPOSAL

It is not a matter of putting a large number of people to work on
each volume, so that they could do it in a matter of days or a few
weeks, they have to be checked over a period of time. It takes a lot of
time to do it. And it takes months and months to do it and they have
had only a few weeks. And on April 30, us I understand it, the I)oputy
Secretary of Defense, Mr. Clements, proposed to the Conf under
the Proinmire amendment, my amendment, which provided that Hey
have to submit this to the Congress for 60 legislative days before it
e'.n be paid, a proposal to pay $750 million of these claims. Is that
roughly correct?

Admiral ricxovEn. I believe that is correct, sir.
Senator PROX3uE. And that will expire as I understand it about

the third week in July. And the issue is whether or not-and that is
hly this hearing is being held-under these circumstances we should

inS=st that, first, there is an audit, an evaluation and analysis so that we
know whether or not this amount of money is due and ought to be paid.
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Admiral Riiccovr-L There is also another issue, sir. The settlement
may not encompass all of these claims. It may only settle part of these
cuni's. Other claims -. ill be left outstanduln.

Senator Pnoxjunimx There are further complications. The GAO
has stated that it may well be mor$740 million I think is the precise
amount the Secretary has asked-more than $7-10 million, No. 1, and
No. 2, this would only be part of the claims, and there would still be
claims pending.

Can you give me the justification of why it is so important that the
claims be audited I I think I know, but I would like to have you state
it for the record. If the shipbuilders costs have gone up, and they are
losing money on their Navy contracts, what is the argument against
revising them so that they can milko a reasoniable profit and stay in
business?

WHYr crAu1s SxoUWD BE AUDITED

Admiral 16icmovn- Shipbui ding contracts are probably the most
gonerous contracts let by the Defense Department primarily because
these contracts provide for escalation. The Bureau of Labor Statistics.
publishe- ,,! es reflecting .ni.Lion in the .U.Sr-.e-znomy. Shi pbuilding
contracts contain provisions for escalation payments based on these
indices. In that sense, shipbuilders are better off than almost anyone
else. Thus, in pursuing claims shipbuilders are inevitably bound to say
that all of the fault for other problems in the shipyard adheres to the
Government. Without reading all of those claims volumes, I am sure
that is what they all say; that everything that has happened at the
shipyard is the fault of the Government. Maybe they do not put in the
cost of postage stamps. But anything that is attributed to the Govern-
ment is then hilked up by various other factors. I could give you many
examples of that.

Let me take manpower as an example. May I, sir I
Senator Pnoxmnm Yes, sir.

NEWPOIIrr NEWS REsPO:sVLE FOi 3IUCU OF DELAY AND INCREASED COSTS

Admiral Ricxov. The Government may be responsible for some
delay under these contracts, and any extra costs occasioned thereby.
However, the extent of the Government's liability can be determined
only by a thorough review and audit. MIy view, however, is that much
of the delay and increased costs was the result of Newport News'
failure in the early 1970's to obtain the number of qualified people
required to meet its contract schedules.

In 1971 Newport News identified a need to increase manpower from
about 19,000 to 30,000 people to acconinodat6 work already under
contract. The company was unable to obtain all of the required man-
powyer, and subsequently abandoned its plans. The indlu of new, inex-
perienced people at Newport News caused decreased Productivity and
increased rework. As a result, ship schedules slipped.-Utnder the terms
of the Navy's shipbuilding contracts, Newport Rews bears responsi-
bility for their biliility to hire adequate skilled, manpower to meet
their contract requirements.

* Lack of manpower is the basic reason for the delays and extra costs.



295

NAVY rX=cnu'rGo PMIA CES

Senator PRoXnmni Letfme follow up on that ipecifie instance that
you give, because I think it is an interesting illustration of the fact
that the merit of these claims should be challenged and challenged

or example, there is a section called "increased cost resulting from
Navy recruiting practices." According to Newport News, the Navy
hired numbers of workers awaxy from Newport News, causing Newport
News to hire new workers who had to be trained.

Admiral RICxOVEL That is a very good illustration, sir.
Senator Prorwm And the increased training costs were $23 mil-

lion. And Newport News wants the Navy to rciriburse it for that $32
million. What is your reaction to that?
- Admniral RicaiovV.R. Newjvort News claims that the NAvy, particu-

larly-t-ho.Norfolk Naval Shipyard, recuri i-d company eru-,::y.es, and
therefore owes Newport News for the cost of recruiting and training
replacements. Newport News claims training costs of $25,000 for each
production f.nd maintesance worker. and $35,000 for each salaried and
design employee hired by the Navy. By the time other Newport News
factors are thrown in, the claims include an average charge against the
Navy of $42,000 for each person alleged to have been hired by the
Navy'. If Newport News actually spent $25,000 training each new pro-
duction and maintenance employee, and $35,000 training each new
salaried and design employee, as it claims, its total training costs for
1973 and 1074 would have been $380 million.

Senator PxioSxnm. Where do they get that figure of $42,000 to
train employees, $5,000'for the blu-col~ar worker and $35,000 for the
clerical worker, where do they get those figures?

Admiral ItCiCovER The claims do not say, sir.
Senator PnoXYmm That is the cost of a 4-year Harvard educa-'

tion-maybe it is more than the cost of a Harvard education.
Adlniiral RlicxovER Let me complete this, if I may, sir, and then I

will answer sonic of your questions.
Let me show you what, in my opinion, is the vast absurdity of this.

To train all of thepeople they hired during that period, following_ the
Newport News rationale, they would havey hd to put out $380 million
for training. That is more than half the total Newport News labor cost,
the entire labor cost, during that period. Yet, according .to Defense
Contract Audit Aggency figures, the company actually spent only $9.2
million for training in that period, about 2* percent of the per capita
training costs included in their claims.

You Ore talking about absurdities This claim element is certainly
absurd. Imagine a company spending for training half of the entire
amount spent for all labor costs.

Further, Newport News employees are eligible to apply for Govern-
mcnt jobs. This is r. right of all citizens. During the period in question
Newport News was attempting to recruit Norfolk Naval Shipyard
employees through billboard advertising near the'Navy yard, and by
sending letters and employment applications to individual naval ship-
yard employees. Mind you, now, they are accusing the Government on
account of its hng of company eemployees, but during the same period
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the comnany attemrpted to recruit Navy people. Can you imagine the
howl that 'would arie if the Navy submitted F rhiim against .~Rewpcrt
News for e6xtra recruiting and training caused by the Navy egployees
who left to work for Ncewport News? During the period claimed, New-
poit Ne "s states that 10.493 employees volunitarily left tfle companvy.
NeLwport 'Ncvs cstimated that aboit ViO of these 10,000 people subse-
queutly were employed by the Navy. ITis is about 7 percent of the
total. I wonder if Newport Newvs is preparing claims ag-ainst those who
hired the other 93 parcent? At the rate of $41,000 a pet-son they could
claim tlat someoII owes them over $400 million for hiring these people
away from themn.

There is also a philosoplhical aspect to this. Suppose the Army drafts
a mwan who works for Newport Ncvs, suppose a Newvp)ort News man
volunteers to enter the Anried Services, or suppo9hc he comes a post-
man. The Government, on the same basis would be required to pay the
cot~pariy. That anmemnts to involuntc-r- ervitnde. I dsu T think the
officials of that company have ever read the 14tll,l5th, and 1Gth amend-
inents, which abolishea involuntary servitude in 1863. I think thev
ought to read the Constitfitiom Is tbe Government rirniired when .it
mliakcs a contract with a company to have agreed tainvoluntary servi-
tude, in theory or practice?

Mr. Chairman, if you -worked for Newport News and you quit to
become a Senator, they would attempt to charge the Government.

Nowv, there are many defense contractors in the Norfolk, Va., area
wvho probably have hired Newport News people and whose people in
turn have been hired by .Ntewport News. Will there be claims and couni-
terelaims for this?

Senator Pnox3iuFn You are saying in the first place that it is ab-
surd to charg, the Federal Government with the cost of training people
who left Newport News to wvork for the Government in some respect,
No. 1. And No. 2, the amount of the cost seems to me to be ridiculous.
I don't know. It is conceivable that there might be some -way that you
can justify very high cost. But $25,000 or $35,000 per employee-

Admiral Ric1covrp. As I said, at the rate claimed tramning costs
would nmount to half their total labor cost. Now you have an idea of
what the Government is faced with in looking at these 64 volumes.
.Most of them contain similar exaggerations.

PAIrm sNo's LAw

Senator PRox~nrm. Newport News is. claiming $100 million based
on what they call Parkinson's law, of which you may have heard.
Newport News said the Government delayed ship deliveries, and this
caused the workers to become less productive. Could you explain
,whether the Navy did delay the deliveries, and if it did, how it could
make a $100 million claim for the reduced productivity of its own
workers? D)oesn't this amount to charging the Government for cor-
perate featherbedding?

*Admiral RICICOERn. There mayjalso be a "Peter Principle" hidden
SomcwVhIo in all these claims, and several other theories that I have
lieard of, such as Murphy's law.

Senator Proxmimr. If something can go wrong it always will..
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Admiral RICKovm Yes, sir. Perhaps those who train piggcons to
'do missiles have, also inspirce . rationale for cl 'i;\ Nobody 'R.s

looked at these claims except the people who wrote them. I doubt if
any responsible official of that coipany has ever read those volumes.
If one had. the claims would probably have never been submitted.

Senator PRox~mrx. Let me JuIt read this, thoelangutag in the claim
itself, because I just didn't mention Parkinson's law as something the
columnists could use. This is what they said:

It has just been a few years (195T) since C. Northcote rarkinson introduced
the now ft mous law. which deals with the deterioration of labor. Prcofessor
Parkinson stated: "Work expands to fill the time available for its completion."
Altiouch this law may bave been given some humorous connotation, particularly
about the British bureaueratic system. Parkinson Aeeurately described this one
aspect of actual human behavior. Workers not (nilly tend to use up the allotted
time to perform a given task, but they also tend to use up more time than
Should be normally required to complete the task. People tend to learn from past
experieucee, e il when too mucii't. e is utilized to ie rforui previous tasks: mudi-
tional time will also be required to perform subsequent tasks. Experiments by
a few psychologists have been conducted in order to prove or disprove Parklin-
son's law and to better understand human motivation from which Parkinson
dedueA. hat law. These -per.mente a2Mrm the. effacts of ParkIn.'nuo lan em
deterioration of labor, and support the contractor's request for equitable adjust-
ment In the contract due to Government actions which caused the period of
performance to be expanded.

Now, there isn't any question that Mr. Parkinson has something, as
I think we realize, that there is the tendency in bureaucracy-if you
stretch out the amount of time to perform a particular task, the bu-
reaucracy will take their sweet time in doing it. But the whole point
in having a private finn bid and work on this is that they will have the
intelligence and the efficiency and the discipline not to let this bureau-
cratic law apply here like it does to Britishbureaucracy, and I am sure
to every bureaucracy. This should be' an incentive for them to hold
down their cost. If they don't need workers they lay off workers. That
is done.

Admiral RicxovEL Sir that principle sadly became known to Adam
and Eve when they invited the snake to join them.

Now, let me tell you about Professor Parkinson. I actually met him.
He was a British professor who in 1957 postulated that in a bureauc-
racy there is inexorable growth over time of the number of people
hired to accomplish a given amount of work. The Defense Department
is a prime example of this. Newport News is now trying to apply Par-
linson's law to justify their claims. The company. states that their
workers became less efficient every time the schedule was revised. Ac-
cording to Newport News, 15 minutes out of every productive labor
hour spent in the month following the schedule change was wasted dne
to Par *nson's law. Presumably it wouldn't have been wasted if Par-
kinson had never written his law. Tn the second month, Newport News
claimns 13 minutes an hour was wasted duo to Parlkinson's law; the
thirmd month, 91/2 minutes, mad so on, until the next schedtl!ed revision,
when the calculation is repeated.

Senator PxioxumPn. Where do they get these figures, 15 minutes,
13 minutes?

Admiral RIcKovEL The claims do not tell where those figures come
from. The company must have Parkinsonoligists on its staff to deter-
mine how much time was losLt
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SHORTAGE OF SiILT.FD TABOR AT NMWrOnT NEWB

There are several obvious problems with the Newport Sews ap-
proach. First, much of the delay causing schedule revisions was due
to a shortage of skilled paid labor, which is Newport News' responsi-
bility, not the Government's. Second, the company had not too many
people, but rither too few people. Third, I do not see any appropriate
analogies between a tendency of bureaucracies ti6 expand and the im-
pact of a schedule revision in a private shipyard. Finally, there is no
basis for the figures used in the N'ewport News calculation.

Senator PRoxMtIME. What you drr saying now is that they didn't
have an excess of workers, they had a shortage in fact7

Admiral Ricxovion. Yes, sir. They had too ftiw sIkille lworkers. That
is the lasie problem uilderlying all the.o claims. NCwvport News was
tubleav to hirc thel peop~le it needecd.

Furtheriwwe_ vtnd tlhcy havc.s. pzrfert- right t4-o so, they estat'ub-
lished a newv commercial yard right alongside the Navy yard and now
they have to use people in that yard and cannot man the Navy shipyard.

Now, let me get back to the Parkinson thing. Can yon imagine a.
janitor .su, upon finding aUL that a scheduie has been changed. be-
comes so sad that he goes home. complains to his wife, mopes, and is so
sad in fact that the next month he is only 75 percent efficient, and it
takes him about 10 months to get over it.

Just think about that. That gives-you a concept of what is contained
in tliesc elaims volumes.

Since Mr. Parkinson's law is included in every one of these claims,
I took occasion to call several people who I know in industry. I called
the commanding officers of three iaval shipyards and asked them if
they had ever, seen the phenomenon tlit when a schedule was changed.
everybody was so sad thbit the next-month they only worked for three-
quarters of each hour. They said they had never heard of such a thing.
I als.of t.lcer to a man whholiad a leading position in a private shipyatd
cnploying about 17,000 people, and he said that he never heard of
slch a thing.

This illustrates the extent to whieh Newport News has gone in
attempting to justify their claims and -why they want them settled on a
lump basis without. anyone looking at -the claims I think that to do
this would be one of the biggest ripoffs in the history of the United
States. Let me add one more thing. The fact that shipbuilders tradi-
tionally settle for one-half or less of the 'amount claimed shows tthat
tflise are not valid claims.

Senator Pitoxorxn. It also sshows that we certainly ought to have
an audit and an anlysis and evaluation before we pay a penny.

PUBLIO TAW 83-404

Admiral RICROVnf. Sir, that is now up to Congress. Congress has
given to the Defense Department the right to try to settle these claims
under Public Law 84S04. But Congress has a veto power over the'
settlement. Of course, the Defense Departhient wants the company to
continue to do its job, instead of threatening to stop work and tlhe like..
That is why they are attempting this.
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CLAWMS BASED ON ENTVIRONMLNTAL LA4WS

Senator PRoxuwyE Admiral, you mentoned the fact that Newport
News also does commercial as well as Navy work. But I notice it allees
that all the added costs due to the Federal environment laws shoulde'
charged to the Navy. Should the Navy have to pay uny of those costs,
and if so, shouldn't the commercial work be a part of itI

rMFFECTS OF COMCIAL ACrviTms ON CLAWiS BASED ON RNVIRONEN-TAL
LAWS

Adm'iral RIcKovr Tlhis is an issue that has been called to my atten-
lio1 in the areas of claims for changes in Governiment laws and rcg-
tlatfills sueh s eilivirolnlme- tal anld oe1cpatioliat dtfety rq(tZgitiionls.
WIhilo I do not consider that Newport News should lxm entitled to a
prica adjustment for-:thcso items, it-. w.vath noting ¢Le-he~ethod used
by Newport News to allocate these costs. Newport News does not allo-
cate any of the alleged extra costs to its commercial work even though
tle' regulations apply to that work as well as Navy work. Since the
total impl~act of these regulations is allocated to &ovy contracts, tiio
effectt of paying the amounts claimed would beto increase the profit
of commercial work 'at te expense of the Navy. If Newport ± ews
properly allocated these costs among all shipyard work, the amounts
of all the claims would be reduced. You see, they. have already taken
this up in overhead, which is required by cost accounting standards.

Senator PRoxmntE.Does that apply also to the antipollution laws?
Admiral Riciovz!a. Yes, sir. That is an overhead item, and they are

charging that now to overhead. But they also put the same amounts
into this claim so that they get immediate payment, instead of charging
it off over a period of years, according to the rules on overhead.

Senator PRoxxmE. Then you are saying it is double accounting?

DODLU CHARGING

Admiral RicxovkR. It would appear that it is double ohmrging, that
is right.L

EXCESSIVE cOVERjNEN-T LnsrzroRS

Senator Pnoxxmzr Now, Newport News claims about excessive
Government inspectors And in the claims for the nuclear cruisers 38,
39, and 40, it says that there were 2,900 Government inspectors. Were
there really 2,900 Government inspectors in this yard I

NUMBER OF GOVERNMNT WorKmeS

Admiral RicKovm. Nro, sir, of course not. And Newport News well
knows this. I will give you some fact In its mn.tage ment summary,
Newpoit News leaves the impression that the Noav has 2,900 inspect-
ors. The shipyard fails to mention that of the 2%900 Government in-
spectors, over 2,000 -were members of the Navy crew getting ready to
take the aircraft carier Nimidt to sea and were not even allowed on the
same pier as the cruisers. Tbe remaining 700 or 800 Government per-
sonnel at the shipyard includes members of other ships' forces. Only
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a small number of people were directly responsible for inspecting the
contractor's work.

Sullatoal i'n oxn'RE. You say there were not 2,900, but 2,000 of these
were naval personlnelf o t 2

Admiral RicitoR. Some of "the peope in the Engineering Depart-ment, ns required by the Navy, would inspect the work after Newport
\lews (lid it, and if they found something wrong they would complain
to tlheir captain.

Senator Pnoxxrnwt. And one of their claimns is that they have exees-
sivo inspection,'and it is documented by the fact that there were 4t
Newport News 2,900 inspectors whene, as you say, two-thirds of thesc
were naval personnel who weren't even permitted in the yard, and of
the remaining number. this is all the GoVernment personnel involved.?

Admiral RicwovrL Ycs, sir. TheY were there for every kind of pur-
pose. including mess cooks.
-Jnidentally, theroewas an item in tixdpaper the othcerday of some

bright law student rending back in.history and noticing that around
the time of the Civil Wrar a law was passed making it possible for any
citizen to sue anyone who madewl*at he consic3ore_ a false claim
-against the Govenunent. I would be very careful on some of the items
.in these books. If some people want to pay their way through college
it only cost $10 to file a case.

Senator Pmxonnr. I understand that you believe that most of theNavy changes did not delay constiuction or increase costs. Do you have
some eoxamples of the changes that could cause a delay in construction ?

GOVERNMENTW CHANES

Admiral RIcKoVER. The major part of the delay, by far the major
part, is due to the fact that Noewport News was not manning the ships
to the degree required to meet their schedules. Now, the Navy does
owe Newport News some additional money for contract ehange. How-ever, that amount cannot be determined until the company identifies
the costs and justifies it. Navy policy is to negotinte the price and dc-liver impact of a contract clange before it is issued. But some ship.
builders, inclnding Newport News, refuse to do this. The Navy would
like to work on the basis that if it has a change to be made, the cost
and schedular impact would be settled ahead of time. Yet frequentlythn company asks for very exorbitant prices, and the .Navy just will
not stand for it.

Now I mentioned earlier that all of the changes on the average shipeqital a'out t pere~nt of the total construction cost. That is all. Yearslater when the shipbuilder knows what his final costs are, he makes
his claims around any unpriced changes and makes a general alleptiowl
of Government tesponsibility for alf delays and increased costs expe-
rienced, withont.relating individual ctuses'to specific effect. Ship-
builders are often correct ihi claiming thqt the Government owes themsome money for certain actions. The problem nsually is that the amount
claimed bears no relation to the impact of the Government actions.

NEED FOR XAVYTO 1EF.P RUNNING RECOnD OF CHANGES

Senator Pnoxnrnu. Admiral, why doesn't the Navy keep track,
keep a running record of its changes_ and delakvs in delivery dateS. and
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so forth, and require the contractor to report any other delays cur-
rently, up to d~n, inirhaps at the enid of' every weck>^ ervery mouth!
so that there is a clear public record of what the delays are, so that
the Navy as a prudent buyer would have some notion of what is hap-
pening to its costl Anybody buying a home has had the experience'of
wanti~ng a little clange in his house., and the architect or the contractor,
o ale givingy him. a hard time with tliis. But most of us have enough

senso to requir e -icontractor to tell us at it is going to cost. And
it seems to me that that is a very simple procedure that the Navy should
follow.

*Adm;iral RicxcOVxu. Senator Proxmire, a contract is based on good
faith. The Navy simply doesn't have the people to monitor the work
that closely. As I mentioned before. one young lawyer is bearing the
brunt of the Navy legal work on the CGN41 dispute.

Senator Ptoonnnn. When we are going to pay three-quarters of a
billion daflats-that is the'Volposal of the' Bnader Secretary-f De-
fense-it seems to me that it would be worthwhile to make a small
investment to keep track.

.A4 m;m] RIcxovE.L The ( ongres: has limited the number of eo!nle
the Navy can hire. Therefore, the Navy uses them for the most im-
portant thing, which, in a shipyard, is -to get the ships built properly.
The Nav.;y does not have the people, and it really shouldn't be neces-
sar. This sort of situation did not exist until about 6 to 8 years ago.
This is a brand new situation. Also, there is a different kind of people
involved. This is particularly true since the conglomerates took over.
The conglomerates wouldn't care if they were building ships or manu-
facturing horse turds, Their main goal is to make money, no matter
how. i

Senator PRoxirn. After all, if we are foolish enough to go ahead
and pay claims like this, we can expect it. If you or I would run a
corporation, no matter how idealistic you may be, that bottom line is
essential, if you are going to keep your job yo .have a responsibility
to your stockholders to make money and file claims for everything in
sigit.. You can't expect to rely somehow on just being a good person
or having a patriotic desire to be as ethical as possible. hen these
people can mako hundreds of millions or billions of dollars by filing
these claims and get away with it, they will do it.

Admiral RIcuovEn Yes, sir. You have been around Washington for
a long enough time to know that not far away from here is a huge
building with )arge printing presses that turn out money. These people
would like to get some of it.

Senator Pnosxsmz. What I am trying to sav is that we have to
provide the discipline, we have to provide the restraint, and we have
to just refuse to pay these claims unless they are audited and docu-
niented and we know exactly what we are paying.

Admiral RiciovEm. I agree with you sir. I would not pay a singlo
claim against theo U.S. Government unless it is legal.. That is 'what I
have been advocating. But to be, legal with contractors, paiticularly
the large ones, is not in fashion anymore. They have political influence,
they contribute to canESign funds, and they know Members of Con-
g~ress and high officials in he Defense Department. How does one sole
person in the Navy Department fgiht that solt of a situation? The only
things can do is what you have asked me to do-air the case. I will

32-340 0 - 81 - 20
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grive you some examples of what is contained in these claims. This is avery umportant statement.

BACKGROU.ND OF NEvPORT NEWS CLAnM8

In late 1972 and early 1973 the Navy and Newlport News settled sev-
cral delay issues whilch the company is not attempting to reopen. Mind
you, they wNero settled by mutual agreement. In February 1973, New-port News and the Navy agreed to a full and final settlement for allclaims, including delays amld disruptions for late delivery of Govern-
ment-furnislhed equipment and information on the CVANW8. that is
the Nhnlitz, and the CVAN-N9. Yet Newport Nows now claims theNavy shou(ld pay theui an additidnmil $10 million on this contract for
I IQ4(' ivory Ruini (Elazys o Cl Ilo bsis .llint. NivI)ort News didl tiot gitici-
pavo thme~so costs wlhel (oy ngotiatedl theo previous settlement. Nowv
thley are reop~ening sonuetligtniiclh thley signc=Lo0 and settled.- -

Iwmill gWe you another example.
In December 1972 the charman of the board of Newport News

agreed to a claim release and an extension in contract delivery datesof
ba:t 6^! woeks for twv su'uinarines, the 06 and 687 because of 'a strike

at a Ne sport News subcontractor. Now aNdwport Neas elaims the
Navy is responsible for 134 weeks delay on these ships, a period. wbich
includes the 66-week delay for which the company already gave a
claims release. At tho $250,000 per week delay rate included in tle
claim. the shipyard is requesting $20 million n dela costs it previonsly
agreed were not the Government's respQnsibility. Why not, Mr. Chair-
man? The Government is an easy mark. All the contractor has t6 dois add another 10 volumes which the Goiernment won't read. They canjust ask for anything they want, and it will be settled by agreement.

DISRUPTION

Senator Prnoxnrmn.'1 Now, Newpot Neows claims th6 Navy owes it$15 million for wwhat they call disruption, in addition to the contract
changes and exccsivo inspection thoy allege disruption was cansod'by
late fines, purchase orders, seoulrity requirements, and several other
factors. Is that amount warranted I :

Admiral RICKOVEn. It is obvious you are in Government and not in
industry, Mr. Chairman, it is net $15 million, it is $158 million. But
that is merclv a bagotelle.

Senator NoxMklFr. I stand corrected. Our figure is $15 million.
You said $158 million t

Admiral Ricxcmovn. That is correct, it should be $158 million. I will
attempt to answer your question.

IMPOSSMBLE TO EVALUATE CLAM.nRO DATA SUMITM

From tlhe data submitted by Newport Noews it is impossible to evalu-
ate this part of the claim. The company~mankes no attempt to establish
a ease-and-effect relationship. The company calculated the $158 mil-
lion clairfmed for disruption by assigning to every man-hour of effort

'Oil Navy shipbuilding contracts a penalty ;ranging from 1 to 8 minutes
of extra effort for each man-hour of effort expended. Supposedly the
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extra, effort, was required due to the disruptive effect of Government
actions. The company admits that their analysis is based on engineer-
ing judgmsnt as to the degreeobf disruption. T'6 evaluate the company's
allegations would require a detailed review to determine how contract
worl was disrutd; precisely when disruptions oceured; the locations
on ships or in y ard where the disru tion occurred; which class of
crafts were disrupted; the work schedule before, during and after
*the disruption; and what action was taken by the.comlpany to mitigte
disruptions; and how many people were disrupted for how long. The
company's claims do'no6 provide sufficient data for the Navy to make
such an evaluation. Yet, that is one of the major points in the claims.
It is up to the Navy to prove that the contractor is wrong, which is

ut~t~i7 the shoe on theo wfrong foot. This is the typo of fouled up mess
I lie Natvy haws gittl itsuel into. Nolv, coiatrmctnel will sliilliit ilytJhing
a everyth~ing andl refuse to cetify- it, and then equire the Navy to
anew wrhere they ais..vng. - -

DID CONTRACTOR I T ON CLAInM?

Senator Px>vowera. Admiral, one of the mosi, disturbing aspecc
of this is that it appears that may of these claims were prepared
months before they were filed. It appears that they accumulated them,
documented them, prepared them, and finished them, and then sat on
them for awhile. And then they came in,' in February or March, with
the claims.

Admiral RTcxovzi. I have some information on that, sir.
Senator PRoxmY& If that is the case, it seems to me that it may

haoe.been calculated, especially in view of the timing of the Under
Secretary's requests to Congress to pay $750 million in claims; it may
have been calculated to Provide a situation in which there wouldn't
'be time to analyze and audit these claims.

Admiral Ricxovn. I, of course, can't say what went on in their
minds. But there is a Latin expression that goes to the effect that
fats speak for themselves-Res ipse loquatur. You are a lawyer and
uiderstand thoe thines.

Senator PRaOX.rn' Iam not a lawyer.
Admiral RICxOVE. Res ipse loquatur.

LAG BETWEEN PEIG AND SIUTUAL OF.CLAM

The Newport News claims indicate that the SSN-686 and 687 claim
was priced out in May 1975. The claim was not submittod to the Navy
until March 1976,10 months later.

The president of Newport News has stated that "if the 688 class
matters could in effect be settled, maybe the 686 and 687 claims
wouldn't have to be submitted."

Other Newport News claims also show a timing lag between when
theo pricing was completed and when the claim was submitted.

Newport News announced in October 1974, its intention to file claims
nder all these contracts. The effect of saving them up resulted in over

$SOO million of Newport News claims submitted to the Navy in the
12-mouth period. Ann, as I mentioned before, $665 million was sub-
mitted inthe last 6months
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The large claims backlog is now bei cited to justify a quick sett!e-
ment without looking into the details of the claims. Newport Newsclai av4ndlude a charge to .the Navy of $2.7 million for 110 maii-years
of effort in preparing its claims Obviously the Navy cannot evaluate
these claims quickly even if .the company substantiated them'-andcertified them
: Senator PRoxmxr. Admiral, there is a Navy procurement regiula-
tion that requires eontractors to certify under oath that their claimsarecurrent, complete, and accurate. HIas Newport News certified its
claims-'

REFUSAL TO CERTFlrr moST CLAIMS

Admiral RIOxoVEr. With one pxception, Newiport News has refusedto certify that its shipbuilding claims are current, complete, and ac-.curate, notwithstanding Novy requirements. In one case where New-
port News submitted the required certifications the facis Are as follows.-In October 197;, i-fter repeated requests by the Navy Newport Newscertified a $142 million claim against the first five 688 8lass submarines.The Navy began its evaluation of the claim. In early March 1976, 6months latc:,-- Nvy urffials t'ld- aewport Netauthey were ready tomake a $10. million provisional payment against the claim. Five daysafter such notification, and just before the provisional payment.of $10million was to be made, the company submitted a revised claim almostdoubling the amount of the entire claim. Newport News officials re-fused to certify the revised claim and backup sheets on the second
claim showed that most of the caiculations for that claim were per-formed by August 19753,2 months prior to the date of the Newport
News certification that the first claun was current, complete, andaccurate.

Mr. Chairmsan, do you get the import of this last statement I'Theyhad the second claim ready when they certified the first one INewport News officials have been tryinw to negotiate resolution ofthe certification issue with senior Navy-officials. At one point the com-pany was suggesting that it would provide the required certification ifthe Navy would agree in advance that the word 'current" would notmean current, "complete" would not mean complete, "accurate" would
not mean accurate, and that the certification would have no significance
with regard to the false claims statuite.

If the nvy would agree with these conditions, the company wouldthen certify the claims.

ARE CLMUMS RADULENT'

Senator PRo.Xumxi. Admiral, you have testified about inflated
figures, unsubstantiated allegations charging the Navy with commer-
cial costs,- and possible double accounting. Is it possible that these
claims were not only inflated and exaggerated, but that they are alsofraud~ulent? .. , ^:;

CLASUS GREATLY EXAGGERATEI AND CNSUPPO~rED

Admiral RxcxovzR. Mrr. Chairman, the determination of whether ornot a claim is fraudulent is a legal one. I am not competent to make. thisdetermination. In my opinion, however, the e'aims are greatly exag-
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gerated and unsupported. Stating it another way, if the Navy were to
accept the claims at face yalue. the Government would pay far more
than I believe it legally owes under these contracts. 'o 'determine Ilow
much of the claims are valid would reauire a detailed technical review.
and auditby theNavy.

For nearly all of th e Newport News claims this hasn't been done. To
the extent tfit those claims Eave been reviewed to date the Navy legal,
contrmct, and. technical personnel have found them to be grossly
overstated.

Senator PRox Yii What evidence is there, if any, that these were
intentionally exaggerated I

wRO Is REsPoxsiuLE FOR DELAys?

Admiral RiciovEt. I have no evidence, sir. All I know is that they
put lots-of r-cople to work-4humrnzing up as many claims as tChyr.nn.

Senator iPnoxnmR. Doesn't much of the claim question boil down
to whether Newport News or the Navy is responsible for the delaysI
And isn't it correct that the contractor had severe labor turnover prob-
lems.and shortages or skilled workers and a high reject work rateI

Admiral RIcKovEn. Yes, sir. The company also set up another brand-
new yard where ships are being built-on a firm fixed price basis for
the Maritime Administration. The Navy contracts are fixed price, too.
But the Navy has incentive features and change clauses and other pro-
visions in our contract agit which to submit claims.

Senator PRonXwz. How about the commercials, do they have
changes too I

A Admiral RxCxovn. Idon't know the number, sir. But I would doubt
that they have many.

Senator PaOxniE. Nothing in this proportion, at least?
Admiral RicKOovnE No, sir. That is a question you might ask the

company. Are they attempting to get money from the companies for
whom they are building these commercial ships

Senator PROoxmE. Are you saying overall that the contractor is
responsible for most of these cost overruns, and that the contracts are
not ineequitable as the contractor alleges ?

Admiral RzcKovE. There is no question that there are some elements
of Navy responsibility as I have mentioned.

I have one further comment on that. About $430 million of the $894
claimed by Ne*port News is for the cost of the delay. Forty-eight per-
cent of the Newpoit News clainms is attributed to delay costs. The
claims are based on the assumption that the Government is respon-
sible fpr all the delays that have taken place. Further, the Navy's
experience is that the costs per day of delay claimed by Newport News
arc usually inflated. nhe Navy doubtless owis Newport News for some
costs for delays on these contracts However, to determine the proper
amohut -will require extensive analysis. Based on past experience, and
the preliminary reviews we have -made so far of these claims I am
confident that the amount which Newport News is legally entitled for
delay is a small fraction of the $430 million claimed by Newport News.

Senator Pnoxnun- There hwve been public statements about the
financial plight of the shipbuilding industry, and that shipbuilders are
losing money on Navy contracts. What are the facts as you understand
them?
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FIXAXCFS OF SHU'23ULDERN NOT AVMLABLE TO DOD

Admiral IMcxovn. I doubt that cas one in the Government knows
the real financial condition of the shipbuilders and their parent con,
glomerates. The figures are not made available to the Defense De-
partment in a form than can be verified. In shipbuilding, annual profit
figures can fluctuate widely, depending on mannagement estimates of
.final progress toward completion, costs, and revenues Often ship-
*builders refuse to make their records substantiating these estimates
available to the Defense Department. As a result, DOD cannot confirm
or refute company figures. For 1975, however, General Dynamics and
Tenneco reported record net profits of $84.5 million and $342.9 million
respectively. Tlhse were record profits. Newport News reported record
profits in 1975 of $30.3 million, ,he hiuhcest in its 89-year ?istoqy. Since
acquisition by Tenneco in miid-1968, Wowlport News has never reported
a loss. -

Senator PnoxMnnu. What do you think as a matter of public policy
of requiring contractors to report to the Defense Department at least
what their profits are so that that information is availableI

Am!i.iral Ixcxov~ra. I-'have a reco~xznlilnation on that rinat L will
come to in a minute, if I may, sir.

1ROFITS BOSED ON PrOJFCTED CLANS SETTLEWENTS

In reporting to stockholders and to the Securities and Exchange
Commission, shipbuilders have calculated profits based on projected
claim settlements. The Defense Department does not get access to the
reports behind company profit calculations. Therefore, no one in the
Defense Department can determine with any certainty the financial
condition of i shipyard or its parent conglomerate. I recommend legis-
lation that would require the SEC to make public the records behind
company profit calculations. This will help protect the so-called owners
of the corporation, the stockholders. And at the very least, the record
should be made freely available to the Government agencies against
whom claims are being made.

Senator PRox3r i.R That answers the questionE
Admiral RIcixovEn. Don't you have sdmething to do with the SEC,

Mr. Chairman?
Senator PRox3nRE. Yes, they are uiider the jurisdiction of the

* Banking Committee that usually meets in this room.
The claims problem demonstrates that there is something wrong

with the way the Navy procures ships. What do you think the problem
is, and what is its solution I

LACK OF MANNIXO AXD POOR PRODI)CTIV=

Admiral RIcxoVER. The Navy lhis deliberately decided to go to
private shipbuilders for new ships. I think that is a good idea. Navy
yards do primarily repair work which private shipbuilders also do.
Tue current problem plaguing some lrivate shipbuilders is lack of
manning and poor productivity. In this situation, shipbuilders natu-
rally try to find a soured of money to cover their increased costs.
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INSuPIrCIINT rOPLz To H"NDL CLAM

You asked what is wrong with Navy shipbuilding practicesl The
main deficiency is that there are insuflicient people to haMndl the ship-
building claims problem. The Navy is limited in the number of people
it can have at Navy shipyards. It is limited in the number of people
it can have at headquarters to follow the legal work. Therefore, the
technical people are the only ones vailable to look at these claims. It
is difficult to review and document the claims. Yet, if thb Navy is
permitted, it will do the job, regardless of what it takes.

NAVY NEEDS OUTSIDE COUNEL

'The Nvy should be allowed to hire ontsido counsel. Tliat provision
is contained in the present House Armed Services Cominitteo authori-

"t;.oa bill. Currcmi.ry the Navy spasms outside legao-aisi'tance.
The Navy is not even able to stop people leaving claims review posi-

tions in the Navy to work for outside claims lawyers that prosecute
the sam-i claims against the Navy.

I wrote a letter to the ABA, -Ie American Bar Association, !egwad-
ing the matter of lawyers switching sides. The ABA stated that it was
unethical for them to do so unless the Government waives its rights in
a specific case. I later found out that claims lawyers as well as the
attorney in the Department of Justice, who had previously ruled
against the Navy, were the driving forces behind this opinion.

This is what the Navy is up against. The Navy needs to get some
help from the rest of the G}overnment.

XAVr NEDS 5-YEAR SCIPBMIILDING PHOM

Another problem the Navy has is that the shipbuilding program is
changed annually. If the Navy were able to get a 5-year shipbuilding
program it could do a lot better planning. It cannot do it now.

EANY CLAtA ho NOT B3E JUMSP

Senator Paoxxum. Admiral, I want to thank you very, very much.
You have been a superb witness, as you always are. And I might point
out that I think you make a devastatingly powerful case that the
Congress should be very careful about simply approving forthwith
$747 million in claims being paid as the Defense Department has
proposed without auditing and anniyzing, and evaluating those claims
to see if they are justifiedc The case that you have made is that'many
of these claims may well not be justified, and we will be pai money
without justification, the taxpayer's money, and a great deal of it.

Admiral RIcxovmR Sir, the $747 million does not constitute a com-
plete settlement of outstanding claims.

Senator PnoxxrL I might point out that the Deputy Secretary
of Defense, Mr. Clements, will testify before this subcommittee on
June 25, in about 2 weeks. And we wil be questioning him on the basis
of the fine record you have made. And I thank you very much.

Admiral Ricxovvs Thank you, sir, for your kindness.
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Senator PnoxMnU. Incidentally, we have other questions that we
would like to submuit to you for tnswer!, to be incluher in the record,-
that you M~y reply to in-writing.
- A 1dniral iIovImt. Thank you, sir. I will do so.

(.'ho questions and answvers refcrred to follow:]

RESPoen or ADif. H. G. ntcovm To AunmoNAL Watrrmr QUEsTIolts Posa BY
S&VATox PSOIMIR2

Senator Pzoxnumi What Is the status of the Navy revlewvof the Newport News
claims?

STATUS Or SAVY Mivkzw. or OVzwoRT XEwV CLAIMS

Admiral RiciovE. The Navy has completed Its review of the first claim under
tho DLGN 86/37 contract. While It would not be appropriate to disclose the exact
amount the Navy considers that thils claim Is worth, It Is only a small fraction of
the claimed amount of $89 million. The Navy eannot settle this claim, however,
until it Ls determined to what extent the sceod largiaim on this con;ac±
impacts the firt -

The Navy has also completed Its review of a portion of the first claim under
the 85N 688 contracts. This was done to enable the Navy to make a provisional
payment against this claim. Again, the Navy -has determined that tbe portion. of
the clat-L-t4tt has been revr wd ;s worth on'.,- a: Lut raction of the naimed
amount for that portilon. This provisional payment was alsn held up to determine
the Impact of the second claim submitted under these contracts.

The Navy has not completed its review of the other N;ewport News claims.
Senator Pnoxius. You have recommended that if the Public Law 83804 ap-

proach Is used, that the Navy should acquire title to the shipyard as a condition
ot a Public Law 85-804 settlement. Would you comment on this recommendation?

NAVY SHOULD PUIC}AS! SBRHPY&S IN BOMB IrSTANCES

Admiral R1cxov. I beieve that government should rely, whenever possible,
on private Industry to provide the facilities and personnel needed for defese
work. I am not eager to see the government buy out the shipyards as long as they
do not take advantage of the Navy's dependence on their facilities to break their
contracts. Much of the impetus for the decision to provide shiphuilders extra-
contractual relief stems from statements that without such relief certain essential
shipbuilders will stop work on existing contracts and will refuse to take future
Navy work. If essential contractors can void their contracts by refusing to
perform work until the Navy meets its latest terms, the Navy tS In an untenable
position. In those ctreu stanees the Navy would be better off to buy out the
shipbuilders Interest In the shipyard and have It operated by private Industry
as a government-owned, contractor-operated plant. In that manner, the ship.
builders could get the guaranteed profit they want, the Navy would be assured
of a continued source of supply, and perhaps government and contractor person:
nel could then devote their efforts to shipbuilding, not to fighting claims.

The government-owned, eontractor-operated method of operations is widely
used In defense contracting. The Army, the Air Force and the Navy have built
major portions of weapon systems Insuch plants.

Senator Pnoxurm You have recommended that the Navy enforce Its bslp.
building contracts and that claims be settled In accordance with prescribed pro.
eedures. What problems do you envision If the Public Law 8-8 approach ts
used? t

UODLMs warnlf Ulm ofL so

lAdmiral Iticxovn. There are many potential problems with the use of Public
Law 83804. While I believe they are recognlted and are being worked on by
tho Department of Defense team assigned to Implement the Public Law 85-804
decision there are no readily apparent answers. Some of the obvious questions'
are:

(a) Hdiv can the Government determine what a fair and eoultable settlement
would be without a thorough review and analysis of each claim? -

(b) How can the need to by-pass normal settlement procedures be justilied
when shipbuilders themselves have e'lected to submit large, after-the-fact, get-
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well clalims rather than pricing out and settllng irdividual items of government-
responsibilitr as they occur?

(c) -low can the need for Immediate extra-contractual relief be justified in
cases where shlipbuilders or their parent conglomerates are reporting record
profits?

(d) Hlow can Public LAw 85-84 relief be granted In theanbsence of a formal
request and documentation us to the need for such relief trom the contractors
concerned?

(a) How can the use of Public Law 85-804 be justified In this case without
undermining the requirement contained In the Arnmed Services' Procurement
Regulation that all other legal or administrative remedies must first be
exhausted?

(t) How can settlements be reached that do not encourage future claims?
(g) Nlow can settlements be reached which will not encourage other govern-

ment contractors and subcontractors to seek extrm-contractnal relief or nnt en-
courage them to adopt a practice of trying to Improve their financial position by
submitting massive claims?

(A) How can the government maintain effeotive buslness relationships If
conveeii-a can concludf-tha' the governn-!' rl.l not enfore-I4ts-eentracts?

Senator Paoxmm Some shipbullders, particularly Newport News, have com-
plained that the Navy takes too long to settle claims. Why is the claims review
process such a lengthy one?

Admitral RiCKovEL Each element of a claim must be subjected to a detalled
legal, technical and contractual review to determine (1) if the contractor Is
legally entitled to a contract adjustment for that claim element, and (2) the
amount of any adjustment. Because current Navy legal support is inadequate, the
burden of claims review' falls upon technical people who must at the same time
perform their primary duties. This further extends the time required to properly
review claims.

In the case of Newport News the problem is further exacerbated because the
claims themselves are massive, consisting of 64'volumes.'Further, Newport News
has refused to certify that the claims are current, complete and accurate even
though the Navy Is required to obtaln such a certiflcation by Navy Procurement
Directives. Also Newport News typically does not show a relationship In the
claims between alleged government actions and resultant Increased cost or delays.
The claims simply list a series of alleged government actions and then contend
that the government Is responsible for all Increased cost and delays. Finallyf
Newport News continually diverts government effort from the claims review
process by taking actions such as refusing to pre-price change orders and
threateniug to stop work that requires government personnel to drop what they
are doing to attempt to address these new Issues.
- Thus even though the claims review process must be relatively lengthy to
Insure that the taxpayer's Interests are properly protected, the current time
periods required for review could be shortened considerably If Newport News
asslsted, by submitting claims that related cause and effect and certified the
claims.

Senator Peoximz Some officials in the Department. of Defense have made
statements to the effect that Navy shipbuilding contracts were inequitable and
did not adequately protect shipbullders against the effects of Inflation. What
areyourviewsonthat?

A $ su1simUaLDo coNmAcrS IDZQUITABLE?

Admiral RioxovmnL I do not consider that Navy shipbnUlding contracts have
been either unfair or Inequitable In their coverage of escalation. In fact, ship-
builders are better protected from the effects of inflation than are other fixed
priced defensc contractors. There are several reasons for this. First, shlpbuiilders
reeive escalation payments based on changes In Indices thait tlhe Bureanu of Lnldor
Statlsties prepares especially for the shipbuilding Industry. Second, some ship-
builders also Include additional contingencies in their bid when they anticipate.
that the Impact of ID~fntion will be greater thatl the amount that they will be
paid tnder the escalation provisionsof the contract. Third, the price of contract
changes for -extra work or for government-resposible delay also Include con-'
tingencles for escalation. Finally, to the extent the shipbuilder Incurs costs due
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to inflation that are g0eater than Is covered by the escalatlou clauses-of the
contract or the contingencies Included in the contract price, the shipbuilder can
recover most of these excess costtmunder the cost sharing provision of the contraet
up to a ceiling price-even If tle excess Is not due to government-responsible
causea- It should be noted that under these escalation proilsions tbo shipbuilder
Is protected regardless of the rate of Inflation since the indices delprziniung the
escalation payment reflect the actual amount of infation in the economy. Ship.
builders agreed to accept the risk for cost increases beyond the contract ceiling
price, Including the effec. a of inflation, unless, under the terms of their contracts,
responsibility rested with the Gorernment. This arrangement insures that the
shipbuilders are well protected rs long as they perform within the contract
delivery and ceiling price. I conslc4 ar this arrangement as both fair and equitable

%Apparently the argument that Xavy shipbuilding contracts do not adequately
protect against the effects of infation was generated within the government.
Even Newport News has not made this allegation In its claims.
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-Pnit;PAiD STvAThmNT or Aum. H. G. RIcKovEit

Mr. Chairman, you have requested that I testify about shipbuilding claims
and possible violations of fraud or false claims statutes contained in claims against
the Navy. The-views I express are my own, and not necessarily those of the Navy.

The claims problem is not now. There wero shipbuilfisig clainis against the
Navy even befure the Monitor and Merrimack. In fact, one ship of the Monitor
class was the subject of a shipbuilding claim.

For many years there have been problems in the way shipbuilding claims have
been handled. In 1958, for example, the General Accounting Office reported that
claims submitted by shipbuilders wore vague and lacked adequate documentation;
that Navy claims evaluatiorn were inconclusive; and that claims had been settled
without sufficient data to demonstrate Government responsibility.

Until the late 1960%s, these claims tended to be small as compared to the
amounts of today. For the most part shipbuilders honored the terms of their
contracts and confined their claims to legitimate items. During that period one
of the largest claim settlements that I recall involved an $8 million Electric Boat
claim for a one-year Covernment-resporsible delay in construction of a sub-
marine. The contractor confined his claim latgely to Government-responsible
actions, and the claim was settled for about S7 million. At the time $7 million
wais a large claim settlement; but, by today's standards, a $7 million ciaim is very
small.

It used to be that, if a shipbuilder lost money on a contract, company officials
would accept that fact and try to do better the next time. However, the Navy's
settlement of the huge Todd Shipbuilding claim in March 1969 introduced a new
era in shipbuilding claims.

This claim settlement was the first involving large so-called omnibus ship-
building claims. Such claims-sometimnes called 'total cost" claims-do not show
.a canse-and-effect relationship between alleged Government-responsibli actions
and the amount claimed. In essence, a shipbuilder, when faced with a projected

XTbis statemuent reflects the views of the author and doen not acceswarily reflect the views
of the Secretary of the Navy or the Department of the Navy.
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coit overrun, makes a large claim based on geneial allegations that the Govern-
mneut is at fault and therefore should reimburse the slhpbhuilder for all his cos'--
p!A U Is desired procia-regardlcss of his own performane.

These large shpbuilding claims seem to be " built backwards." That Is, the ship-
builder estimates how much ho wants and Ithen 'assigns people to make up a
claim that will yield that amount. Here is an extract from a report of one ship-
builder's Internal company meeting in which his people were instructed how to
prepare a large shipbuilding claim;

"Division Planning will provide an estimate of man-hours to complete the con-
tract. This estimate will be compared with the original of total manufacturing
man-hours to do the contract, axud the dlifference willt be justified' in a saleable
mianner.

. . -* * * *

"Mr. X stated that (the company) would have to uise that infornimtion and
dlati which %votildst si. Any d:ata wit ich woild not s'll would have to WI munitteil."

If eltaiius pru'lurrel in lhis mainer art -aid Indd llhl pie htof Itlair legal ll(rlls, tlw
elhrv t is to convert iixe(lj-priue uontrae.L inta) cost-plu4 eoiitraeti.

I itin not eirta*in who inventeil the onianibus claimi rtivir-)t nnd peddlleil it na a
way to got ort of potcuati:aly unpllhuitalple contracts. blit the two Washington
i:W firms I most readily jIlentity with this method of doing business are headed

ay f ormer Navy General Counsel ands former Chairman of the Defense
Department's Armied Services Board of Contract Appeals. I have contempt for
federal emnpinvoes ivho acqu:1;-tt.t-,msclves with tb-ie..ar workings oi Govern-
:nent and its vulnerabilities, only to switch sides later and profit personally
from their inside information.

The Todd claims exceeded $114 million and were settled for $96.5 million-
nbout 84 cents on the dollar. In an April 1971 report) the General Accounting
Office w:as harshly critical of the Todd Settlement, stating:

"In our opinion, the material submnitted in the contractor's proposal did not
z.dequatcly (lemonstrate that the amounts claimed were caused entirely by acts
of the Government and nbt possibly caused by the contractor's inefliciencies and/
cr unrealistically low hid.

"We believe that the Department of Defense should take the necessary steps
to ensure that settlements of claims are supported by factual and reliable data
relating the specific amount claimed to acts of the Government.

"WVe believe that in the absence of such information, there Is not sufficient
assurance that the settlements made were fair and reasonable. The practices
presently being followed in settling cLaims could lead to an erosion of the con-
tractor's Incentive to control costs with a corresponding decline in the effective-
ness of firm-fixed-pricn eontracting."

These latter remarks by the GAO were prophetic.
heartened by the greatly inflated Todd settlement, many private shipbuilders

and their clairas lawyers Feized upon vague, unsubstantiated claims as a means
of getting well on unprofitable contracts. As a result, the Navy was Inundated
v ith omnibus shipbuilding claims. In 1908, outstanding claims totaled $66 million;
in 1971, $003 million; in 1974, S1.3 billion; today, 82.7 billion.

In their campaign to have their claims paid, shipbuilders place the blamo entirely
on the Government. They frequently attribute their problems to inflation, faulty
dlefense procurement policies, Improper administration of shipbuilding contracts
br the Navy, and a host of other rcasons, all of which they contend are beyond
tl eir control. Shipbuilder Inefficiences, mismanagement, low productivity, and
other problems are rarely, if ever, acknowlelged in the claims or In public pro-
nouncements by company oflicials.

Most shipbuilders keep. their claims vague and general. In that way they can
keep Increasing the amount of their claims--as many of them have done-if they
encounter further cost overruns.

Sonic officiis of shipbuilding companics would have senior Government offi-
caIs believe that the (overnment has an obligation to make their companies
profitable, regardless of performance. When Government officials fall for this line
of reasoning and mako clalm settlements in excess of amounts legally owed, they
only encourage inefficiency and mismanagement. They also undermine the integ-
rity of Giovernmenit contracts, making them uscless ais a vehicle for conducting
ful.ure bWsinwss.

The takeover of au our major shipyards by conglomerates has made the
situation worse. Conglomerates are staffed with lega?, financial, and contract
ex4)crts who tend to view shipyard oprations as a financial game. Cash flowv,
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litliic relations, lobbying, and "creative -:counting' are their specialty. Under
the cooglcmerqte philosophy, -"3 Wers" are intercLaniable and resuith ard
Measured strictly in financial teims. l1nis tends to divert management attention
away from the details of building ships. In general, corporate officials are not
interested in buildi ships; they are Interested in financial figures.

Shipbuilders should make a fair profit if their performance warrants it. That
6i the basis on which ftixed-price incentive-fco ship construction contracts are
negotiated. But in my opinion it is wrong for corporate officials to use olaims,
;Public relations, and pohtical clout to pass on to the Government the results of
their own poor management.

I have testified repeatedly about deficlencies In nearly all aspects of shipyard
operations: ineffective cost controls and cost reporting systens; costs not related
to progress in a manner that ldenties potential overruns in time to take corrective
action: subcontract procurements not managediIn r businesslike mnatner:
exeensi.vo solo soirce suibcontraet lproctlrwnctit; apertfimtli negotiations of
~iil~co'titrnaes; p"''' pro luletivity, invliuliiii wb lespremi' I ihll' s ,,le Inalimig;

iwi~i,,:l.zilaa maltet~riai cuitiruls; tiv~ertigni, hut j~rolHrly etrulire'is; illell'ri-tivo
intern¢l auldit slystemls; stu oxcessive nverhenid *sts. In the currenit ctivirotimeiitt,
huwe r, it. isa mtnretitly c:.;lur to let costs con&-.qvt whlero they wi sand submit
llaitiLi Ul uI it iS to establish better controls over -the work.

In recent years, both Newport News and Electric Boat have 6neountered
serious productivity problems as they increased their workforces. Both yards
have had trouble training and managing an expanding work fnrev' Their pro-
.wuu-ity problems deaiyea ships and caused hi, or coss. But to read the claims
4uirmitted by them, one could only conclude that all delays and cost overruns
were the Government's fault. This is what I resent-the dishonesty of those who
p)ursue the claims business for a profit, and the unfair burden these Invalid claims

=lace onthe Government employees who must refute them, and on the taxpayer.
Some shipbuildera, egged on by corporate officials and high-priced claims

IW yers, have become proficient in developing, assembling, and prosecuting
dailuns and have the trained specialists to do so. Sometimes the impetus for a
laih.cui.omes from firms that specialize in this work. In fact, a whole claims

industry Is sprouting. Here Is a promotional letter one company I deal with
.eceived from one of these claims specialists:

"Dear Sir: WVo are specialists in all phases of Government and commercial
contracting. Our specialty is the ability to obtain additional funds from fixed
!mrice customers This is. done via the constructive change basis. which means
that the entire transaction is evaluated from the date of the order or contract to
the (late of actual delivery. AU the extras, such as extra work perfonnance, or
,i. iav, or iuterruptions are transposed Into dollars and thus presented to the
* u4iomer for reimbursement.

".'is essentially Is collecting for delivering somethin; beyond the. bargain.
The obvious changes are easy enough, but the subtle or hidden changes that are
not apparent; either to buyer or seller are the ones that we can transpose into a
dollar recovery.

'Our credentials are available for your review, and our references range from
the smallest companies to those appearing on the Fortune 500. A meeting may be
beneficial."

The above letter is from a small time operator. The Washington law Arms that
specialize in claims against the Government are more sophisticated In their
marketing efforts. Ther make companies aware of their services through seminars
:nl publlcations on Government contracts anfl claims. At billing rates of up to
$100 or more an hour, claims lawyers will develop and promote legal theories to
blatmo the Government for any cost overruns their client incurs, or to contest the
validity of a contract.

Many praetitioners of the claims trade seem to specialize In obfuscation and
harassment. If fact or the law is not with them In a case, some claims lanwyers will
huarxs the Government with voluminous claims, unsupported allegations, Freedom
..f Information- Act requests Interrogatorles, depositions, and the ke. By g&nerat-
ing mountains of paper and broadening Issues, they hope to bog down Govern-
mn'nt officials or courts to the point that their clients can negotiate settlements
in!ependent of the claim's legal merits.

Tho strengt# of the claims lawyers lies In their ability to delay and harass dia
(lovernment. They well know that with the hifth rate of personnel turnover in
Government, time works to their advantage. They also know that the Govern-
M:trnt cannot assign anywhere near equivalent resources to the ease, and th't
evcntually they can wear the Government down.
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Lawyers are supposed 4 be officers of the court charged with responsibility of
searching out the truth. My experience hns- beentlat most claims awyers try
to tilde or distort the tfiih. -

I now have first-hand experiedce on how a law firm handles contract disputes.
Through the month of December I have been subeccted to a deposition conducted
by a Washington law firm that Newport News has retained in connection with
the lawsuit between the U.S. Government and Newport News regarding the
nuclear cruiser CGN41. The Government contends that the Navy has a valid
contract with Newport News for construction of the CGN41. the company,
seeking to reprice the contract, has contended it is Invalid. But the issue of whether

or not there Is a valid contract tray never be heard in court' beause Newport
News succeeded In getting the District Court to dismiss the case without ever
addressing that Issue.

The case is now before the Court of Appeals. Since the District Court decision
may be reversed, Newport News obtained a District Court order requiring my
deposition. This deposition has been an eye-opener for me. Day after day, I face
as many as eight experienced lawyers Three of them take turns interrogating me
and the others busl y confer with each other and write and pass notes. For over
35 hours so far mv lnquisItors have bragged me with qucisieon about dotes,
pnce5, letters, conveisa.tlons and events spanning a period of six years They seem
Incredulous because I do not remem er documents written years ago even though
I have pointed out t4 them that I have probably read close to three-quarters of a
million documents and signed 50,000 In this period.

Mr. Chalr-nm-ean y.t,& imaging anyzoue expecting you two recall the details of
every document yomj have signed In the past six years; who told you each piece
of Information In It; exactly what you meant at the time; what you may have
said to people about It; and so forth? If I were to remember such Information I
would have no room in my mind to handle today's problems and plan for the
future. Besides, I learned long ago that a written record is much more reliable
than memory.

I have no Idea how much longer my Inquisitors will prolong this deposition.
But I think any objective observer reading the deposition record must conclude
that there can be no legitimate purpose In dragging this deposition out. As far
as I tan see, very few of the questions I have een asked have any discernable
relationship to whether or not there Is a valid CGN41 contract. I can only pre-
sume that depositions of this sort are designed to consume time and discourage
Government empolyces from ever standing up to a large contractor or from having
the temerity to put the Interests of the taxpayers above those of a large
conglomerate.

The shipbuilding industry has a lobby group-the Shipbuilders Council of
America--which provides a forum for arr lng at industry-wide positions. The
theme of the minor Shipbuilders Is the same-that shipbuilding claims must be
the Navy's fault since major shipbuilders have been experiencing cost overruns.
They blame Navy procurement policies and they blame Navy personnel for
allegedly falling to promote "good-relations" with the shipbuilder.

The ultimate leverage these companies have is their control over the facilities
needed to build ships the Navy vitlly needs. Because partially completed ships
cannot be transferred from one shipyard to another, they are sometimes held
hostage in contract disputes. Both Litton and Newport News have threatened
work stoppages thus forcing the Navy into court In order to require them to con-
tinue work. But Federal judges arb not able to hear complex shipbuilding contract
disputes and render judgments In a short time. In the two cases mentioned, the
Navy was ordered to continue to pay the contractor's Incurred costs pending reso-
lution of the dispute. This Is what both shipbuilders wanted.

Within the Defense Department, contract disputes have been made more dif-
ficult by the Involvement of senior officials In matters that their subordinates
should be handling. Manm large and politically Influentinl defense contractors
have ready access to Deense Department and Navy officials throughout the
chain of command. They use these contacts to their advantage. I suspect that
most contractor officials prefer to deal with senior Defense officials because they
are not as familiar with contractual details as the working level officials and there-
fore tend to be more sympathetic to contractor complaints.

In the past there have been far too many private meetings between senior Gov-
ernment and contractor officials on matters Involving claims or contract disputes.
These meetings undermine the efforts of those responsible for handling contract
matters-particularly when they are, not in attendance. At times, those respon-
sible have not been informed of the results of the meeting, or even that they were
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There has been a high turnover c cier Navy and beniet uliclals. Eacli new
arrival, although not acquainted with details of the claims, wauts to apply his
own "magic formula" to resolve the problem. Most of these attempts have been
futile. Some have actually exacerbated the problem. Here are some ways various
officials have tried to deal with the shipbuliding claims problem during the past
several years:

In 1971, the then Commander, Naval Ship Systems Command, personally
negotiated with o~fficals of Lockheed Corporation and tentatively agreed to pay
the co~mpany $62million in settlement of shipbuilding claims totaling about $160
million. This wa the infamous "Golden lHandshake" made without the benefit
of a legal, technical, and financial audit of the claim.

Based on a subsequent audit of the claim the Navy'sacontracting officer de-
termined that the Navy owned only about S* million, not $62 million. Lockheed
appealed to the Armed Services Board of Contract Appeals. The Board, without
reviewing the merits of the Lockhead claims, ordered the Navy to pay the $62-
million on the basis that Deputy Secretary of Defense Packard had made state-
ments which led the company to believe It would be paid that amount.

In Octo9^r 1"9, following t!~.-T-xlJ 'settlement, tie Navy established a 'on-.
tract Claims Control and surveillance Group, to assure that major claims sub-
mitted by Navy contractors would receive an adequate and complete technical,
legal and financial review. This Group disapproved some major claims settlements
and was subsequently disestablished.

In 57p, rqsonsibility ior resolving claims was assigned to a General Board
consisting of Navy Admirals and a Claims Board comprised of "procurement
executives" of theNaval Systems Commands.

By 1975, the Navy reported that the claims backlog bad been drastically re-
duced As a result of claim settlements and that the problem was well in hand.
However, In order to make the claim statistics look better, some Navy official.
had resorted to semantic games. They relabeled several large claims "Requests for
Equitable Adjustment." When the dollar value of these so-called Requests for
Equitable Adjustment was added to claims In-house and appeals before the Armed
Services Board of Contract Appeals, the Navy's total claims backlog was actually
$1.5 billion, not 5300 million as the Navy was then reporting.

In April 1978, former Deputy Secretary of Defense Clemeats announced he
would try to dispose of the Navy's $1.3 billion backlog of shipbuilding claims by

rovidin extra-contractual relief under Public Law 85-804. The plan was toi
involve ltton, Tenneco, General Dynamics, and National Steel. This effort was
abandoned when neither Litton nor Newport News would accept the maximum
figure Mr. Clements felt he could offer.

In July 1970, folowing colapse of the Public Law 85S80 plan, Mr. Clements
approved the establishment of an Independent, three-man Navy Claims Settle-
ment Board to evaluate shipbuilding claims and try to settle them on their merits.
A directive was issued to the effect that no one be permitted to Interfere with or
give unsolicited advice to the Board, Initaly the Board was abigned al Newport
News' shipbulding claims, which totaled $844 milion. In March 1977 the Boatrd
was also assigned thie Electric Boat SSN 088 Class claim for $544 milion.

The Board has settled one of the Netport News' claimns the one a dit the-
contract for construction of the nuclear cruisers USS Cavyo.nia (CON 30) and
USS South CIrolinae (CON 37). This $151 mtillion claim oas settled for 44.3
million-less than one-third the amount claioed. The Board i still negotiating
with Newport News to resolve the remaining Naewdort News' claims..

On 1 December 1977, just asms thesNav Cl Settlemn ht Board was about to
complete its evaluation of the lectric Bont claim the Chief of Naval Material
directed that thoe Board terminate Its efforts on that claim, and furnish the data
they had thus far developed to a special Steering Group under the Assistant
Secretsr o the Navy.

Grossly Inflated claims arc becoming accep~ted as standard operating lrocee~lure.
tlnlcss smething is done to enforce tljo various Federal Statutes regarding fraud
and false caions, we tace the prospect of being harassed by such claims Indefinitely.

The problem of Inflated claims exist at arl three private shipbuildcrs with whonb
I have dealt: Inails Shipbuilding Division of Litton Industries; Newport Nwss
Shipbuilding and Dry Dock Company, a subsidiary of Tenneco and E~lectric
Boat Division of General Dynamics Corpor ttion. In prior hearings 1 have pointed-
out the problems I encountered in Ingales' $40 million claim on their contract for
cornstruction of the SSN's 080, 082, andl 083. Each time Government analysts
refuted a portion of this claimn, Litton revised the elatrnes nv~dh-''~-' .^!:
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Between.November, 1970, and July, 1972, when a Contracting Officer's decision
was Issued, Litton had submitted five d ierent versions of thd claim-but {he
amount of the claim always remained about the same. The claim was revised a
sixth time, In the appeal to the Armed Services Board of Contract Appeals
(ASBCA) and a seventh during the Board's hearing. Each revision required exten-
sive analysis and evaluation by Government persoinnel. After a four-month
hearing on the matter and lengthy deliberation, the ASBCA-obviously bogged
down by the mass of data-awarded Ingalls roughly half the amount claimed.

After reviewing the Litton submarine claim, I reported to my superiors ap-
parent Irregularities in the claird. I recomnended that the claim be investigated
for possible violation of false claims statutes. An 18-month Independent review
by the Navy came to a similar concluslon and the case was referred to the Depart-
ment of Justice. A subsequent 2w-year investigation by the Justice Depirtment
resulted in Litton being indicted in Federal Court for violation of Federal statutes
prohibiting the subminmion of false clnims. Ilowvevar, a Federal judge dismissed
the indicteintitvithoult hearing the case, citing an alleged procedural irregularity.
The Justice lDepartineeitt has appealedl thie Ju(lge's decision.

In Jun't. 1970, I testified at length before this committee about Newport News'
claims. I cited many examplii-6f grossly exnggeriitdd and Inflated iteRs in the
claim, including $97 million for "Parkinson's Law" and $32 million for "Navy
Recruiting Practices." The record of the June, 1976, hearings explains these and
other claim items in detail.

- he aete claim the ~''vy Claims Scttlen-mt Board has bee" ^k to settle
shows that the Newport News' claims are greatly Inflated. In February, 1977
the Navy Claims Settlement Board was able to settle the $151 million CGR
38 and 37 claim for $44.3 million-only 29 percent of the total amount claimed.
This settlement resulted in Newport News recovering all of its costs and a profit
despite: (i) the very significant manpower problems Newport News experienced
in building these ships; (ii) the 18month delay In delivery of both ships from theoriginal contra ct delivery dates during a period of double digit Inflation; and
(iii) all the diflicultirs encountered by Newport News during the construction
of theso ships regardlo:ss of cause or responsibility.

Newport News officials contend that it is wrong to characterize this settlement
as "29 cents on the dollar." It is 'true that even ifrthe claim had been determined
to be completely valid and the contract ceiling price increased by $151 million,
as the company requested In its claim, Newport News would not have actually
recovered 5151 million in cash. This is duo to cost sharing provisions in the
contract. Howrever, the Navy had to review every element of the $151 million
increase in ceiling price claimed in order to determine how much was valld andhow much the company would be paid. Based on this review, the Board found
that over 70 percent of the claim was Invalid.

I have no way of knowving what proportion of the remaining $743 millilon of
Newport Newrs' claims are valid. The Navy Claims Settlement Board is still
considering them. Howvbevr, in accordance with Naval directives, I have submitted
to appropriate Naval authorities four reports on Newp~ort N~ews' claim items
under my technical cognizance which I bleleve warrant investigation for possibleviolation of fraud or false clairims statutes. Since my review of claim items under
my technical cognizance is incomplete, there may be more. Further, I under-
stand that other people reviewving the claims have reported additional claim
Items for Investigation.

A similar situation exists with regard to the $544 milion claim submitted by
Electric Boat under twvo contacts for construction of 13 SSN e 88 Class sub-
marinte. The claim was submitted on Dcember 1 1976. The General Manager
of Electric Boat mcrtiied this claim as "current, complete and accurae." thealso certified the claim as accurately reflecting "the material damages or contract
adjustments for w~hich the Navy is allegedly liable."tihe Electric Boat claim cites numerous Government actons which the com-pany alleges caused all delyas and increased costs experienced en the BoN f88
Class ships at Electric Boat. Yet, there were many contractor-responsible Prob-lems at Electric Boat which adversely affected production. These problems
include a hortage of skilled manpower, poor productivity, start-up of newi
facilities, and a fve-month labor strike.

Based on a review of claim elements under my technical cognzance, I have
submitted to the appropriate Naval authorities a report on 18 El!ectric Beoatclaim elements which I believe should be Investigated for possible violation of
fraud or nvlse claim statutes.

A.iia iuaineit ,it regar to th $.1A mio _-i umitdb
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,More than six months have el.psed since I submitted my first report regardingposF!J!e fraud in the Newrport News' claims. As I understand it, two attorneys
m the office of the Navy (jencril Counsel have bet-a given the task, along withtheir other duties, of reviewing these reports and of determining whether the
claims should be forwarded to the Justice Department for formal investigation.

Senior Navy and Defense officials seem reluctant to Investigate roessiy inflated.claims by shipbullders, some of which involve hundreds of millions of dollars.
IS reluctance could stem from several reasons. Many of those officials came

from Industry or from law firms and may see nothing wrong with what thesecompanies are doing to try to enhance their profits. Some may be reluctant to
pursue the false claims issue, for fear of being criticized for not promoting "goodrelations" with contractors, or for scuttling a potential claims settlement, or fornot seeing the "big picture." Moreover, corporations can bring great pressure to:bear and cause delays so that it might take years to complete an investigation.

ILarge Phitbuilding claims can bo important to conglemerates as a means todefer or perhaps avoid having to report losses to their stockholders.' T'hc profit.projections they nt c nasslnne a given recovery nnder tho elaimsn. To the citeuat
the ligure :wVuncld is greater thma the ainount the Navy deterinimns it ltgzatlyewes, the conmpnny 1i.I a strong incentive to avoid settlement through whlatvlrnmcansare available, Ttneluding lengthy litigiltion, while It tria to pressure theo-Navy Into a higher settlement offer.

Inflated claims also Increase a shipbuilders chances of getting paid.moro tharho is contractually owed, or getting a lucrative settlement based on the Govern-
sileubs assessmn:t .. "hltigatave is!-:" __ "litigntivo ce--!'. "Litigative risk" !athe amount Navy lawyers include in claims settlement offers to accomnt for theopossibility of losing In the Armed Services Board of Contract Appeals or In court.

Litigative cost" is the amount the Government estimates It will spend to defenditself before the Board or In court. The larer and more complex a claim i, themore costly It Is for the Government to litigate and the greater the risk that ashipbuilder .with his high-priced lawyers, can obfuscate the issues and win a'favorable decision In litigation. Of course, "litigative risk" and "litigAtive cosV'tirc highly subjective assessments which can be used to pay off claims while oeten-siblyxettling them only on their so-called "legal" merits.
If F-ederal statutes covering fraud and false claims are not enforced, contractorswill continue inflating their claims. Under these conditions the Government will*continue to waste millions of dollars evaluating highly inflated claims whichhave little or no substance.
In my opinion the Defense Department and the Justice Dopartuient shouldstrictly enforce the False Claims Act and criminal statutes Including those per-

tainlng to fraud. Prior to settling a claim, the Contracting Officer should berequired to certify that no evidence.of fraud or false claims hbs been uncovered
In his review. If such an affidavit cannot be made all evidence discovered shouldbe thoroughly Investlgated for possible fraud, with the assistance of the JusticeeDepartment.

1 have testified previously and at length regarding the need for other improve-
ments In the area of shipbuilding claims. These recommendations are as fo1ows:

1. Authorize the Navy to hire outside counsel and such other assistance as Isnecessary to help with claims and claims-related matters. These lawyers should beauthorized to perform any services in connection with these claims except repro-
senting the Government in court, which Is properly the function of the JustlceDelpartment. We are not presently getting adequnte legal support from the Officeof Nnvy General Counsel.

2. Develop a permanent group of outside claims specialists Including technical
personnel, procurement experts, and attorneys to review and analyze majorclaims, do lel research, prepare legal documents, Interview witnesses, and help

prepare the Government's defense under the direction of Government personnel.
Presently, the burden of claims analysis is being borne by Government personnelto the detriment of their assigned responsibilities.

3. Requlre as a matter of law that prior to evaluation of any claim, the Govern-
meat must obtain and the contractor must submit a signed certificate from a
senior contractor official that the claim and Its supporting data aie current,complete, and accurate. There is presently a Navy requirement to this effect,but t is not always enforced.
4. Costs Incurred by the Navy in evaluation of invalid portions of claims

should be set oft against the amount determined to be legitmately owned. Thisshould discourage shipbuilders from using frivolous items in their claims.

32-340 0 - 81 - 21
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. Prohibit contractors from changing their claim after It has been finally sub-
mltitted oc the Contactlig Officer. crony review by the Gove-nment, the
contractors should be given an opportunity to furnish additional information
needed to support the claim where the Government review Indicates weakness.
However new theories of entitlement and new claims submissions should be
barred. Mften the Navyst claims analysis effort Is frustrated by the constant
revising of claims.

G. Require litigants and their attorneys to disclose at the outset of any commer-
elal litigation all facts, whether favorable or unfavorable, relating to their lawsuit.
In filing a ease before the courts or administrative boards, the plaintiff and his
attorneys should be required to sign a stringcnt certificate that the information
submitted in support thereof is current, complete, and Accurate. Criminal penalties
and disbarment proceedings should be invoked tor false certifientions. Under our
present system, some shipbuilders contend that they are not required to disclose
facts which would tend to undermine their claims.

7. Change the pperation of the Armed Services Board of Contract Appeals as
follows:

a.. Give the Government the same right as contractors to Appeal adverse
_ecilsons of the. Armed Services BsWrd. of Contract Amens. Presently, the-

Government has no recourse. in the case of a bad Board decision or one In which
the Board has exceeded Its authority.

b. Until such right of appeal to the Courts is granted the Departent of Defenso
should provide for Internnl review of Armed Services Board ofd Contract Appeaii
decisions.. Paylafimar attention sasiird be paid to questiois of whether the Board
Is exceeding its authority

e. Make any mat obtained by contractors under the Freedom of Informa-
tion Act, which Is 'not obtainable by discovery proceedings, Inadmissible Against
the Government before any Contract Board of Appeals or In any litigation. As
It now stands contlactors can circumvent Board or Court restrictions on discovery
by using the 'reedom of Information Act. The Government has no such compara-

d. Discontinue trials d4 "ovo before the Armed Services Board of Contract
Appeals. Only evidence submitted to the Contracting Officer should be allowed
before the Armed'Services Board of Contract Appeals. Today a shipbuilder can
present the Board an entirely different case than he has presented to the Contract-
ing Officer.

e. Promulgate a Board rule that law firms who violate the ABA Code of
Professional Responsibility are not allowed to appear before the Board. Require
that no one In the Defense Department shall do business with law firms which
are In violation of the ABA Code of Professional Responsibility. At present there
seems to be no effort by the Department of Defense to ensure that attorneys
practicing before the Board coniply with the ABA Code.

The above are my recommendations for Improving the handling of contract
claims. I recognise that some shipbuilders stand to lose considerable sums of
money on their Navy shipbuilding contracts if their contracts are enforced. So
be It. That Is how free enterprise is supposed to work. Some of these losses result
from mismanagement; some from unanticipated events which the contractor may
not have foreseen, but which under the terms of the contract arc not the legal
liability of the United States Government. But, the point is that if shipbuilders
are excused from their contracts, other Defense contractors will want simllar
trcatment when they experiendo losses on their Government contracts. I view
the problem this way: if contracts are not to be enforced, there Is no sense nego-
tiating them.

There has been a tendency for some of our transient De!ense and Navy officials
to believe the shipbuilding clairas problem can be solved if only a way can be
found to pay contractors their projected losses. These officials forget that if the
Government had picked up the tab for such losses at any time In recent years,
wo would still have large claims today. For example, five years ago the Litton
LIlA claim was for about $270 million. By 1976, the claim had grown to over
$500 million. Today, the Litton LHA claim totals over $1 billion.

The Electric Boat SSN 688 Class claim is another example. In early 1970, the
Navy settled all outstanding claims on the first SSN 083 Class submarine con-
tract through May 20, 1976, for $97 million. Then, General Dynamics officials
offered the Navy a total claims release on both the first and second SSN 688 Class
contracts for an additional $53 million. The Navy could not accept that offer
since It covered a claim which had not yet been presented.
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Shortly after the $97 nillion settlement, Deputy Secretary of Defense Clements
introduced his plAn to settle -hi rg ^lalms using Cublic Law 85-S04 YJthder
that plan, General Dynamics and the Defense Department reached tentative
agreement to settle all remaining claims on the two SSN 088 Class contracts at
Electric Boat for about $170 mIllion-almost $120 million more than the com-
pany's previous settlement offer. As late as November, 197,. General Dynamics
was still asking the Defense Department to accept the $170 million Public Law
83-804 claims settlement.

By February 1977, however, the company's cost estimates for the SSN 688
Class construction program increased such that even a $170 million settlement
would have left the company deeply In the red. MrIoteover, costs have been over-
running so that even if the Government had In February 1977, paid Electric
Boat all losses being projected at that time the company would again find itself
In a substantial loss position by the 1st of ecember. Had the Government paid
otf the losses being projected on the 1st of December, the company would again
find itself in a projected loss position as of today. To anyone considering a one-time
payoff as a solution to the shipbuilding claims problem this should. be a sobering
thought

In estraordinary eases where Ihe Government. decides to bail outer.zhipluilder
under Public Law 85-04, the Navy should ensure future access to the shipyard's
production facilities. This could be done by buying the shipyard and having a
contractor operate it as a Government-owned, Contractor-operated plant. Alter-
natively, the Navy might be able to enter Into a long-term leasing arrangement
so Mhat if the contractofsubsequently threatenea to deny tLh iacnuzies for Navy
work, the Navy could make them available to another contractor.

My proposal to acquire certain shipyards and operate them as Goveinment-
owned, contractor-operated plants rather than just to reform contracts In response
to shipbuilder threats has been criticized as an attempt to nationalize the ship-
yards, and as being contrary to the "free enterprise" system and defense procure-
ment policies..

It is not nor is It meant to be, a punitive measure as some have suggested, nor
a method for the Navy to run private shipyards. What I envision already exists
throughout Defense procurement, In the Department of Energy, and elsewhere.
In many places, the Goverment owns the production facilities and a contractor
manages them for the Government. That is supposed to give the Government the
benefits of private industry in cases where the Government owns the facilities.

Personally, I have always advocated relying on private industry to provide
the facilities as well as the management expertise needed to fulfill the Govern-
mernt's needs. But if the Navy excuses a shipbuilder from a contract, it may again
find. Itself faced with threats of work stoppage or refusals to take new business
whenever the shipbuilder wants his contracts repriced.

Keep in mind I am only advocating the Government-owned, contractor-
operated plant approach In cases where the Government decides it must bail out
an essential shipbuilder. Moreover, I advocate the Governmentrpaying fair value
for any shipyard it would acquire under these circumstances as part of the overall
settlement so that the Government would not in any sense be confiscating private
pro etv

rher tiYt minute withdrawal of the Electric Boat claim.from the Navy ClI ms
Settlement Board and a new agreement to defer litigation on the Litton contract
dispute indicate the possibility of another effort to settle the elaims at these two
yards on other than their legal merits. As I have previously explained, I believe
the Government should enforce Its contracts. However I also recognize that
senior Defense officials have responsibilities far broader ithan my own and may,
for their own reasons, arrive at different conclusions.,

Defense officials have the authority to settle claims by granting extra-con-
tractual relief under Public Law 85-804 whenever they determine this would
facilitate national defense. In such cases, however, great care should be taken.

I believe that the following criteria should le applied in resolution of the claims
on a basis other' than strict legal entitlement:
* The true financial condition of the corporation should be determined. by
Government audit. Corporate officials sometimes tend to exaggerate the severity
of. their financial situation in dealing with Governtnent officials.

Attempts to reach an overall settlement of shipbuilding claims should in no way
prejudice the Government's ability to enforce the termps and conditions of existing
Government contracts.
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The worth of the claims should be determined. The Navy, the Congress, and
the ublic should know just bow nuch of the amount claim is valid.

Thc provision of txtra-contractuni reilef should nor i% any way excuse a con-
tractor from any legal liability he might have under Federal fraud or false claims
statutes.

The settlement should not establish a precedent which the Navy would be
unwilling to apply to other claims-troubled contractors if they are essential to
national defensq and if their contjnued ability to perform is in jeopardy.

The Government should try to get back, to the greatest extent possible, as
much In value as it gives up.

The settlement should guarantee the future availability of facilities to the Navy
wen into the futuro-esy 25-50 years, together with the contractual right to
change contractors In this way, the Navy will not continue to be vulnerable to
threats of work stoppage whenever a shipbuilder encounters financial problems.

The settlement should specify holy subcontracts should be handled. Ship-
builders should not be perm tted to later bail out subcontractors at Government
ex ense.

Who settlement should constitute a one-time permanent solution at that ship.
yard so that the Government does not again find itself in the dilemma of having to
choose 1e7 en gettlig shlpi~ifd enforcing cotoirxl-

Senator PRoxmiwc. Admiral Electric Boat argues that their
roblems in constructing 688-class submarines are caused by the

Covermnent's degi-e-
Has Newport i-eis experienced problems to the same extent as

Electric Boat constructing its 688-class submarines?
Admirial RICxOVERL Not to the same extent, sir, although they have

problems, too. Newport News happens to be the design contractor
for the S9N 688 class, under a completely separate contract.

We made a cost-plus contract with the Newport News design outfit
for designing the ship and we made a separate contract with Newort
News as a shipbuilding corporation.

However, if there are mistakes in the Government-furnished design
made by Nenport News, the Government is responsible.

Now, I swill give you a specific answer to your question.
Electric Boat incurred substantially greater costs and expended

many more man-hours in building their first 6S8-class submarines,
than Newport News did in building the los Angceies, the lead ship.

Currezit protections for the fourth 688-class ship at each shipyard
indicate that Electric Boat is still substantially more costly than New'-
port Newas.

Senato enoxmwRs. As I understand it) the Electric Boat contends
the Govemmentmnade 30,000 drawing revisions.

That seems like an awful lot. Would you comment on that?
Admiral RICKOvzR. That is a big red herring.
In the 688-class submarines, we expected from the very beginning

about six changes per plan. Now, this number of changes, to somebody
who doesn't understand it, sounds horrendous. But, the revision
might just be a chanxge of a word or a comma or something like that.

We generally figure on a now contract, theo Navy does, changes
'will cause about a5- to 6-percent increase in the cost a ship.

SenatorlPnoxitizi. Were these changes at about the same propor-
tion back in 1067?

Admiral RICKOVEUL Yes.
Senator -PnoxMxtsi. When the claims were about 2 percent of what

they are now?
Admiral RIcKovEn. Yes, just about the same.
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;Senator PROXMIRE. So, there has been no increase in changes that
world account for tbis enormous increase in claims?

Admiral RicxovEn. No, sir. The same number per drawing Chanoes
altogether in the cost of a ship run about 5 percent, that is all. Yet
you get claims which are almost the same amount as. the original
contract prices.-

That in itself should show you what sort of game this is. The.
people who. testify have statements prepared for. them blaming the
Government. Actually some probably give orders as I read to you in
one case where the senior official says you go ahead and put in any
claim you can find until you cover the costs.

Senator PROXMIRM. Now, I know you have had experience with'
Government-owned, contractor-operated plants for the Department
of Energy. You talked about'that as kind of a yardstick, I guess.

WMat are the key features of this kind of. an arrangement?
-- dmiral RicxKcr. The key foatura is this: T.6 Government-_

owns the plant and the facilities and a commercial contractor operates
it. It could be any big company. The Government pays the costs
and the fees are pretty low.

I think triat the fee we pay in our Energy Department laboraLoudeA
is about 2.6 percent, something like that. We pay a very low fee.
If we see an inefficiency we have the right to stop it.

With our present shipbuilding contracts, we have no legal authority
to do this. Absolutely none.

So; once we make a contrast with a shipbuilder, as it has turned
out in recent years, there is no incentive for management to worry.
about the yard. The shipyards are owned by a conglomerate. They*
go around looking for more business, more profit.

Senator PaOXMIum. SO the Goverment-owned contractorsoperated
change would give you that authority that you need?

Adlmiral Riccovma. Yes, sir. The Army and Air Force make ex-
tensive use of Government-owned contractor-operated plants in
making their equipment, so (3000 shipyards would not be all thab
heretical.

Senator PROXnIRm. Now, would converting a shipyard to the
Government-owned, contractor-ope-rated operation solve' the pro-
ductivity problem that you mentioned, tho. shipyard's experience
generally?

I realize there is some improvement butj do you think it will be
a-

Almiral RicKovrny. First, tho Government voultld have tp own atlt
land andi facilities. The private contractor, as I said, would theo be'
paid a small fee under a cost reimbursement contract with the
Government for operating it..

The contractor'would be responsible for man 'nging work, providing
the personnel, organizing the plant, anti so o'n, subject to roviewn
andl approval by theo Government.

It the contractor failed to perform well, thei Government would.
have tho right to replace him with another contractor to operate'
the facility. While the ide of Governmeit-owned, contractor-ol)erated
shipyards is not a panacea for the current, shipbuilding contract'
prolilems, it would guarantee the -Navy access to the facilities and
put. an end to the claimns business.
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Do yoxi get that point, -Mr. Chairman? This would put an end to the
cIaii -s busiress, alloWing both the Navy.wiad the shipbuilding peennel
to concentrate on the difficult task of building ships.

You would be surprised at the large portion of the technical talent in
the Navy that is emuloyed in these claims problems. That is one reason
we are going to fal behind in our technical work, so much of this
work has to be done by engineers.

We aro'going to fall behind technically if we keep on with this
charade that we are going through. It is just a moneylaking prop-
osition for the shipbuilders and the technical people who are re-
sponsible for the militairy strength of this country have their expert
time taken up in this sort of nonsense.

A 90C0 shipyard would ho better than negotiating a fixed price-tLype cotitrt~t.Iul, llzi, imayv i ugi latc'. rXi nims aii ti tlluri is~vil lug}I luni flail
the shipblildler anyway just because he is incurring; al loss or whliehthe^Govornxlnent is'i10L contractu idly •plonlsi ble. -~ ~ ~ '

Shifting to a 0003. operation would not in itself solve the present
productivity problems; Hoxvevor, it wouldl facilitate their resolution
by allowing pexsonnre! *t' coriccntlate on shiplbui'ing instead ef--
contractul financiala problems.;

It would also eliminate any incentive to try to manipulate the
operatidn for financial advantage rather than producing ships effi-
ciently. I mentioned to yof the report we submit concerning shipyard
efficiency. If itis a navy yard we can take action with that navy yard
to improve the situation.

We cannot interfere with the private shipyard. They make a fixed-
pice contract with the thought they will perform efficiently but,
actually, they do not care; not in this climate.

Senator PROxMIRR. Do you think it would be feasible to have one or
two shipyards operated on a GOCO, Government-owned, contractor-
operated?

Admiral RICKOVER. Yes.
Senator PitoxuniE.. And the rest privately operated, could theNavy have a reliable-procurement system that wayY
Admiral RxCKOVER. YCs, sir, it would not be necessary to mako all

*shipyards GOCO unless we could do better-I am not in favor of
converting privately owned shipyards to GOCO as long as the ship-
builders wil honor their contracts. I am in favor, as I said previously,
of pure capitalism which means integrity and true competitiveness.
I am all in favor of that.

I would like to see these goals restored but I believe you find, all
over the United States, more and more monopolies are being created
by so-called capitalists who are destroying the capitalist system,
which in'my opinion has made this country great.

Any, other system, communism or socialism, is an anathema to me
because, ultimately, they must stifle initiative.

But, what difference is there today? We are adopting the Communist
system in the way our industry is run. It is really Communistic. If we
have some big organization in control, what is the Government's
responsibility for protecting 'the entire people? The taxpayer is
not aware of these problems. He never reads testimony on these
esoteric matters.
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He doesn't realize how he is being ripped off. And my reason is not
only to save money. My reason is to gDt a better '-_-b4c.7ne faster, it i X
not only a matter of money.

Senator PROXMIRE. Let me get back to that problem you had with
your being harassed and held up. and the unequal situation with the
In rs cr of the opposition questioning you at length.

Tou have testified in past years about the desirability of the Navy
being able to hire outside counsel to assist in resolving the claims
problems.

Do you still feel there is.need for outside counsel?
Admiral RICKOVER. Absolutely, sir. Take the present case, the

Jusfice Departmcnt within its own ability is doing an outstaiidinm
job in representing the United States. But they: don't hav6 enougl
iawyers4 to preparo a case t-he santo way theiro o sltion' dlues.

* 'f'iio'other lawyers spend days preparing and ilen I am d eposed.
After a; ii-'iier of them tak6pllenty of time 'f-to figure out what is
the next entrapment question, I am hauled up before them. What we.
need is an analysis of the claims issue, we don't have the legal talent
to donthat.

Senator PRoxmrRE. You previously testified to the effect that the
Government doesn't always get a fair shake in the Armed Services
Board of Contract Appeals. What is the basis for your conclusion?

Admiral RICKOVER The contractor has a right to appeal from a
decision of the Armed Services Board of Contract Appeals. The
Government does not. However, there has been a recent case decided
by the Court of Claims which appears that the Government may have
a right. But the Armed Services Board of Contract Appeals is like any
other agency, pretty soon they get a life of their own and they start
making law.

They. are making laws, once they decide. a' case with new legal
principle. Like the laws of the Medes and Persians, it becomes for-
ever engraved on a tablet of stone.'

Senator PROXmiRE. I would like -to ask you. to respond to what
seems to me might be some of the logical complaints that the ship-
builders themselves have. 'They complain, for example, that it takes
too long to settle shipbuilding claims and that that is a sore point in
their relationship with the Navy. What is'your comment on that?

Admiral RicICovER. I believe I cited, as an example the tMlectric
Boat claim. Electric Boat has complained about the length of time
required to settle claims, but their claims were submitted very long'
after the facts, years after the events happened. That is another sore
point. As a result of prodding from Congress, the Navy instituted a
system to deal with changes. They claim Government changes are'
largely responsible, but that is farfetched. As I said, changes on recent
contracts are only about 5 percent.

We arranged a procedure which was accepted by the shipyards and
is accepted by all contractors with whom I deal. Under this procedure,
if the Navy wants to make a change we write a letter to the company
and ask them what it will cost and they tell us;

If we consider it reasonable, we go ahead with the work and re-
imburse the contractor. That reimbursement includes the delay,
if any, in the ships they are building;
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If ve don't tbink it reasonable, or if we think we could do it cheaper
somewhere else, We don't proeed with the chfatize.

Now, the shipbuilders' lawyers are attempting to prove this pro-
cedure is "illcgl." I make an analogy. SuppOSO you want to order a
new suit of clothes from the tailor. After be starts making it, you
would like to have nnother button added. l
* You go in and talk with him and ask what it will cost and he tells

you. If you don't like the price you tell him not to atdd the button.
If you accept the plrice, you pay the extra amount.

: What is wrong with this concept? I knowv you are not a lawyer, sir,
Ibut yout had to be reasonably intelligent to get elected to Congress.
What (lo you thikiti o0f tht urmumntSnt?

No'ow, 0l sliimiildenrs are snying ingniy or the work itemis that they
IcceC)ted for no hicrease in conlnrct price several yeas ago nre (vianges.
Thes'tjitems are now tbq sulject of iiiuluj'nillion-dollar claims. HIow
(1o you like that?

T'hey accept these items at no additional price or told us what it
would cost in (lisruption-what it would cost to do the work- and we
paidi. Now, lawvyers are grilliptr me tc de;7;-oy a theory ..hiC! has been
accepted by the company and used, grilling me in an attempt to
prove that the agr~eed upon procedure is illegal.

Scnator~ Paoxniias. What you are saying is this: The contractors
by and large are responsible or dragging out this procedure; further-
more, it is to their interests to do so and the system is so structured
to encourage them to do so.

Adiniral RicxovVR. Yes sir
Senator PROXMIRUE. The fonger they drag it out, the more they get,

the higher the profits they get?
Admiral RICXOVER. That is correct, but there is another point to

consider. Anyone who knows the facts in these disputes is likely to
be gone in a short time. Don't think that is a foolish point.

Senatoe:PnoxunitE. Except you.
Admiral RIcKovEn. T'his is not only a point to consider-it is

nctually the case.
Senator Pitoxxiinr. Execpt you, you havo been there since 1918.

You outlasted most of the contractors.
Admiral RICKOVER. I have not been in this job since 1918,

although-
Senator PRoxA1nE. Yes, among official negotiators, there is a

turnover.
Admiral RicKOVER. Although ldealing with these lawyers has

certainl)y sharl)enedl my wits an(l given me nnotherconcept of how this
society works. Let mro tell you it hns depressed me very much to sco
as I said-

Senator PnoxOXIRE. Admiral, with all this depressing testimony, I
think that we have to' recognize that this country has done pretty
well inl some ways with shipbuilding. We still have the best Navy
shim)s in tho world, most pcoo efeel that tl)c on clear reliable deteiTent
we have against the Soviet Union is our submarines.

Tliere is considerable iuestion about the air part of the Triad and
niissilo part of the rinad but the submarines are considered to be
rmstor, qmieter, more efficient in virtually every way.

Our Navy has built greit ships.



325

Admiral RitcovmE I will not comment on the statement of faster.

and quieter because of the classified nature 'of the subject.

Senator PuoxmuRB. it is classified, I reffize, but that is iLe general

view.
Admiral Rickovim. But I will comment that the shipyards them-

,selves could never all alone design and build these ships. Recently,

or a few months ago, Mr. Diessel, the president of Newport News,

during a speech at a launching made essentially this statement:

"The Government gives us a blank sheet of paper and we have to go

and -design the. ship."
It occurred to me-if all they get from the Government is a blank

sheet of papenr-how could they submit $894 million worth of claims'

based on a blaflk sheet of paper? It occurs to me that question has

never baen answvered.
' There must bo a partncrsbip between the Government and tdi-

.suipyard in ordeer to build ships aq complex as today's submarines,

aircraft carriers, nearly all vessels.
With a tanker you can build from a standard plan and the consq-

quences of anything going wrong are not any~where near as serious.

Biut wheit yuiu consider a ¶/iix ship, cspcz:1ay a nuclear-r~-wcr-d

ship, there must be complete cooperation between the design and

construction people of the yards and the Government and as far

as the working people are concerned, this cooperation prevails.

We have no problem with the working people. The real problem

is with the financial managers whose objective is not really to build

ships, but is to make money. This whole claims situation is made

out to be a clash in personlties. It is not. There is one word that

describes the problem-money.
I would like to say a few more things and I %vill be through-may I?

Senator PROXMmEE. Before you finish, may I ask you, a couple

questions because they relate to what we have just been talking.

qabout. 
-

Not only is there an argument that our ships, after. all in spite of

all the criticism, ar of high quality, but they complain that their

profits are too low. You say, well, they don't have to get into it.

Bait one of the reasons they get into it is the very reason you Ore

testifying to. They can l orward to claims and pad out their

profits. But what I am sayng is they would argue that the profits

that. they can anticipate if they dont file claims are iniadequate,

and among their arguments on this is the fact that there are so few

shipbuilders.
it is not an area where corporations are rushing to get into it.

Capital isn't attracted to it. That would argue it is not a very profit-

able operation basically.
Admiral RIcKovER. I can agree in some' cases shipbuilders are

not making a profit. But what are the reasons? what about their

own inefficiencies? I don't agree that where a firm takes on a job

like this signs a contract, and then pays very little attention to how

the wOrID is done-perhaps because ho has a feeling in back of his

mind that the Government is going to pay. whatever it takes--I

don't agree the Government should guarantee him a profit.

There isn't any incentive to build ships efficiently. The isnothe

capitalist incentive. Again, I would like to point out that in the capi-
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talist system there is risk. There is no risk in this game if wev are just
goigb to paiy them bi .

Senator PRoXnMIL. Well, there certainly isn't a risk when you
have this kind of a claims settlement. But I wonder if we cannot
balance this out where we work out a sYstent that provides for a sub-
stantial profit.
. I agree with you that our system is the best but the cornerstone of
our system is profit, incentive for profit, so that those who are effi-cient can make high profits. They should. That is good and I applaud
it. I abm sure you do, too-

Admiral RICKOVEIL I have thouglit about this a great deal, and Icannot see any other way. I don't Know of any other viable methodwith our system of government, except a GOCO operation, whore itis necessary, and then we could step in and point out things that are
wrong. ., .

We can give guidance, advice and directions to the ten awho arerunning GOCO shipyards. We have done that from time to timeunder other GOCO operations. We cannot order private shinvarqswhat te N;We can only teilthem what we c6iiider to be a problem.But in a GOCO operation if we think management is doing something
wrong, ev can tell them and they must correct the situation or wewill get new managers.

We operate the two laboratories under my jurisdiction under aGOCO arrangement and they make a profit. The parent companies
make a profit. It is not large, I believe it is only about 2.6 percentbut it is all earned money.

Now, may I read this?
Sonator PRoxaixnE, Go right ahead, yes, sir.
*Admiral RICKOVER. The responsibilities of Government officialsinvolved in the administration of these contracts are twofold:
First, to assure that the work is properly performed in accordancewith the cQntract terms.
Second, to insure that public funds are legally spent.
The evidence presented. in the claims is from the viewpoint of thecontractors not from that of those paying the bills.
Shipbuilders have -been willing to settle their claims for far lessthan thb amount claimed and this alone should cause one to questionthe validity of the amounts. This may also explain the reluctance of"some company officials to certify their claims.
Thooretically, the burden of proof rests on the contract. In practice

it is the Navy or. any other Governmenit agency that must constructwhatever legal case the contractor may have. This is very time eon-
suming.

Some claimants would have you believe that the whole problem hasbeen created by a conflict of personalities. They have made shipbuild-ing claims a political and personal matter. In actuality, it is simply
a matter of money.

Sonic say I have no business becoming involved in or criticizing theDOD's contracting or claims settlement practices. They say that.
any criticism should be left to those whose job it is. But some of themhave ceased to be capable of self-criticism.

Althouggh they have great power, they act as if Prometheus hadbecome manager of a match factory.
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Although financial dishonesty is of great imuortance, the real evil
that follows general commercial dishonestf ii the intellectual dis-
honesty it generates.

That is a very grave point. This dishonesty permeates much of
business today which you know from all the bribery revelations and
and many other scandals that have surfaced in recent years. The
recording angel may occasionally shed a tear for a sinner but I doubt
he will do so for those officials and the shrewd claim lawyers.

A new attempt is now being made by the Defense Department to
settle claims. Those involved have implied this.will be accomplished,
in a short time.

What new magic have they developed when all previous quick
solutions have not worked and since it'has takenthe Contract Appeals
Board which consists of expert people, such a long time?

I recommend legislation. that would makie public the reccrds behind
company profit calculations. That would help protect the so-called
owners of the corporations; I mean the stockholders. You'could have
the Securities and Exchange Commission report on their profits and
nihri. their true fit in1cad position is. T"is would be essential informa-
tion if a settlement is made.

I strongly urIe you to consider that. I think you have some contact'
with the SEC. Istrongly urge, because-

Senator PRoxrimu. Yes, we have jurisdiction over the SEC in.
the Banking Committee.

Admiral RicxOvER. If senior officials want to help out these con-
glomerates, let's first see what real profits the conglomerate is making.
The SEC has expert people. Perhaps they should get involved before
such a settlement is reached.

This is one of the most important suggestions'I have offered you for
sometime. I hope you will consider it, sir.

History is not wholly a realm of fact. It is also a realm of values.
An appeal to principle is, therefore, the condition of any social advance-
ment. Social institutions are the visible expression of the moral values.
which rule our minds. We cannot alter institutions without altering
moral values. Men can make a better society but it will only come from:
belief in some higher order.

Senator PROXMIRZ. Admiral, thank ou very, very'much for your.
excellent testimony. It is most usefuY I believe you have made a
brilliant analysis of his situation and an analysis that will help us to.
work-out solutions.

You have also come out with some very constructive positive ways
in which we can make progress. We are very grateful to you for your,
testimony.

Admiral RixCovER. I in turn would like to thank you sir, for the.
privilege and opportunity of appearing before you, and testifyino
exactly as I believe, which is how I have been testifying, as I thing
you can tell by the depth of sincerity of my remarks.

The people of the State of Wisconsin should bo congratulated for
havin had the wisdom of electing you and keeping you in your job.

Is t~at n good campaig~n pitch for you?;
Senator PROXmIR1. That is a great one, yes;.I just wish you could'

vote in Wisconsin.
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Admiral RIcxovER. WVell, maybe you can get a special law passed
establishing a temporary, residence for me.

Senator ?ROX.MIRE. wire will make you an honorary citizen, instead.
Admiral RicrovER. Do that. entitlid to vote, yes.
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ITEM 12.-Mar. 18, 1976-ADM Rikover Memorandum for the Ohlef of Naval
Material concerning certfication of claim.. The memorandsm recommenifs the
Navy astand frm on ts requirement for this aoldovit and the other soaegoards
it has instituted to protect the publio from unwarranted ewpenditures .

Dzpsswz or THE NAVY,
NAVAL 8Ea SYsTEMs CoMMA-VD,
WGuhington, D.O., March 18, 1976.

MEMOBANDUM FOB TS: Cw- or NAvAL MATERIAL

Subject: Certification of shipyard (b) clas.
Enclosure: (1) My memo for the Deputy Commander for Contracts, Naval

Ship Systems Command dtd 30 Jun 72
1. I understand that you plan to meet with the President of shipyarc (b)

on March 19, 1976 to discuss shipbuilding claim. I recommend you talke up
the subject of claims certification as the first Item of business at that meeting.

2. Navy Procurement Directives (NPD 1-401.55) require that, prior to eval-
unting contractor claim submittals, Contracting Offilcers must obtain an affl-
davit from the responsible senior company official certifying that, to the best
of his knowledge and belief . . . (I) the facts in the claim are current, com-
plete, and accurate and, (11) the conclusions In the claim accurately reflect
the material damages or contract adjustments for which the Navy Is allegedly
liable." Shipyard (b) provided such an affidavit on Its initial claim undt r the
SSN 088 Class contracts but has refused to provide affidavits on Its ,other
chlims.

3. ThIs requirement was Implemented because prior experience Indlated
that contractors often submitted grossly Inflated claims and then revised and
resubmitted them whenever the Government's evaluation of amounts actually
owed did not turn out to be enough to satisfy the contractor. Enclosure (1)
presents an example of one specific case and is slmilar to what the Navy Is
facing with shipyard (b) today. A possible fraud action In this case is stll
being Investigated by a grand jury.

4. In addition to refusing to provide the required affidavits on Its tubse.
quent claims, now It appears that shipyard (b) is even trying to nullif.r the
one affidavit It did provide. The situation Is this:

On July 2, 1975, shipyard (b) submitted a $142. mil1ion claim on its SSN
OS8 Class submarine contracta.

On October 8, 1975, shipyard (b), at Naval Sea Systems Command (NAV-
SEA) request, provided the required affildavit for the above claim; NAVSEA
began evaluating the claim.

In February 1976, NAVSEA, based on a preliminary analysis, concladed
that a provisional price Increase of about $10 million could be made on the
claim.

On March 3, 1976, you met with shipyard (b) offlclals and Informed ,them
that the company would shorty be receiving a. provisional payment of about
Wl0 million.

On March 8, 1076, shipyard (b) submltted a revised claim, now totaUng
S270.1 million, coverlng these same ships; the required affidavit was not sub-
witted, and has not yet been requested.

Although the revised clalm is voluminous, comprising 15 books, a cursory
review by NAVSEA personnel Indicates that the revisions are not confined
to additional items of alleged Government responsibility arlsing after sub-
mission of the first claim. Many of the elements of the first clalm, which the
company certified as being "current, complete, and accurate" have also been
revised substantially.

1Enclosures may be found In company fen.
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5. I believe It Is now essential for the Navy to stand firm on Its reqnire-
ment for this 'afdavit and the nther safeguards M 1F..s¶ 'rptituted to .rotret
the. publle from uiwarrn tId expeijitiures. If the Navy makes a provisional
paymen% on the revised ania uncertified SSX 688 claim or If It proceeds to
evaluate other uncertified shipyard (b) claims In the face of pressure from
shipyard. (b), the VNvy, wiwl have set a precedent for all other contractors
to push for higher settlements than the legql merits of their claims would
justify. The Navy can then look forward to years ot wasted effort evaluating
exaggerated and constantly changing claims.

6 I know you are being urged to "Improve relations" with shipbuilders.
Hlowever, the problem Is not one of human relations; It lb strictly a matter
of money. Shipyard (b) appears to want the Navy to ensure the company's
profitability. This could wvell require a payment of more than the amount they
are entitled to under their contracts. The Navy, however, can only pay claims
ou their legal merits. Payments on nny other basis would require the Seere-
tnry of the Navy to exercise his authority to grant extra-contractial relief
intleslr 1'.1U 975--W.

7. Bly nipaliying pressure and tIreatening not to build ships. tMe eompnny
npparently belleves It can get plind more on ItP. ctlims than It conu'l.ftL!^rwvise
get. Uiaiii contractors are convinced that the Navy intends to handle claims
properly and In accordance with established safeguards, they will continue
to submit Inflated claims and attempt to negotiate settlements with senior
Defense officials for more than they are legally entitled.

S .. suimanry, th: :;.i, pollcy shcul:. wm Lu expedite claim settlements on
the basis of legal enitlement. However, this cannot be accomplished until
shipyard (b) submits realistic claims and certifies that the claims and sup-
porting data are current, complete, and accurate. I recommend you relate
this to the President.- If he refuses to submit such realistic certified data, I
recommend the Navy suspend Its evaluation of shipyard (b) claims and not
grant provisional price Increases against their claims until the matter Is
resolved to the Nfavy's satisfaction. In the long run this will expedite resolu-
tion of the claims prdblem.

9. 1 Wvould appreclate being Informed of what action you take In this regard.
IL G. Itcxovz.~ ~ ~ ~ ~ ~ ~ ~~~~~~H .0 .1lOOIK.

ITE 13.-Jfar. 18, 197C.-etemorandum from Aidm. A. C. Gooding, Commadsqr,
Naval. Sea Rysiemsi Command, to the Chief of aval aMaterial reeonmcnding
that no provisonal paymitent be made to Newport News in view of their sb-
mission of a revised claim on their SN GM88 Class submarine contracts

MAaCz 18, 1978.

MEMO1A.NDUM 705 TBE .CHn OF NAVAL MATSER

Subject: SSN 688 Class Provisional Payment to Newport News.
1. On 2 July 1975, Newport News submitted a clalm on Its SSN 888 Class

submarine contracts totalling $142.5 million (ceiling price). On 8 October
1975,. Newport News provided the affidavit required by the Naval Procure-
ment Directives. In.February 1978, NAVSEA completed Its analysis of .the
SSN CSS delay portion of the claim and concluded that a provisional payment
of abont $sio6 million could be paid Newport eNews on the claim. On 8 March
1070, NAYSEA obtained NAYMAT approval to make the provisional payment.

2. However, on 8 March 1076, Newport News submitted a revised claim tor
these ships totallying $270. million. The SSN 08 delay element, which was
preriously analyze, and which was to be used as the basis for the provisional
payment was revised from $17.8 million to $°2.1 million at cost. A comparison
of the common elements of the two claims cannot be completed until the
week of 22 iMarch 1970; This shonuid permit NAVSEA to determine whether
the Inforinltion used as the basis of the proposed provisional has been modi.
fied or altered by Newport News. If that has occurred, the supporting analy.
sis will have to be redone. You should be aware that based on. a cursory re-
view to date, It appears' that many of the elements of the claim have been
revised and at lepst two technical elements have been added.
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8 A new affidavit was not submitted with the revised claim. In addition,
it apWnrs that the r-Pvs1d claim maks the n64ginal affldstrit Irvrlid.

4. Based on the above, It Is XAVSEA's position that no provisional payment
should be made until (1) the required affidavit for the new claim is sub-
mitted and (2) NAVSEA can complete a detailed review of the revised claim
to determine If a valid basis exists upon which to make such a payment.

-R C. GOODINrO,
Commander, Naval Sea Syatenma Command.

XITEY 14.f-Mar. 24, 1976-ADM Riokover Memorandum for A8satant SceretaI
of tha Navsy owere regarding relations with Newport News Shipbuliding and
Dry DocklCOMpany. This letter provides background information regarding con-
tractnal probleims with Newport Ncew andt recomnmends that ecnior officials
nuakc it erar to Neweport NeIum and Tcnaeco .nayagcanint that the Navy will
proeca. their clainis om thcir legal micrits

IEPARTMENT RO TltR NAVY,
NAVAL SKA SYxUSs COMMAND,

Waw/fngfon, D.C, March 24, 1976.

MSMORANDUM FOR THE ASSISTANT SECRETARY OF THE NAVY, INITALLLTIONS
Lors'rics

Subject: Relations with Newport News Shipbuilding and Dry Dock Company.
L I understand that you and other senior Navy officials are to meet with

the Deputy Secretary of Defense this week to discuss how the Navy might
Improve relations with Newport News In view of our past discussion I
thought you might like to have my ilews. on this subject. Therefore 1 have
stimninrlsed them In this memorandumt.
- 2. The basic question In the Newport News situation Is whether the Navy

will tako responslibl ity for financial problem s at Newport News regardless
of the company's responsiblllty aud performance under Its Navy shipbuilding
contracts.

-. Most of the financial problem on Newport News Navy ihipbuilding con-
tracts Is the outgrowth of company actions takek several years ago. In 1971,
-Newport News projected a need to build up mqnpower 'from 18,200 early. In
1071 to over 30,000 employees In 1073 to meet Its commitments on existing
Nary contracts. In the fall of 1972, Newport NeWs' slgned a contract for three
Liqulfled Natural Gas Carriers (ING's) and announced plans to build a new
yard for construction of these and other merchant ships. At that tUme, New-
port News had an employment level of about 27,000people and was still
building up Its manpower. Xewport News. and.Tenneco officials stated at thetime that they expected to make manpower for the commercial work dvall-
able within their exp'ected 30,000 employment level due to a projected decline
In Navy work starting In mid-19T4.

4. To assuage Navy concern over the potential Impact of the commercial
work on Navy work the Chairman of the Board of Tenneco In a letter dated
February 12, 1973 assured the Navy that:

"Tennccov will nQt allow performance of 'ork on non-Navy contracts to
Interfere with the performance of work necessary to meet Newport News
commitments on Navy contracts."

*5. In early .1973, shipyard productivity decreased an( there was a large
Increase In fabrication errors-apparently caused by the lower skill level of
the new hires. In 1973, Newport News announced that It had abandoned Its
plans to build up to the 30,000 employees which It had projected were neces-
sary to meet commitments on Navy contracts. Since that time the employment
level has decreased to the present level of about 22,000.
'' The decline In productivity and increase In rework (luring the work

force expansion caused an Increase In the number of roanhours required to
complete present Navy contracts. To accommodate this increase In manhours
and the shortfall In manning, Newport News stretched out Navy ship con-
struction schedules. Under the contract terms these manpower problems and
the costs of escalation on the deferred work are the responsibility of the
shipyard.
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7. The shipyard still does not have sumffilent trained manpower to meet
existing commitments on Npvy contracts, and is currently faced with having
to build up the manpower assigned to comiffercial contracts or diyij thecommercial ships. Newport News Is claiming that the Navy is responsible for
anl the delays and higher costs which accrue on Navy work.

& Newport New!s assembled a large team to prepare claims on Navy ship.bulldlng contracta To generate bases for these large omnibus claims, em-
ployees have been encouraged to search out and report actions and events
that might be used as a basis-for a claim against the Navy. Even minor tech-
nical details or problems are now treated as contractual matters.

9. Settlement of contract changes has also become Increasingly diflfcult.
Often the company either refuses to price the changes In advance, quotes an
excessive and unsupported price, or demands the right to reopen contract
pricing later for other reasons such as the "Cumulative Impact of contract
changes."

10. Recently Newport News has accelerated Its efforts to have the Nary
accept responsibility for financial problems at Newport News. For example,
during the past year:

Newport News stnpped work on the CG16 41, claIming lhat the contract
opton for construction of CON 41 Is Invaild. A U.S. District Court directed
that the eompany continue construction while the parties attempted to nego-
tiate their differences and while several Issues In dispute were submitted to
the Comptroller General for rullngs. When the Comptroller General ruled In
.he Navy's fa..: company dIs.6;rzed and returned ,`iu dispute to co-ni.

Newport News continued to refuse to accept most contract changes with-
out reserving rights to "cumulative Impact" thus making It Impossible to
preprice most changes. This created the large backlog of unpriced changesabout which Newport News repeatedly complains

Newport News stated, In a February 20, 1970 letter to the Chief of Naval
Operations, that it was considering stopping work on the CVN 70 and not
entering Into new vNavy shipbuilding contracts The company repeated that
statement In a March 15, 1978 letter to Congressman T. N. Downing whichhas been published In the Congressional Record.

11. Newport News has n6w submitted to the Navy the large omnibus claims
It has been assembling for over a year. These shipbuilding claims now total
over $804 million In requested ceiling price adjustments and cover every
active Navy shipbuilding contract at the shipyard In addition to several eom-pleted contracts.. Newport News has been utilizing these claims as the basis
for getting the Nary to accept responsibility for the financial problems at the
shlpyard. However:

a. Newport News refuses to certify these claims as being current, complete,
and accurate as required by Navy Procurement Directives. From preliminary
Navy review It appears that claims are Inflated.

b. Newport News typically does not show a relationship In these clalms be-
tween alleged Government actions and Increased costs and delays. It simply
lists a series of alleged Government actions, and then claims that the Gov-
ernment Is responsible for aU Increased costs and delays.

12. While Newport News is owed some money on Its calms the company,
by the nature of Its claims submissions, has made It very dl[fcult and time
consuming to sort out the Items for which legal entitlement exists. It Is rea-
sonable to conclude from the manner In which the clalms have been presented
that the company believes that actual entitlement under these claims Is con-
siderably less than the. amount the company Is seeking.

18. In his March 15, 1970 letter to Congressman Downing, the President of
Newport News stated "I need to bring all the pressure to bear that I can for
a prompt and equitable resolution of the differences between the company
nnd the Navy. Time has run out." Yet, over $t=5 million (three-fourths of the
total) of Newport News' claims were submitted or revised within the Last
two months. Moreover, It was Newport News' delision to store np srall
changes and other Items for use In Inree omnlbus claims rather than adjudi-
cate them on their merits at the time they arose.

14. The problem with Newport News Is strictly one of money. Relations
between the shipyard and the Navy will continue to be poor until the con-
pany Is paid what it wants or until company ofecals are convinced that theNavy will pay only what It legally owres. In this regard, you sbpuld recognize

32-340 0 - 81 - 22
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that the Newport News parent, Tenneco, is not in any financial trouble-the
_crporatlon it reporting record profits.

15. Under LP ..U-M 4, the Secretai3' of the Navy has iuthorlty to ru4kc
payments to contractors regardless of contract terms. In this regard, various
possibilities have been discussed. For example, It has been suggested that'
Newport News contracts be reformed to extend contract delivery dates and

apply revised escalation provisions on the basis that escalation provisions
on current contracts are Inadequate. Actually current contracts adequately

protect shlpbullders against Inflation if the contractors meet contract sched-
ules or if all delays are Government-responsible. Extending contract delivery

dates and providing escalation coverage to current Newport News schedules,
however, would result In 'the Government financing contractor-rcsponslble
delays.

1. Granting extra-contractual relief In the current efrumstances would
create problems. Even If Congress were to approve such relief and appropri-

ate the necessary funds, tho Navy would be left with the problem of fending
off requests from other contractors for similar treatment. It would become
increasingly difficult to enforce Government contracts or settle claims on their
legal wrltq.

17. Assuming that the Narr lntends to resolve h latms on their iegal merits

rather than grant extra-contractual relief, I recommend the following actions
be taken:

a. Make it clear to Newport News and Tennaco management that the Navy
wsiu Prucess their c%'a-- -. 4 settle them ' only on the !:.-RI -erlt of the
claims.

b. Return responsibility for settling these claims to the Naval Sea Systems

Command and discourage ompany officials from seeking settlements at
higher levels.

c. Enforce the Navy requirement that the senior responsible company offi-

clal certify that the claims are current, complete, and accurate.
d. Provide the Naval Sea Systems Command sufficient resources to review

claims expeditiously. Current Navy legal support Is inadequate and too much
of the burden fails upon technical people, who are becoming increasingly

unable to carry out their primary duties because of the claims workload. The-

Navy needs to hire, or have the Department of Justice hire for the Navy,
outside legal counsel and sueh other assistance as Is necessary to assist In
the evaluation of claims and claims related matters.

. ~ ~~~~ ~ ~ ~~~~~~ 
.. . .

.ov.

ITEM 15.-Mar. 29, 1978-Memorandum from Gordon TV. Rule to Chief of Naval

Material Michaelis endorsing Mr. Clemcutsa decision to ttuliUe the extracon-

traotualgprotiaons of Publ(o Lato 85-04 o sactio the shipblufldg oklis. This
letter sets forth Mr. R*es thoughts and suggestlons in connection with Now

implementatios of Mr. Obesnente decision

[Kemsran4uml7 csnc 20, 19711

To: ADM1 F. H. MIebacel, Chief of Naval Material.
From: Gordon W. Rule, MAT-0
Subject: The Use of P.l. 85-804 to Remedy the Situation Existing In Three

Shipbuilding Yards In the United States, Which Adversely Affects the

National Defense of the United States-Thoughts Concerning.

L On Wednesday, 24 March 1976; Mr. Clements, Deputy SElCDEF, was
given a presentation by the Chief of Naval* Material In response to his re

quest for recommendations of what the Navy proposed to do to eliminate the

$1.7 billion In Requests for Equitable Adjustments (REA's) under Navy ship-

building contracts at Electric Boat Division of General Dynamics, Newport
News and Litton. The presentation was made by RADII Hopkins who heads
the contract division of the Naval Sea Systems Command.

2. Of the $1.7 billion of pending REA's, $1,097.2 million are for nuclear

surface ships and submarines under contracts at Electric Boat and Newport

News which have been submitted since 1 January 1075.
& At the conclusion of the presentation, Mr. Clements made the decision to

utilize the provisions of Public Law 5-804 to settle tbe pending REA's at

these three shipbuilding yards so vital to the present and future shipbuilding
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ITFar 2T.-Apr. 22. 19'6-tenmoraadini from Admiral H. 0. Rickover to 0ialef of
Navai Material forwoarding a copy of Admiral lUckover8 tmica for diant 8sloi,
on shipbuilding clairm with the Assistant -Secrqtary of Defen8se that d V.

DF.PAaThENT OF THE NAVY,
NAVAL SEA SYSTEMS COMMAND,

lashington, D.O., Aprt- 2, J170.

MEMORANDUM FOB THE CnT^- OF NAVAi MATERXI

Subject: Shipbuildi6g claims.
}nclosure: (1) Notes for discussion with the Honorable Frank A. Sbrontz,

.Assistant Secretary of Defeiise (I&L).
1. This morning I met with the Assistant Secretary of Defense (Itstalia-

tions and Logistics) *at his request to discuss the subject of whlypbiidiing
claimns. Hoe was.accomijuuied by the Honorable Ilichard A. Wiley, Department
of Defense General. Counsel.

2. Enclosed Is a copy of the memorandum I gave to them.
H. G. RIC1oVES.

Enclosure.

NOSrss YoB DIscussioN wITH TUE HOxOsABLE FRANK A. SHRONTZ, AssTsTANT
SEcaszTar or DEFENsE (I&L)

* S nbject: Shipbuilding Claims.
Iteferences: (a) NAVSEA Itr to Mr. K. W. Freeman- Tenneco, Inc.. of 0

August 1975; (b) Memo for Asst SECNAV'(I&L) dated 24 March 1970;
(c) Notes for discussion with Secretary Clements of 7 April 19T7

1. There are currently no outstanding claims against the Navy from Elec-
tric Boat Division of General Dynamics. The recent EBDiv claim against the
contract for the first flight of follow SSN 0S8 Class submarines was handled
by the Naval Sea Systems Command within the claims handUng.procedures
presently in effect in, tbe -Navy. The President of the Electric Boat DWvislon
certified the claira in accordanucewvith the requirements of Naval Procutement
Directives as being current, accurate, and' complete; In the claim' r.-lease,
EBDir agreed to use their best effort's to submit by 1 December 19^5 anyr
remAining clahus they may have on the first flight and-on the second'dight
of the SSN 688 Class for.events occurring up to 1 November 197& They agreed
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that such claims would be certified and would show the cause and effect re-
lntiollsllip for which they consider the Government to be re.ponsible under
tbe contracts. Based on this settlsmeneut and clalms release, and the history of
fe-jie.AC il dealiug w.;th 5eneral Dynasies, the.e Is good reesuin id believe
that the Navy, If allowed to, could work out with EBDiv a reasonable settle-
Mnent within the terms of the contracts using the Navy's normal claims proce
eAsing procedures.

2. The major claim currently before the Navy from Ingalls Shipbuilding
Division of Litton concerns the lIA's and, therrfore, does not Involve iIU
clear ships. The Litton ciniuss coneerildng iuclear ships have already been
reviewed by the Armed Services ltoard of Contract Appeals and are also
unlder Investigation by the Justice Department for possible fraud. The latter
matter is currently being Investigated before a grand jury In Alexandria,
Virginia.

3. The largest nnrcsol'ed Issue concerning shipbuilding claiims Is how to
hnndli the current Newport News ShijpI'illdlug nnd Dry Dock Company of
Tenneco, Ini. clnisiss. TIlse unill0ltlt to a reilitest l Increasse l eontirantt veil-
uing prisveS Otl'S1X wUoi r:i ri ,s W uhhut i 1iiI > mi. Ir lhP. te`l-Siu'sI U4ltirerease oft

$89IM \it eviltiihg lsil-evs were grittild, XNmvpiirt I.M-w wisuii Idluilnlt-ty re-
.el ae t t' iIii pIiymlltsS o r ilsxist $ I rim, ifi lit finiLl Nt is of flit- shlips re sri I
--:sa11e ufs 1liw! latest Newport News Cuu; t-ilstliltes sitlUziltlife to tIe Xnvy. n11'
tlhr olher hlandl, if the $894M Jiuereise 1ii veillng lprices were niaproved. and
the hinzl costs ot the ships as delivered turned 1ont to be higher thain the eur-
rent Newport News estimates, then in accordance with the cost sharing pro-.
visions of tlhe_-."trctets wrvnt *ws -wouid re--c :ven more th ..
,-413M. This Increase In payments would occur wvhether or not the increased
runouot costs were caused by contractor responsible matters, such as slowing
down remaining Navy work In order to enable Newport News to meet fixed
price commitments on commercial work. It the Newport News claims against
the Navy were pald as submitted, Newport News would receive nUl of their
costs for the work they have done and are doing on construction of Navy
shill).s whetber or hot these costs were the responsibility of the Government,'
nati wvoiull also recelve a sulist:sntiil protit on each contraet.

4. There Is no question thalt Newport News In submitting their claims has
Included In each one some Items and somne mniounts for which the Navy owes
them 'money. Ior muany of these Items, the Navy hns tried for months, and lu
souse eases years, to get Newport News to submit specific proposals identify-
Iaz the eo(t that the (bovernunient owes thenm on the Items, so that eaeh could
be negotiated on Its tuerits. However, Newport .News has reserved these items
to Ineluile In their oinihdus claimis so as to ensure that they Include at least
souse items for wimich there can Io no question as to sonie entitlement.

r,. The Navy. of course, must pay Newport News the amounts to which they
stre.entitlkl by their contracts. The best and qulckest way to do this wvouhl be
for Newport News to submit elaims that are factual and correctly relate Coy-
ernimnent responsible actions to the namount of money the Government owes
-them. If Newvport News would do this, then their claims could be processed
fairly and quickly.

11. IlowveverX Newport News has chosen to submit roluminons claims- which
lit slot relnte Governimsns'it cause to effect and which obfuscate the issuies ly

alleg'isg sill sorts of Governsument actions Ds beling responsible for Increased
stsIn. sumell as Norfolk Naval Shipyard's hiring practices. Newport News re-

fiuqvs to cerlify tbeir lAiling as beniai current, eon~tplete, and tvenrafte, anid
gl'i¶rally elaius4s that the Navy Is respon41sible, and owes themu for everything
lMast hisS haliprnemsl nt XNewport News plis a snbstantial profit. Referenesp (n)

tild Ib1) disciss this niiilter in miore detall. The result is that the Covern).
mint:t is now faced with the basie question of whether the Navy should take
responsIbIllty for financial problems at Newport News regardless of the com.
pisay'0s resisousihlhity slsd performance under its qNavy shiphulildlig contract.s

T. The mlatter hnis homw. ns you are aware, been tnalen out of the-Navy's
u:aisls; the D-palrtatemmt of l)e.feue hans pPu6icly ststated that the Navy has
intiihs l s}lslplssl ldcll- contracts In anl us.tstisf:lctory manner, amid that the
presaint eonttraict p rovislonss nre Inequital-!e and ha-:e resulted !n Injnstices
:tilm iisfair consequences. In fact, In a pre-trial court heasritn this week con-
(4t-ralsim the dispute over the validity of the option f'r the CGO 41. Newport
Ntvs lawyers cited Department of Deferse statentents that the Navy's con-
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tracts anr unfair In support of their contention that the CGN 41 option Is
inralid.

S. When the Department of Defense proceeds with Its presentation to the
Congress of the need for reforming present shipbuilding contracts under
Public Law 85-S80, wItnesses will, of course, have to substantiate the basis
on which the Government finds the present contracts to be Invalid. To the
extent the Department of Defense succeeds In establishing these points, It
could undermine the Navy's position in upholding the validity of the CGN 41
contract option or any other Government contract.

9. Also, there are Indications that other contractors are watching this mat-
ter with great Interest. For example, Curtis Wright Corporation which had
withdrawn its request for relief under Public Law 85-S04 for nuclear compo-
nent contracts has now informed their prime contractor, the General Electric
Company, that they are reevaluating their position In view of the more lb-
eral approacnh nnounced by the Department of Defenise concerning the use
of Puble Law 85-. ..

it). mn,.*e tln! wi *;r li Ille l.:nw Ks--sII I ItI aint- or Ntwvitort News :114
N-eti I iilialed lby tlMe lorcritoiurIn IIIKI nsot tlht- ervnkeItruer, to-id IN to:ppairenitly
to1 2w: ,,il-ji1_ lit order to esnw,= ".;:;t Une likitrltci., -.clrew j~n'tlts ..:r ;p,*sexit
f11ed lilrI&'e Inceitive fee contracts, It Is obvious thut the entire defenise lI-
ditstry will desire to evaluate the Impact of the precedents set In light of
thelr own sltuntlons As a minimum, these actions can be expected to eu-
courage defense contractors to handle their contractual dealinge_0t the OSD
lvci Aculer than at the x avy. Systems Command leveL

11. As I stated In reference (c), I believe that the contemplated, one-time
granting of extra-contractual relief will not eliminate the basic problem. In
fact, It may encourage contractors to believe that the Navy will henceforth
be Instructed to ensure their future profitability regardless of their contract
performance. The impact of the usc of Public Law S5-04 In this case could
be profound on all existing and future Defense contracts.:

IL G. Rtcxorn.



338

- IA Lsw Ut, > CAOMC:JU)INhI
SULLIVAN. iJICAIIIMMUM, ClI~.Au:lSuN. IMOSe:. BluWN & TJHiiNSO

VAsxIIxO=N. D. C. 2002G

November 28, 1978

J ml~~~~~ncLL onowN IA~~~~~~~~~OO M STREET. K. W

.1-tsN .........

sdans ".MMMMMT~tL0

BY HAND

Honorable W. Graham Claytor, Jr.
Secretary of the Navy
The Pentagon
Washington, D. C.

Re: Freedom of Information Act Request

Dear Secretary Claytor:

Reference is made to this firm's November 27, 1978
Freedom-of Information Act request.

In paragraph 7 of our Freedom of Information Act
request we asked for "all documents received from or provided
to Senator Schweiker or his office with respect to his request
for copies of Admiral Rickover's letters and/or memoranda out-
lining his claims of alleged fraud by the Newport News Shipyard."

In the interest of avoiding duplication to the extent
that documents requested in paragraph 7 of our November 27th
letter are being provided to Vincent F. Ewell, Jr., Vice Presi-
dent and General Counsel of Newport News Shipbuilding and Dry
Dock Company, our request for such documents Us hereby with-
drawn.

Your assistance in this matter is greatly appreciated.

Sincerely yours,

D. Whitne Th ,, IIx
D. Whitney Thorllton, II
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Y...O~rC..A N (I 2 _ ;,*OlS - t'

Si;rLIrV\X. B3Aln,;Z.xcO. CrxA:;tes . -OSS. Anocs & Jorrxsox

C ':-:b2r 27, 1973

*:,', -. ''5''-'1,A . .. . .... . 130 4 SO SUzittr.r -

Honorable W. Crahes Claytor, Jr,
Secretary of the Navy
The Pentagon
Washington. D. C.

Re.: Fr}edo 'of TnfoYtitdn AcSt ReV ofest

Dear Secretar Claytor . .-- -

This firm represents Newport i-lws Shipbuilding end

Dry Dock Conipany, and we 'are tsedding thiis letter at the Companyf
direction.

-. -Pursuant to the Freedom of Lnforzarmn Act, 5 UXS.C.
5 552, it is requested that copies! of the follor.-ing docunea-nts be
orovided:

I. All correspondence between the Wv Sedretariat
(including SECNAV, UnderSECZIAV, Assistan--- SECEWAIV and the. General

Counsel) and the Wavy, Claims Settlenent Board concernaing the
HaConeny'a Requests for Equitable Adjustment under Contracts
.000b24-69-C-0 07 (SS-N 686/637), N00024-68-C-3

3 5
5 (CVA 36/37),

.N00024-70- 069 (5511 688), W00024-71-C-0
2 70 (SSI 639/691/6.93/5c

U700024-70-C--0252 (CGN 38/39140). and F00024-o7 C 0325 (CVUB 68/69

2.- All minutes end not es of reetxngs a'ud UoLsof VtalV
* e nvar3atic.samo% the i!a-r S trc- safs -

1-.ashington, ~ ~ -. D C,-. -. ..

* a-- a- rf C',lnsSattlere2at Board re3ardi-'n ~-- CO 577 5i

Reque--sts. for qutbeAdjustmant identitifiad in1 aboo'

3. All minuteF and notes of Iaeat½is -nd to
1

p -hone

c DGrn-ersations aronn the .avy Secr'tar'at an- , E and

C-zer; ?resantativps contct!-25g t ~

Ti4. All do&!unts rccording. Jst 1-s, aupicc nd
otnDry50se relatedto th'e settlndint eaisltte i to Cth. Lbs

Co-'-ny and thn t:-u- o -ost 5, 1.973, cc-.cernn-n tl-.ti Ct-:et5 y..C

c l Al otr! Ic Adj ' be;.t-at-iet: 2n 1.
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5. All docezzeAts rzl.ativla to Co- =imcatioas batueen

the Navy and the Unit.d Stated Congres3 or an.y membef or' corznittae

thereof relating to the Con:pacy's Reaquests far Equitable Adjust-

.,t ideiitified in 1 anbove.

6, All docurmentC containijl or relating to instructioins

approvals, directioas, non-a;^.provals; decisio3s, --d ot.cr acti..as

o- the r!awy Secretariat ?ertaining to the Co=-pany's Requests for

TEsitable Adjustnment identified in 1 above. the settlei.alit thacof

or regotiations or discussions relating thera-o.

7. All documents received from or ororided to Senator

Sch-:-;seikr or his office with respect to his request for copies

of Aemiral Rickover's letters and/or meanraca "outlining his

claiis of alleged fraud by thd Neeiiport Ne4.is Shipyard". -

Weeshall pay reasonable and usual costs for search and

_eDoroduction. It shall be appt'diated if the undersigned is -

telephoned uhin the docuseeite heve beei cozpi'-d and reproduced.

Sincerely yors.

D. Whitexey Tho= ton, I1
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* .. CAO~t. JO£,S.tL '

SULLIVAN. UEAU:JRertA.n. CLARIKSON. Moss. Bnowsx & JoIlNSOX

W SIIINUTOs. D. C. 2OO:3G

November 24, 1978
w .IC ... S Pass ..... F ;ooo H 5~~£00 £4 TOcET. Ii _

Honorable W. Graham Claytor, Jr.
Secretary of- the Navy
The Pentagon
Washington, D. 'C.

Re: Freedom of Information Act. Renuuest

Dear Secretary Claytor:

This firm represents Newport News Shipbuilding and
Dry Dock Company, and we are sending this letter at the CompanyJs
direction.

Pursuant to the Freedom of Information Act, 5 U.S.C.
5 552, it is requested that copies of the following documents be
provided:

1. All correspondence between the Wavy Secretariat
(including SECNAV, UnderSECNAV,. Assistant SECNAV and the General
Counsel) and the Navy Claims Settlement Board concerning the
Company's Requests for Equitable Adjustment under Contracts
N00024-69-C-0307 (SSN 686/687), Ni00024-68-C-0355 (CVN 36/37),
-00024-70-C-0269 (SSN 688), 1400024-71-C-0270 (SSN 689/691/693/695),
N-00624-70-C-0252. (CGN 38/39/40) and N00024-67-C-0325 (CV2D 68/69).

2. All minutes and notes of meetings and notes of tele-
phone conversations among the lavy Secretariat or their staffs
and the Nary Claims Settlement Board regarding the. Company's
Requests for Equitable Adjustment identified in 1 above.

3. All minutes and notes of meetings and telephone
conversations among the Navy Secretariat and their staffs and
Company representatives concerning the Company's Requests for
Equitable Adjustment identified in 1 above.

4. -All documents recording, justifying, supporting, or
otherwise related to the settlement entered into between the
Company and the Navy on October 5, 1978, concerning the Company's
Requests for Equitable Adjustment identified in 1 above.
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5. ALI documents relating to co=munications between
the Navy and the United States Congress or any member or committee
thereof relating to the Company's Requests for Equitable Adjust-
ment identified in 1 above.

6. All documents containing or relating to instructions,
approvals, directions, non-approvals, decisions, and other actions
of the Navy Secretariat pertaining to the Company's Requests for
Equitable Adjustment identified in 1 above, the settlement thereof
or negotiations or.discussions relating thereto.

7. All documents received from or provided to Senator
Schweiker or his office with respect to his request for copies
of Admiral Rickover.'s letters and/or memoranda "outlining his
claims of alleged fraud by the Newport News Shipyard."

We shall pay reasonable and usual costs for search and
reproduction. It shall be appreciated if the undersigned is
telephoned when the documents have been compiled and reproduced,

Sincerely yours,

D. Whitney Thornton, II
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Qjgestion 13. The House Armed Services Committee Report for Fiscal Year
1975 stated that the FFG-7 class was designed to be built for under $50 million per
ship in unescalated Fiscal Year 1973 dollars. Is this cost being met? If not, why
not?

Answers. While the Navy believes that the application of the design-to-costs con-
cept in the FFG-7 Class was successful in limiting program cost, the cost goal has
not been met. Tne average follow ship cost goal of $45.7 M in uneqcalated FY 73
dollars was established In 1972, and based on a number of assm iptions, among
them being multiyear procurements for 49 identical follow ships with funding
years from FY 75 through FY 79. Changes in marketplace conditions since 1973,
and production plan, design and estimating changes have all contributed to the
Navy not attaining the cost goal. Inclusion of funding for systems in later pro-
gram years such as CIWS, LAMPS III, TACTAS, fin stabilizers, etc. (previously
unfunded space and weight items, and excluded from the cost goal) has also In-
creased FFC-7 program cost.

Question 14a. Why was delivery of the lead FFG-7 delayed 8 months from the
original contract delivery date of March 1977?

Answer. Early on In the Program, during both Preliminary and Contract De-
sign, electrical load analyses indicated that three Ship Service Diesel Generator's
(SSDG's) could handle the expected loads. However, the development of detail
design (which commenced in May 1973) revealed a steadily increasing electrical
load requirement. In late January 1974, shortly after award of the lead ship con-
tract on 30 October 1973, it became apparent that an additional SSDG set would
be required to meet this increasing electrical load requirement. As a result, the
lead ship contract with Bath Iron Works (BIW) was modified to add a fourth
SSDG set which resulted in a change In contract delivery date from 31 March
1977 to 30 June 1977. With the additional electrical capacity added by the fourth
SSDG, the FFG-7 Class ship can satisfy all cruising and battle requirements
with three of the four SSDG's on the line (and one on standby). This require-
ment could not have been met previously; thus the change was mandatory.

The five month delay in contract delivery date for FFG-7 from 30 June to 30
November 1977 resulted from a very complex situation. The two most direct causes
for delay were delayed rework on the shaft strut and correction of propulsion
system deficiencies discovered at the Propulsion System Land Based Test Site.

Bath Iron Works received a faulty shaft strut requiring substantial rework.
This rework was delayed by a strike at the subcontractor, National Forge, for a
period of three weeks.

Propulsion System deficiencies were discovered at the Propulsion System Land
Based Test Site, correction of which was mandatory to ensure proper lead ship
operation. BIW was directed to correct these deficiencies and based upon this
direction, claimed entitlement to an additional six months extension to the
required ship delivery.

While It was generally agreed that the ship delivery would slip as a result of
these corrections (some of which the Navy considered to be BIW's responsibility)
many other factors such as a three week strike at BIW, undermanned production
trades at BIW, and excessive BIW prdouction rework were also considered by the
Navy to be important contributors to the delay. BIW was so advised.

Incident to negotiation of changing the contract delivery date from 30 June
77 to 31 Dec. 77 BIW proposed to accomplish a CIC rearangement prior to ship
delivery, within the six month delay to which they claimed entitlement. In addi-
tion, BIW agreed to install the AN/SQS-56 Sonar on a not-to-delay-delivery basis
during the same period, which previously was not a contract requirement.

The Navy found these proposals attractive and agreed to a new contract de-
livery date of 31 Dec. 1977. Lenthy and costly negotiations on lead ship delivery
cost and delay causes and responsibilities were avoided, permitting completion
of the ship in a non-adversary environment. The lead ship has an Improved CIC
identical to the follow ships and the ship eventually delivered on 30 November,
one month ahead of the contract delivery date of 31 December 1977.

.Question 14b. Is it true that the ship was delivered prior to testing? If so,
why?

Answer. No. All testing related to the actual ship construction was completed
with the exception of some propeller air emission testing that could not be com-
pleted due to interference from other trial instrumentation.

Question 14c. Does any additional detail design and construction effort still
remain to be performed on FFG-7?
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Answer. The detail design effort and original construction effort are complete.
However, some engineering changes are being incorporated during the current
Post Shakedown Availability which is scheduled to complete on 24 March 1979.

Question 14d. When will the contract for this lead ship be completed? Who is
responsible for these delays?

Answer. Basically all work related to detail design and construction of the
lead ship has completed in accordance with the contract. Some work remains,
however, in completion and delivery of software required by the contract. This
effort is expected to complete by mid-1979. The delays that have occurred were
the result of the changes in contract delivery noted above and were mutually
agreed to between the contractor and the Navy.

Question 15. What is "design-to-cost" as applied to shipbuilding and when was
it instituted? Was this concept applied to the FFG-7 program? If so, what bene-
flts and disadvantages have been attained and are you satisfied with the results?

Answer. The Design-to-Cost concept was initially promulgated in DOD Direc-
tive 5000.1 of 13 July 71, Acquisition of Major Defense Systems, which directed
that "discrete cost elements * * * shall be translated into "design to" require-
ments. This concept was applied to the FFG-7 Program, from the outset, through
the imposition of cost, size, and manning constraints. The USN is satisfied with
the results, because acquisition costs were kept under control and reasonably
close to original (1972) estimates, considering unprecedented inflationary pres-
sures and associated market place effects since 1973, and authorizations at a
slower rate than planned (the original design-to-cost goal was for the average
cost of 49 follow ships authorized at the rate of 7-11-10-10-11, starting in FY
75). There are no significant disadvantages of the concept when applied to a
"low-mix ship" such as the FFG-7 class.

Question 16. What is the Navy's answer to GAO criticisms of the FFG-7
space, weight, and stability margins? How will these margins affect design
changes the Navy may wish to make?

Answer. The FFG-7 Class Program, since inception, has followed very disci.
plined procedures in the design of the ship. The design was carefully developed
to meet mission requirements only, and to avoid costly space and weight reserva-
tions for unspecified future growth items. The addition of planned space and
weight items (e.g., LAMPS III, TACTAS, CIWS) provide the FFGs with the
latest in capabilities to meet mission requirements in the .1990s and beyond. In
addition, a service life margin of 50 tons is set aside to account for unspecified
weight increases. With respect to future modernizations, it is anticipated that
systems developed through improved technology will replace existing systems to
maintain mission effectiveness.

Question 17. In 1976 then Deputy Secretary of Defense William Clements un-
successfully tried to settle shipbuilding claims using Public Law 85-804. Is it
true that at that time, Bath Iron Works requested relief under Public Law 85-804
in connection with their FFG-7 program? If so, provide the details. What was the
rationale for the Bath request and what action did the Navy take pursuant to it?
Please submit the pertinent correspondence.

Answer. Yes. Bath requested relief directly to Deputy Secretary of Defense
on the lead ship contract only, which was a cost plus incentive fee contract. The
request was based on the fact that the unforeseen material inflation being experi-
enced was resulting in a significant reduction in their fee even though their in-
creased costs would be reimbursed. The Secretary advised Bath that since they
were being reimbursed all costs and were assured of at least a minimum fee that
more equitable relief was not appropriate. Bath has not pursued the matter fur-
ther. Bath's request and the Secretary's reply are attached.
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BATH IRON WORKS CORP.,
SurPBUEDERS AND ENGINEERS,
SUBSIDIARY OF CONGOLEUM, COrP.,

Bath, Maine, May 4,1976.
Hon. WILLAM P. CLEMENTS, Jr.,
Deputy Secretary of Defense,
The Pentagon, Wa8hington, D.C.

DEAR MR. CLEMENTS: We have followed with great interest your activity dur-
ing the past few weeks relating to your determination to grant relief under Pub-
lic Law 85-804 from the impact of inflation on Navy shipbuilding contracts en-
tered into from 1968 through 1973.

We note from your comments before the Senate Committee on Armed Services
on April 29, 1976 that the DOD Shipbuilding Executive Committee is currently
considering eleven shipbuilding contracts for relief from inflation. We further
note that the Committee will probably require another 30-45 days to complete
its detailed study and negotiations with the shipbuilders before formulating its
firm recommendations.

Inasmuch as we have not as yet been contacted by the Committee, we naturally
wonder if our Navy Contract No. N00024-74-C-0207 for the construction of the
F.F.G. Prototype Ship in the Navy's F.F.G. Program as among the eleven con-
tracts under consideration by the Committee. The possibility may exist that be-
cause it is a cost type contract, the Committee assumed that the impact of infla-
tion was entirely borne by the Government, and that the Contractor suffered no
loss at all. If, by chance, the Committee made this assumption, may I hasten to
correct it.

The F.F.G. Prototype Ship is being constructed under the cost plus incentive
fee portion of a contract entered into on October 30, 1973. The initial target fee
was $4.5-million or 10% of the initial target cost. The initial minimum fee was
$1.4-million or 3.1% of the initial target cost.

The impact of the 1974 inflationary spiral on this contract is currently esti-
mated to be approximately $7-million. It is true that the Government has and is
reimbursing us for these unforeseen costs. As there is no escalation clause in
this contract, however, these inflationary costs have resulted in a reduction in
our fee from the initial target of 10% to very close to the minimum of 3.1%,
or a decrease of approximately $3-million.

As inflation continues to erode away our final fee, the incentive feature of this
contract will decrease proportionately. Once the fee reaches the minimum of 3.1%,
the incentive is completely gone; and the contract, in fact, becomes cost plus
fixed fee. We take no comfort that the contract would then be free from risk and
we heartily join that group of shipyards to which you recently referred who have
expressed no desire for risk free contracts. Ships need not and should not be
built under such an arrangement-especially a prototype where innovations and
cost-saving ideas frequently flow down undiminished to follow-on vessels.

We respectfully submit that this cost plus incentive fee contract for the F.F.G.
prototype Vessel should receive the same treatment as the fixed price incentive
contracts now being actively considered by the Committee. The substitution of
the Navy's new, improved escalation clause for the old escalation clause in fixed
price incentive contracts would appear to be even more warranted in the case
of a cost plus incentive fee contract containing no escalation clause at all. There
is no difference between a radically reduced fee under a cost plus incentive fee
contract and a radically reduced profit under a fixed price incentive contract. The
economic impact is the same.

We, therefore, respectfully request that the cost plus incentive fee portion of
Contract No. N00024-74-C--0207 for the construction of the F.F.G. Prototype
Ship be accorded the same treatment as other shipbuilding contracts currently
under active consideration by the DOD Shipbuilding Executive Committee. Al-
though the $3-million involved may appear rather miniscule when compared to
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these other contracts, believe me, Mr. Secretary, it is very significant and im-
portant to us.

We would like to point out for the record that this is not the first time that
we have requested relief from the 1974 inflation spiral under this contract. By
letters addressed to the Commander. Naval Sea Systems Command dated July IS,
1974, January 24, 1975 and May 21, 1975, we pointed out the impact of the un-
controllable. inflation and suggested several different remedial actions that could
be taken, n6ne of which were accepted by the Navy. Although we are certain that
PMS-399 in NAVSEA has complete files on this subject, we will be glad to furnish
the Committee with any and all supporting information that they may desire.

Very truly yours,
J. F. SULLIVAN, Jr.,

Pre8ident.

THE DEPwTH SECRETARY OF DEFENSE,
Wa8hisngton, D.C., Auguat 11, 1976.

Mr. JOHN F. SULLTVAN. JR.,
President, Bath Iron Workit Corp.,
Bath, Maine

DEAB MR. SULLIVAN: In response to your letter of 4 May, In which you re-
quested relief under Public Law 85-804 for losses of fee incurred by you in the
FFG-7 shipbuilding contract, we considered only adjustments in fixed price
type contracts under the initiatives which were undertaken by my office. Your
contract was, therefore, not among the eleven considered.

While I am sympathetic to the reduction of fee you may be suffering under
your CPIF contract, all of your costs are, of course, reimbursed thereunder; and
you are also assured of at least a minimum fee. Thus, even if you were able to
identify that portion of your cost growth attributable purely to "the 1974 infla-
tionary spiral," your situation under the instant contract is considerably different
than that with which other shipbuilders have been faced under fixed price type
contracts.

I am advised by the Navy that your case has been reviewed thrlee times in the
past, and that the Department of Defense General Counsel has also examined
this matter. Based upon their review, I am compelled to conclude that equitable
relief is not appropriate in this instance.

Sincerely,
A. P. CLEMENT, Ju.

Que8tion 18a. For each of the fixed price incentive fee contracts for follow
FFG-7 Class construction, please provide: the present target cost, target profit,
target price, ceiling price, target-to-ceiling spread. For each of these categories
please provide also the original contract amounts.

Answer:
[In thousands]

BIW-Contract Todd LA-Contract Todd Seattle-Contract
N00024-76-C-2001 N00024-76-C-2100 N 00024-76-C-2101

Current Original Current Original Current Original

Fiscal year 1975/76 FFG-7 class follow
ship contracts (Ist flight) as of
Dec. 15, 1978:

Target cost -$203, 442 $196,312 $141, 236 $132, 790 $51, 752 $48,713
Target profit -28,764 27, 484 15,035 13, 785 5, 397 F,057
Target price -232, 206 223,816 156, 272 146,575 57,149 53, 770
Ceiling price -254. 383 245, 390 176, 545 165, 987 64, 693 60,891
Target to ceiling spread -22,177 21, 574 20,273 19, 412 7, 544 7,121

BIW-Contract Todd LA-Contract Todd Seattle-Contract
N00024-77-C-2080 N00024-77-C-2082 N00024-77-C-2081

Current Original Current Original Current Original

Fiscal year 1978/79 FFG-7 class follow
ship contracts (2d flight) as of
Dec. 15, 1978:

Target cost -$266, 528 $261, 224 $272, 250 $263,827 $184, 266 $176, 280
Target profit -27, 568 36,714 34,170 33,027 23,069 22,035
Target price -304 147 297, 938 306,420 296,854 207, 335 198, 315
Ceilng price -: 334,224 326, 529 340,313 329,783 230,332 220,351
Target to ceiling spread -29, 077 28, 591 33,893 32,929 22,997 22, 036
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* Question 18b. What is the Navy's current projected estimate at completion
on each contract for: escalation, contract cost, profit or loss, and slippage from
original contract delivery date?

Answer:
[in thousandsj

Todd Seattle--
BIW-Contract Todd LA-Contract Contract

N00024-76-C-2001 N00024-76-C-2100 NO0024-76-C-2101

Fiscal year 1975fl6 FFG-7 class follow ship contracts
(1st flight) as Dec. 15, 1978:

EAC-Escalation -$72, 500 $44,900 14, 700
EAC-Contract cost --- 203, 665 149,5612 55, 295
EAC-Profit - - ------- 28 697 12,522 4,334
EAC-Slippage from original contract delivery

date -None None None

Todd Seattle-
BIW-Contract Todd LA-Contract Contract

N00024-77-C-2080 N00024-77-C-2082 N00024-77-C-2081

Fiscal year 1977118 FFG-7 class follow ship contracts
(2d flight) as of Dec. 15, 1978:

EAC-Escalation -$111,300 $112,100 $66, 600
EAC-Contract cost -266, 528 268, 310 181, 215
EAC-Profit 37,568 35,352 24,096
EAC-Slippage from original contract/ delivery

date -- -------------------------- None None None

Quc.vtion 1e. Do the contractors agree wvith the Navy's estimates? If not, please
explain the differences.

Answer. The contractors and the Navy agree as to the estimates at completion
provided in No. 18.b. above, except for the escalation estimates. The con-
tractors' projected escalation for all contracts Is less than the Navy's escalation
estimate for this contract, primarily because of the contractors' earlier ex-
penditures for labor and material.

Question 19. Please provide the corresponding information requested in No. 18
above, where applicable, for the cost-plus-incentive fee type lead contract for
FFG-7.

Answer. Data corresponding to information requested in No. 18 above for the
cost-plus-incentive fee type FFG-7 lead ship contract as of 29 October 1978
follows:

[in thousandsl

Current Original

Target cost ------------------------------ 559,382 $45,000
Target profit --------------------------------- 6,935 4,500
Target price -66,317 49, 500
Ceiling price -NA NA
Target to ceiling spread -NA NA
EAC-Escalation -NA ------------
EAC-Contract cost -78,033
EAC-Profit -3,936
EAC-Slippage from original contract delivery date -(I)

I See No. 14 above.

The contractor and the Navy agree to the above estimates.
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Question 20. Please provide a breakdown by major cost category of the total
end cost to the Navy of FFG-7 and the corresponding budget estimates submitted
to Congress for funding of this lead ship.

Answer.
[in millionsl

Original
estimate Currently
Prepared proved

December 1971 estimate

Planning and design costs - .,--,,,,,,,,--,,,,,,,,--,,,,,-,,-,,,,,,,,-63.2 557. 4
Basic construction - ,,----,--,,,,,,,,,,--,--,,--,,,,,,,,,,,-,,46.9 80. 4
Change orders n-----------------------------2.0 17.6Electronics I- -,--,,,,,,,,,,,,,-- ,,-- ,,-- ,,,,,--,,-,,8.8 10.2
Hull/mechanical/electrical - ,,,,,,,,,,,,,,,,,,,,,, 6.8 42. 5
Other costs (e.g., test, NAVSEC support) -,,,-,,,,,,,,,,,19.9 12.1
Ordnance,-, ,------------------------------------------------38.0 49.9
Project manager's contingency- -,,----,--,--,-,,-,,,,,,,,,,,,,,,,,,,,,,5.9 .

Total- ------------------------------------------------------------ 191.5 270.1

I Includes Government furnished equipment and equipment for land based test sites.

Question 21a. What percent of the total end cost for FFG-7 is attributable to
the cost of Government-furnished equipment?

Answer. The cost of Government procured equipment furnished to the lead
shipbuilder is approximately 15 percent of the total end cost.

Question 21b. What percent is attributable to added construction costs caused
by problems with Government responsible systems and equipment? Did the Navy
anticipate the full extent of problems with Government-furnished equipment?

Answer. Not more than 1 to 2 percent of the added construction costs was due
to Government responsible systems and equipments. The Navy utilized several
management innovations in an attempt to avoid problems with Government Fur-
nished Equipment (GFE), among them were:

The earliest possible provision of Government Furnished Information (GFI)
to the contractor for use in his detail design and the use of controlled procedures
for the tracking and handling of GFI deficiencies in order to provide the earliest
possible resolution.

Use of the Combat Systems Land Based Test Site (CSLBTS) to prove out the
design and identify and resolve problems in order to avoid such problems during
actual ship construction which could have caused disruption and delay.

The use of grooming sites, such as the CSLBTS and NAVELEX Charleston;
to check-out GFE, inspect equipment to determine proper Condition and Con-
figuration and to install field changes in order to ensure that the GFE was pro-
vided to the shipyard in a ready for installation condition. This use of grooming
sites has been expanded even further for follow ships.

As should be expected in the construction of a lead ship all problems were not
anticipated; however, they were minimized as a result of the above efforts.

Question 22a. In 1975, Navy officials testified to the House Appropriation Com-
mittee that they expected seven shipyards to bid on the Fiscal Year 1975 and
1976 FFG-7 patrol frigates. Why were Bath and Todd the only bidders?

Answer. Stimulating competition had of course been the Navy plan from the
beginning of the program. In November 1971, industry was briefed on the pro-
gram and the forthcoming RFP for selection of the lead shipbuilder and ship-
builder support for the system design phase of the program. Four shipbuilders
responded to this RFP In February 1972: including Bath Iron Works, Todd Seat-
tle, Lockheed and Avondale. In April 1972, Bath was selected as the lead ship-
builder (subject to final negotiations) and Todd, Seattle was selected as the sec-
ond shipbuilder to participate in systems design and also as the alternate lead
shipbuilder in the possible event that Bath and the Navy could not reach agree-
ment. In December 1973, the first of two planned presolicitation conferences for
prospective builders of follow ships was held. Eight shipbuilders attended. In
November 1974, the second presolicitatinn conference was held. Seven shipbuild-
ers attended. In April 1975 the RFP for FY 75/76 ships was released. In May 1975,
In response to Navy Invitations to promote a better understanding of the program,
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six shipbuilders sent representatives to visit the propulsion and combat systemsland based test sites and the design agents facilities. Additionally, the RFP con-tained attractive provisions such as the then newly revised escalation clause, vali-dated drawings and centrally procured equipments which eliminated much of theusual contractor risk. Nevertheless, only Bath and Todd submitted proposals InAugust 1975. In general the reasons given by the shipbuilders for not bidding
fall into four categories:

Facilities more suited to auxiliary type ships.
Not interested at the time due to the then existing workload.
Cost of proposal preparation would have been too great.
Concern that they could not penetrate the market and provide a proposal thatwould be competitive with Bath and Todd.
Question 22b. Has the lack of competition resulted in higher than expected costto the Navy?
Answer. Higher costs were experienced than were originally estimated earlyin the program. These increased costs include such items as higher profits whichwere proposed by the essentially sole source shipyards for the FY 75/76 ships,and the higher labor rates of the yards that proposed. Provision for such costs Isnow included in our estimates.
Question 22c. How did the Todd and Bath bids compare to the Navy's estimatefor this work?
Answer. For the 9 USN ships eventually awarded in FY 75/76 the contractors

originally proposed $448.8M, the Navy's FY 75/76 budget estimate was $337Mand contracts were awarded for $424.2M.
Question 23. The lack of skilled manpower and inefficiencies caused by largescale hiring of untrained workers are often cited as underlying causes of the New-port News and Electric Boat contract cost overruns. To what extent have man-power problems impacted the FFG-7 program?
Answer. Minimal impact has been experienced. Bath experienced some minorproblems in building up for construction of the lead ship. However, all three ship-builders now have adequate manpower resources at the required skill levels avail-able to meet their contractual requirements. To date, all three shipyards have metor bettered their projected manning requirements.
Question 24. Please provide a brief description of the Shore IntermediateMaintenance Program (SIMA). What is the current status of this program

and how will it impact on the FFG-7 program? What are the estimated full costsof SIMA and what are the estimated sayings if SIMA is fully approved andimplemented?
Answer. The Shore Intermediate Maintenance Activity (SIMA) Program pro-vides the Navy a means to provide meaningful shore duty assignments to Itstechnical ratings which contributes to the retention and enhancement of their

skills while accomplishing a significant portion of the Navy's intermediate levelmaintenance. The Navy has surface ship SIMAs at Norfolk, Charleston, May-
port, San Diego and Pearl Harbor. These activities are manned mostly by mili-tary personnel on assigned shore duty and they are augmented by civilian per-sonnel (about 300) for planning and estimating and other similar jobs where
continuity is essential. The SIMA Program is essential to the support of theFFG-7 and ships on Engineered Operating Cycles (engineered maintenance re-
quireaments).

These SIMA facilities vary widely. They generally consist of buildings andtrailers which in general are old and never intended to be used for industrial
repair operations. Repair capabilities are limited due to facility and equipmentlimitations (either equipment not available, or old equipment which will nothold tolerances).

The cost of the SIMA Upgrade in FY 79 is $9.4M for the first increment of theupgrade at SIMA San Diego. In FY 80, $19.6M is programmed for the construc-tion of a replacement facility at Mayport which has the worst facility conditions
of any of the SIMAs. The outyear SIMA Program is being reviewed at this time.Estimated savings to be recognized from the SIMA Program will be primarily
in terms of cost avoidance. The Navy justification for these facilities has beenbased on the requirement to have adequate facilities to support the FFG-7,DD-963 and other new ship classes and equipments. The Navy has further em-phasized the impact these facilities will have on maintaining and improving the
skills of its technicians.

32-340 0 - 81 - 23
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The Navy has programmed for an overall improvement in SIMA operations
in the budget based on the expected impact of the SIMA upgrade program. In
1984 this amounts to 470,000 man-hours per year additional SIMA capacity due
to upgrade improvements. Failure to complete the upgrade program would
result in $8.49M dollars in FY 1984 alone being expended for contract labor which
could have been avoided as shown below:

Contract manhours/year required: Milions
With SIMA's------------------------------------------------ 1.9
Without SIMA's- - ______________________________________ 2.37

Contract labor dollars required:
With SIMA's-8 ___________________--_______________________ 39. 6
Without SIMA's__- --------------------------------------- 48. 09

The estimated impact on the FFG-7's which are to be homeported in Pearl
Harbor, San Diego, Mayport, and Charleston would be an- increase of some
24,100 man-hours/year being accomplished in the private sector at an addi-
tional cost of $.5M.

The Navy must have the upgraded SIMA maintenance facilities if it Is to
maintain the new ship classes and equipments that it is now receiving. The
SIMA concept Is a vital part of the Navy's overall maintenance program and
the support of the FF0-7.

Senator PROXMIRE. The General Accounting Office testified yesterday
that the Navy knew at least as early as September of 1976 that the
stern would require modification and yet the Navy did not analyze the
feasibility of incorporating the modified stern into the first 26 FFG's
nor did the Navy contact the shipyards to determine whether the stern
modification could be incorporated into the first 26 ships during con-
struction. Now is that correct and, if so, how do you explain and justify
the Navy's failure to act?

Secretary CLAYTOR. I think that leads to an important factor. We
did not know how the stern had to be modified and we did not have
the design plans in hand that would enable the shipyard to make the
modification and we won't have them in hand until next June. If we
had merely a concept and had asked the shipyard-incidentally, I
think the first flight contracts had already been let. They were let in
February 1976, for the first flight.

One of the things we sure learned, Senator, is that making a major
change in a multiple ship contract in the first ship or any ship of the
multiple ship contract after the contract has been let, after the price
has been fixed, after the manufacturer has gone ahead with his work,
should be done only if there is no way to avoid it because that is where
the enormous claims arise, and they arise because the manufacturer has
his work force lined up, he is going to do these ships one right after
the other, and this modification which we didn't have a design for
and would have had to design it as we did it which is also a bad thing
to do would have caused significant delay and in our opinion the valid
claims for delay and disruption wouldhave far exceeded the cost of th6
work or the cost of doing it later and we resent this as being a terrible
thing to do.

Now I didn't make this decision. The decision was made on the first
ship, of course, before I even came aboard and the subsequent deci-
sions were made by the project manager but if they had come to me
with the experience that I have had in the 2 years that I have been
here dealing with these other contracts, I would have vetoed any
change, any effort to change the stern on those ships that had already
started construction or had already had the contracts let and in fact
I would be against doing it on any ship until we have the final design.
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Now the present plans are to have the detailed design so it can be
costed out accurately and this change will be included in the 1979
ships, but let's see what this does. It does not do all these terrible
things.

The ship in its original design will carry two LAMPS I helicopters.
Those ships are going to have LAMP I until sometime between 1984
or 1986. The LAMPS III helicopter, I believe, has an IOC of 1984
to 1985. They won't all come out at once, they will come out in small
driblets. It is quite clear that all ships won't get them right away. The
first priority will be for the DD-963 class so these ships will be using
the LAMPS I helicopter for the first 4 or 5 years of their service. That
is a very competent system. The LAMPS III is an order of magni-
tude better but this LAMP I is not bad.

Our best estimate is that the ships will be in for a couple of months
of overhaul every 2 years or so after they are in service. The stern
modification to the extent we could do it-now that could be as early
as next June when we get the final plans-will require only an addi-
tional 4 months added to the 2 months the ship will be in RAV any-
way and it is possibly on the order of $1.3 million.

Now the cost of installing the whole TACTAS-let me make clear
that $1.3 million is the cost for nothing but the stern modification
because the whole TACTAS array and the helicopters themselves and
the other wiring and control mechanism cannot be installed until the
ship comes back for its regular overhaul because they won't be putting
it in until the 1984 to 1986 period.

Senator PROXMIRE. Let me just follow up on this a little bit and we
can get into some of the details later. In the first place, there is no
question about your authority. You said you were not in your present
position when the original decision was made but you could have
changed that. You had the authority to act if you wished to do so.

Secretary CLAYTOR. Oh, yes.
Senator PROXMIRE. You made it clear that you didn't think you

should.
-Now let me quote from a letter I have here that I released yester-

day to the General Accounting Office dated December 29 to Secre-
tary of Defense Harold Brown. The Navy said, and I quote: "The
Navy was aware at least as early as September 1976 that * * * into
FFG-7 class frigates would require some amount of stern modifica-
tion. In fact, the Naval Ship Engineering Center issued a towed
array system feasibility study dated September 20, 1973"-1973-
"which indicated that incorporating a * * * system into the FFG-7
class frigates could require * * *. In January 1977 Gibbs & Cox per-
formed feasibility studies and developed blueprints. Despite being
aware that the frigates could be modified to incorporate RAS and
TACTAS, the Navy did not at any time conduct analyses which
investigated the economic feasibility of incorporating the modified
stern into all of the class frigates," and so forth.

Secretary CLArroR. Mr. Chairman-
Senator PROXMIRE. Now that indicates that while you have a very

firm and strong conviction that you vigorously expressed this morn-
ing, it does not seem to be based on, No. 1, having an economic feasi-
bility study and, No. 2, consulting with the people who are building
this to find out whether or not in fact the cost could have been less.
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Secretary CLAYTOR. Senator-
Senator PROXMIRE. The fact there would be delays, how long the

delays might have been. It would seem on the basis of the GAO find-
ing that you acted without having the information you should have
had or without having the consultation you should have engaged in.

Secretary CLAYTOR. Senator, I disagree with a number of the state-
ments in the GAO letter which I saw for the first time yesterday and
-which we will of course answer in due course, but leaving that aside
we don't need a feasibility study to know that in a six-ship contract
that has been let 9 months before-the contract for the first flight
was let in February 1976. The date mentioned here is September 1976.
A change of that magnitude requiring ordering of materials would
require stopping of work. We know that, we have been through this.
We don't need to do a feasibility study for the perfectly obvious. The
NAVSEA people and the project manager understood that fully and
knew that it would be an enormous disruption accomplishing nothing
because we didn't have the design and we would not have the final
design for some time. It depended on things that were being devel-
oped in the RAST; that is, the recovery system which was still in
the design stage. To make a change that would then have to be
changed again when the final design was made would just create the
disruption within the shipyard and bring about the additional costs
that we have been trying so hard to avoid. I think it is perfectly
plain that it would have been a very bad business decision at that
time to do this.

Now the earliest that we think we can make a cost effective change
is in the 1979 ships and that will be done in the contract that is going
to be let within the next several months because we will then have the
final design for the changes. The change is very small, $1.3 million.

Senator PROXMJRE. I am going to ask Mr. Kaufman to follow up on
that.

Go ahead.
Mr. KAUFMAN. The GAO testified that the cost of redesigning and

modifying the stern will be $7.2 million per ship.
Secretary CLAYIroR. If I may, I would like to ask Captain Beecher

to respond. Now you will find that is not the cost of just the modifica-
tion but putting in all the RAS equipment.

Mr. KAUFMAN. The cost of putting in the equipment, should they not
all be considered as one cost?

Captain BEECHER. I believe that the $7.2 million that was mentioned
yesterday is the cost estimate for installing LAMPS III, TACTAS,
the RAST system and the fin stabilizer. This is the cost of installing
those systems if they are all done after the ship is delivered and the
ship is brought back.

Mr. KAUFMAN. When you say cost of LAMPS III you don't mean
the LAMPS III helicopter?

Captain BEECHER. All the shipboard electronics that allows you to
process the data from the helicopter, integrate that data with other
sources using LAMPS III data.

The same equipment to be installed during construction would cost
$6.1 million. Actually my number was $8.1 million. I think you were
told $7.2 million. The numbers were comparative; the $6.1 million if
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you do it during construction, the $8.1 million if you bring it back and
do it later. So we are talking about a $2 million difference.

Just the added inflation that you would have to pay assuming no dis-
ruption, just that the work was done later by delaying the ships now
under construction, we estimate that to be $3 million a ship so quite
clearly the right way to install the ship under construction is to finish
them as they are, bring it back and do it.

Mr. KAUFMAN. Captain Beecher, it is hard to understand how fin
stabilizers could be installed in a ship that has been completed, deliv-
ered, sent to sea and brought back to the overhaul facility for the same
price as they could be installed while the ship is under construction.

Captain Bi-EcHiEJi. We did very well on that design. The ship was
originally designed with the exact space and weight and exactly the
right place that it would be required to install the fins. The fins are
being built integral with a piece of the hull. All we have to do is put
the ship in dock, cut out the piece of hull with nothing on either side of
it, replace it with a piece of hull that has the fins in it and sail the ship
away again. It is a very simple procedure.

Mr. KAUFMAN. Your testimony is that it would cost the same to do
that as it would be to put the fins on during construction?

Captain BEECIIER. My estimate of the cost to put the fins on during
construction is $789,000 and to do it after is $870,000, about an $80,000
or $90,000 difference.

Secretary CLAYTOR. Mr. Kaufman, could I say that when we were
talking about the $7.2 million it includes the installation of LAMPS
III electronics, the RAS and the other materials; that a major part of
that material is not yet available, that it could not be done until the
time we propose to do it because the IOC for that is 1984 to 1985 and
there is no way we could do anything except just the bare stern change
and that with the disruption that would result in the yard it would be
a very costly thing to do.

Senator PROXMIRE. You hinge all of your positions, if I understand
it, Mr. Secretary, on the notion that the design was not ready and
would not be for years. Why should it take so long to get a design
ready? As I say, in Scptember 1976, almost 21/2 years ago, more than
2 years ago, you knew that you were going to have to do this. Now
why does it take so long to put a design in shape and with the result,
as you say and as Mr. Kaufman has pointed out, you send the ship
out, then you bring it back, and then as the GAO testified yesteday
you have to have it in drydock for 6 months to a year. You have that
delay while it cannot be used and all because the design is being de-
layed more than 2 years. Why is that?

Captain BEECHER. Senator, may I answer that?
Senator PROXMIRE. Sure.
Captain BEECIIER. Indeed we did know then that there would have

to be some design changes. At that time the helicopter had not even
yet been competitively selected so we didn't know what the change
would have to be. It was not until we selected the helicopter, until we
evaluated the Canadian experience in landing by helicopters of the size
we now knew we had on destroyers that we knew the magnitude of the
change that we knew what wee had to do. Before that we knew we had
to do something.
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Senator PnROXNEIR. Why didn't you consult with the shipbuilder?
Why didn't you find out what the cost was so you would be in the posi-
tion to make the decision based on all the facts rather than the hunch,
the notion that the Secretary has mentioned ?

Well, let me just go back to this. Isn't it correct that in September
1976 the lead ship had still not been delivered and fabrication on most
of the follow ships had not yet begun?

Captain BEECHER. Yes, sir, that is correct.
Senator PROxMIRE. Then under those circumstances it is clear that if

you could have ioved more rapidly on the design you would have had
an opportunity to have these ships constructed according to the design
wuhich they are going to have eventually.

Secretary CLAYTOR. Senator, we could not design it at that time be-
cause we didn't have the final design of the equipment that the design
of the stern was going to take care of. The helicopter was not selected
until I believe last spring.

Captain BEECHER. February.
Secretary CLAYTOR. In addition to that the whole RAST system was

really just being designed and it was based upon really a Canadian in-
novation and it is an extraordinarily good development that enables
you to pull the helicopter down on a pitching ship without having to
hit and bounce. The Canadians developed it but how that could be
altered to fit the new LAMPS helicopter which we had just decided
on this last spring and how it could be designed to fit into this ship were
something that took a while to determine and if we went ahead and
made those changes by guess and by God, you would probably have
just hauled us across the coals for it because we would undoubtedly
have

Senator PRoxMnE. I am asking why it takes years to develop a
design.

Let me also ask this. The Navy has repeatedly pointed to the 2-year
separation of time between the lead and first follow ship so that lessons
learned on the lead ship could be incorporated into later ships.

Secretary CLAYTOR. Yes, sir.
Senator PRox3r1IE. The Navy says this is an application of the "fly-

before-buy" concept to shipbuilding. Here is what Assistant Secretary
Hidalgo told the House Armed Services Committee on April 7, 1978,
and I am quoting:

Finally, the FFG programs is structured so that a sufficient time interval was
allowed between the lead and first follow ship so that completion of specific work
on the lead ship permitted feedback and resolution of problem areas and de-
tailed design corrections to be made before construction began on the same por-
tion of the first follow ship. This approach to scheduling allows the construction
of follow ships on an overlapping schedule, thus avoiding obsolescence and pro
duction breaks, and yet providing a proven design to the follow builder.

Then this is what you said, Captain Beecher, and wrote in U.S.
Naval Institute Proceedings in March 1978:

The Oliver Hazard Perry (FFG-7) class frigates are the first to be built to
the "fly-before-buy" concepts developed in the early 1970's. One doesn't "fly" a
ship, of course, but the FFG-7 herself can almost be regarded as a prototype
because of the 2-year gap between her completion and that of the second ship
In the class.
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Now how can the Navy say these things and then fail to do what it
says? Isn't the plan to begin retrofitting a new stern into the completed
ships in 1985 inconsistent with the "fly-before-buy" concept? Why not?

Secretary CLAYTOR. Senator, I think I can answer that.
Senator PROXMIRE. You express it so clearly and plainly here.
Secretary CLAYTOR. Yes. One reason it is not inconsistent is that you

must remember that a ship, even a small ship like this, takes 5 to 6
years to build. In that time technology changes and there are bound to
be improvements that will be cost effective that have to be retrofitted
later as those technologies are developed. During the course of the
ship's construction you are faced with the question of whether it
is better to stop the construction, put the new thing in then or finish
the construction and backfit. If. as in this case, the design of what
we need-

Senator PROXMIRE. Let me just interrupt, Mr. Secretary. How can
you tell what to do if you don't even consult with the shipbuilders?

Secretary CLAYroR. We are working day to day with the ship-
builders.

Senator PROXMIRE. The shipbuilders say they don't know about this
stern retrofitting until 2 years afterward. Mr. Harvie testified to that
yesterday. Nobody told him.

Secretary CLAYTOR. Captain Beecher.
Captain BEECHER. I didn't consult with the shipbuilders on the

specifics of the change to the stern for the ships under construction
because I knew that it would be disruptive to their production of the
ships they are now building. I did not know the magnitude of the
disruption, but I knew that I was dealing with a $2 million difference,
and I knew that the magnitude was much larger than that and it was
not necessary to consult with them.

Senator PROXMIRE. So you concealed it from the shipbuilders.
Captain BEECHER. No sir, I did not conceal it from from the ship-

builders.
Senator PROXMIRE. You didn't tell them; they didn't know about it.
Captain BEECHER. I believe they knew about it.
Senator PROXMIRE. You knew about it but they told us they didn't

know.
Now, according to the GAO as of October 1, 1978, fabrication on 12

of the first 26 ships had not yet begun so it is undeniable that the stern
has to be modified to accommodate the LAMPS III helicopters.
Wouldn't it be more economical and less costly to the taxpayer to order
work you know has to be done during construction rather than building
them w-ong, which is what you are going to do-you build them wrong
deliberately, send them out, and then recall them for repairs. Of course,
when they are recalled for repairs, they are out of action for half a year
to a year, and meanwhile you have a ship that can't perform its mission.

Captain BEECHER. Senator, no; that would not be wrong. If I were to
build those ships today, taking all the delay and disruption which I
estimate to be up to 18 months for each ship and put all the LAMPS
III equipment in those ships that I could get my hands on, then I would
be sending those ships out without any ASW capability at all because
then they could not operate with the LAMPS I helicopter, and I think
that is a significant point that we overlooked yesterday and today.
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I would rather send them out with the best ASW helicopters in the free
world today than none at all. That is the choice.

Senator PROXMIRE. Now, GAO says it first learned about the stern
redesign last September-this last September-2 years after you knew
about it. This is surprising because the GAO has been preparing re-
ports on the FFG each year for the past several years. Why did the
Navy fail to inform the GAO and the Congress about this problem?
Why didn't you tell us?

Captain BEECRER. Senator, on the first selected acquisition report in
March of 1973, we told the Congress that space and weight would be
reserved in the ship for the LAMPS III helicopter. We did not know.

Senator PROXMIRE. That does not mean reconstruct the stern, does it?
Captain BEECHER. We didn't know what the helicopter was then.

We didn't know we would have to make minor changes to the stemn
until we selected the helicopter.

Senator PROXMIRE. You have the submission of the delay.
Captain BEECHER. Senator, the reconstruction of the stern is a gross

overstatement of what is being done. What we are doing is a minor
modification to the stern. It is now strong enough-the flight deck is
strong enough-the flight deck is big enough to handle the LAMPS
TT he] icopter and put in hangars of the FFG-7, a full-scale mockup of
this helicopter-

Senator PROXMIRE. Let me get into that. When did the Navy make
the decision to redesign the stern?

Captain BEECHER. We made our decision to redesign the stern in
March of 1978.

Senator PROXMIRE. March of what year?
Captain BEECHER. March of 1978.
Senator PiRoxmIR. Explain what is involved in redesigning the

stern, whether this is a minor modification or if extensive teardown
work and reconstruction is involved.

Captain BEECHER. Yes, sir. There are three essential elements. One is
putting in the hauldown system and the tracks associated with it where
it moved the helicopter from the flight deck into the hangar. The sec-
ond part is rearranging below the flight deck, some nonstructural bulk-
heads to take this general space and weight reservation that we have
and tailor it specifically for the equipments that we now know have to
go there. Thirdlv, for safety of flight, putting a little platform on the
stern below the level of the flight deck to put the bits and chocks and
capstan and so forth so we have a clear flight deck so there is no danger
of obstruction.

Senator PRtoxxTm. Where is the work planned to be done and how
long will the ships be in drydock or out of action during the work?

Captain BEECHER. We anticipate that the total backfit would require
6 months, which is a 4-month extension of the original planned 2-month
period that the ship will be in RAV anyhow. We will just take that
2-month availability and extend it.

Senator PRoxMmu. It is not 2 months. it is 6 months.
Captain BEECHER. It is an additional four on the existing two.
Senator PROXMIRE. This is not what the GAO said in its letter to

Secretary Brown. They said the FFG-7 program could result in each
ship being drydocked 6 to 12 months or longer, thus reducing each
ship's availability.
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Captain BEEioER. Our estimate is 6, Senator, and it is 6. She will be
in for 2 months anyway and we extend it to make it 6.

Senator PROXMIRE. The GAO says that the Navy's "best guess" esti-
mate of the costs of redesigning the stern is $7.2 million per ship. Now
I understand that is a-I was not familiar with this classification be-
fore. Maybe I would not have so much trouble with the overruns if I
knew it and we could all be retired but that is known as a class of
estimate.

When will the Navy make a budget quality, class "C" estimate and is
it correct that the costs will be at least $13 million per ship rather than
$7 million per ship?

Captain BEECHER. No, sir. The $13 million per ship in constant fiscal
year 1979 dollars is the cost of buying and installing all of the equip-
ment associated with the LAMPS, TACTAS, and RAST.

Senator PRoxMiRE. That is what the taxpayer has to foot.
Captain BEECHER. Right, the number 7.2.
Senator PRoxMiRE. Yes, sir.
Captain BEECHER. It is just the installation, it does not include the

cost of the equipment, and that number we believe now to be probably
close to 8.1.

Senator PRoxMIRE. Then what is the total number properly, 13? Is
that correct, including all of the equipment?

Captain BEECHER. The buying of the equipment. Designing the stem
and installing the equipment in the ships in fiscal year 1979 is $13 mil-
lion during construction.

Senator PROXMIRE. Now the latest selected acquisition report, the
SAR, for the FFG shows unit costs of $195 million per ship and
program costs of $10.1 billion- for the 52 ships. Are the costs of modi-
fying the stern included in those figures, the cost of this equipment
that you just referred to?

Captain BEECHER. For the fiscal year 1979 and beyond the second
26 ships, yes, it is. For the backfit of earlier ships, no, it is not.
- Senator PROXMTRE. I want to know if it is included in the $10.1
billion. Does the $10.1 billion include this additional cost?

Captain BEECHER. For the 26 ships not contracted, yes. For the 26
under construction, no.

Senator PROXMIRE. The 26 under construction, no. So that would
mean that if it is 13, it is 13 times 26-maybe $300 million or $400
million in addition then to the $10.1 billion: That goes up by what-
ever that amount is. I calculate about $300 million or $400 million.

Captain BEECHER. That is about right.
Secretary CLAYToR. Mr. Chairman. I think one reason for leaving

it out, it is not an SCN, ship construction, Navy, account. The SAR's
are ship construction accounts and this is not a ship construction ac-
count when it is done in overhaul.

Senator PROXMIRE. What does that mean?
Secretary CLAYTOR. Don't ask me to justify this.
Senator PROXMIRE. I am not asking you to justify it, I just want

to know what it is going to cost the taxpayers.
Secretarv CLAYTOR. Yes.
Senator PROXMIRE. What is the net figure? What is the bottom line?
Secretary CLAYTOR. If you wanted to add the additional cost of

the overhaul
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Senator PROXMIRE. That is right.
Secretary CLAYTOR. For the 26 ships under construction it is 26

times $13 million or about $300 million.
Senator PROXMIRE. All right.
Secretary CLAYroR. But we didn't try to mislead Congress or do

this wrong. That is the way we are required to do these things.
Senator PROXMIRE. That is right.
It is correct to assume that if costs rise about $7.2 million per ship

that the SAR estimates will have to be revised upward?
Captain BEECHER. Our current estimate for the installation of all

of those equipments after delivery is 8.1 in fiscal year 1979 dollars.
That includes everything.

Senator PROXMIRE. And the $13 million includes the installation
and cost of equipment?

Captain BEECHER. Yes, sir.
Senator PROXMIRE. What about the costs of a redesigned stern for the

second 26 ships, those that are planned but not yet under contract? Are
those costs included in the SAR?

Captain BEECHER. Yes, sir.
Senator PROXMIRE. How do you explain the increase from $65 million

which was the estimate in 1973 to $195 million in 1978
Secretary CLAYwro. Can I run through that?
Senator PROXMIRE [continuing]. And the $7 billion cost overrun on

this program?
Now we figured and the GAO confirmed it that inflation could ac-

count for about a third of that increase, so what is your explanation?
Secretary CLAYTOR. I would like to run through the figures but I

would like to start with the designed cost, not $65 million but $45.7
million which is the design in 1973 and that was fiscal year 1973 dollars.

The $65 million came from a then estimate of escalation for the next
something like 4 years. It was added on to 45.7. It was done on the esti-
mated basis of 4.25 percent a year inflation and that sort of thing and
I think we ought to leave that out. Let's see what happened to the 45.7.

Senator PROXMIRE. Before we get away from that, the $65 million
did include some inflation.

Secretary CLAYTOR. Yes, it did.
Senator PROXMIRE. But the inflation, that was included at about

what level?
Secretarv CLAYTOR. About $12 million worth as I recall.
Senator PROXMIRE. At what rate per vear?
Secretarv CLAYTOR. I think it was on the order of 2 percent.
Senator PROXMIRE. Two percent a vear?
Secretarv CLAYrOR. Yes. It was the past experience in the sixties.
Senator PROXMIRE. Even that would reduce the one-third estimate

we had yesterday which was the total amount for inflation. That would
cut it down considerably.

Secretarv CLAYTOR. Let me run down the figures. The $45.7 million,
the first ship was a cost-plus shin under this svstem and the Navv had
to estimate what builders would be interested. what kinds of bids they
would make, and also estimate from scratch at the start the cost of a
whole lot of new equipment that had not been ordered new. The Navy
included or should have added $17.5 million to the estimated design to
cost goal because they underestimated.
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Senator PROXXIMR. They underestimated what ?
Secretary CLArroR. The goal, the design to cost goal, what the ship

would actually cost in 1973 dollars.
Senator PROXMIRE. So the Navy made an initial estimate per ship

of $17 million.
Secretary CLAYToR. That is right.
Senator PROXMIRE. And they obviously made a gross underesitmate

of the inflation. I don't know how anybody in 1973 could have esti-
mated we would have 2 percent inflation over the next 10 years.

Secretary CLAYTOR. Let's take this $17.4 million.
Senator PROXMIRE. That was not the experience in 1970, 1971, 1972,

1973. We had much greater inflation.
Secretary CLAYTOR. Whatever they were saying. I won't justify

anybody's guess as to what inflation was going to be, it had to be a
guess. This was just before the oil embargo.

Now that $17.4 million was partly as a result of the economic disloca-
tion that did occur immediately in 1973 after the oil embargo and
partly a bad estimate of how many shipbuilders were going to be inter-
ested in building on this and the competition was reduced.
'Senator PROXXIRE. Let me interrupt. The reason I am getting at this,

one of the problems in the cost overrun when the Navy or Army or Air
Force comes in with a weapon system, they make an estimate. The Con-
gress buys it on the notion that on that price it is good buy, the higher
price it would not be. So we get sucked in and three underestimates,
these gross mistakes are what trap us into getting weapon systems that
we cannot justify.

Secretarv CLAYrOR. I understand. I think that in the last 3 to 5 years
we have had outside consultants and have done an in-depth job on esti-
mates. Estimates have to be guessed when you are dealing with some-
thing new that has not been built but we ought to do better than we are
doing, and I think we are doing better. Let's move along.

In addition to the $17.4 million underestimate, the various reasons
that we can justify but when that took place there were changes made
in the ship. Now one reason the first ship was being done on the cost-
plus basis was that you have to check some of your designs as you build
since it is a brand new thing.

There was another $12.5 million-still in 1973 dollars-of additional
changes that were made in the FFG-7 and they included the fourth
ship service generator which caused some delay because it had been
thought initially that you didn't need but three and then they got into
it in more depth and thst caused some delay in the ship. We then made
space for the LAMPS III-space and weight for LAMPS III,
Tactas and so forth and those changes were made in the first ship,
the lead ship, and they are included in the $12.5 million. That caused
a delay in the schedule and there was also a delay in the schedule of the
first ship that resulted from the 1973-74 prices that we had in material,
including castings.

I don't know whether you remember. Senator. but in the railroad
business we could not get a casting in 1973 to 1974 and a number of
castings were required here. So there was significant delay, and when
there is delay there are additional costs and there was about $4.2 mil-
lion of additional delay cost. So if we get to the end of that and add
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those up, we find that the 1973 dollar cost of the FFG-7 was just on
the edge of $80 million, 79.8, for those reasons.

Now where do we go from there? I am working up to the cost of
$192.7 which is what I have for the fiscal year 1979 ships. Inflation
from 1973 to 1984, because you take the inflation on Government-fur-
nished equipment all the way through to the last time you have to
buy, so inflation 1973 to 1984 is an additional $90.9 million. That is
all the way from 1973 to the start of the ships in 1979 and then during
construction of the ship in 1979 to take care of material that is going to
be bought later.

Then in addition to that, Senator, there is $22 million of additional
inflation which is included in the escalation clauses of the contract.
That is to say, pending construction of the ships an additional $22
million in inflation is covered by the contracts and that is standard.
All of that then in then year dollars and that is what we let contracts
on, that is what we budget on. In then year dollars for the fiscal year
1979 flight of eight ships the average cost for eight ships to be let in
this year is $192.7 in then year dollars. That means dollars in 1979,
1980, 1981, 1982, and 1983 up until the ship is finished and then all but
$79.8 million of that is inflation.

Senator PROXMIRE. Well, what you have done is you have made a
gross misestimate. You say $17 million.

Secretary CLAYTOR. $17 million was the-
Senator PROXMIRE. Per ship.
Secretary CLAYToR. That was the estimate at the start.
Senator PROXMIRE. Of course it is a very large amount and-
Secretary CLAYroR. It is a lot, that is right. That was back in 1973.
Senator PROXMIRE. Now you project inflation up to 1984 at a much

higher rate, a much more honest and realistic rate.
Secretary CLAYToR. Excuse me, sir. We projected at the rate that is

ordered by the Department of Defense.
Senator PROXMIRE. I have no complaint about that.
On the other hand, let's look at the helicopter as a part of that

weapon system, too, and a vital part. Obviously without it you don't
have a weapon system.

Secretary CLAYTOR. That is right but we do have
Senator PROXMIRE. The SAR for the LAMPS III shows no increase

in program or unit costs since 1969. In fact, it shows a slight decrease
and no escalation. Why is there so much inflation in the FFG and
none in LAMPS III?

Secretary CLAYTOR. I am surprised to hear you say that, Senator,
and I just don't have the data in front of me but LAMPS III has gone
up. We got enormous criticism from the Congress because LAMPS
III has been multiplied by 4 or 5.

Senator PROXMIRE. I have in front of me some classified total
LAMPS cost, development cost, for fiscal year 1969 of $3.9 billion and
the current estimate of $3.5.

Secretary CLAYTOR. I think it is a whole lot fewer number of planes.
I suspect the answer is that is program cost and that is not unit cost.
We have them cut back.

Senator PROXMIRE. Don't you have two helicopters per ship?



361

Secretary CLAYwoR. Like the planes for a carrier, the helicopters for
these ships are pooled in a sense, they are not permanently assigned as
part of the ship. They are sent out when the ship is deployed and needs
a helicopter and we have a pool of them. Frankly, Senator, I would ap-
preciate your help in getting more LAMPS III helicopters. We need
more.

Senator PROXMIRE. All right, we will take the unit costs. The unit
costs have not changed either. The unit cost has gone down from
$10.784 to $9.59 million.

Secretary CLAYTOR. I will have to supply this for the record.
Senator PROXMIRE. According to the SAR, that is the only informa-

tion we have.
Secretary CLAYToR. I think there is something wrong with it, Sena-

tor, but I cannot deal with it because I don't have the data here.
[The following information was subsequently supplied for the

record:]
The total LAMPS Mk: III program costs of $3.9B reflected both sunk and es-

timated costs at the time of DSARC IIC in February 1978. The current estimated
is $3.5B. The program unit costs of "retrofitted" ship systems was $10.78M in
February 1978. The latest estimate is $9.590M.

Senator PROXMIRE. The unit cost is down.
We are happy to have a new Senator with us this morning who is

going to sit in with us. We are honored to have Senator Warner.
Secretary CLAYTOR. Yes, sir.
Senator PROXMIRE. He is not only a distinguished Senator but a

great expert in this, having served, as you all know, in the Defense
Department with distinction. We are delighted to have you.

Senator WARNER. And I participated in some of those alleged errors
under review today.

Senator PROXMIRE. I don't know if you all heard that. He said he
participated in some of those errors.

Very good. We appreciate that.
Now, the Navy has said it plans to backfit a number of items into

the FFG and that the costs will be about $24 million per ship. Tell us
briefly -.what will be backfitted, when the work will be done, and
whether these costs have been included in the SAR.

Captain Beecher.
Captain BEECHER. Yes, sir. The equipments to be backfit are

TACTAS starting in fiscal year 1985, LAMPS III starting in fiscal
year 1985, CIWS starting in fiscal year 1983, the hauldown system
starting in 1985, and the intership data link starting in fiscal year
1981 and fins starting in fiscal year 1985. The $24 million for those
equipments include the costs of the equipment and installation which
includes that $8.1 million which is the cost of installation for LAMPS,
RAST, TACTAS, and fins.

Senator PROXMIRE. That $24 million includes the stern redesign?
Captain BEECHER. Yes, sir.
Senator PROXMIRE. It includes all -the equipment involved in the

stern?
Captain BEECHER. And all these other equipments as well.
Senator PROXMIRE. And included in the SAR?
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Captain BEMCHER. The CIWS is included in the SAR starting in
1976, for the fiscal year 1978'ships and beyond.

Senator PROXMIRE. GAO says it is not included.
Captain BEECHER. I think they were in error yesterday, sir.
Senator PROXMIRE. You think they were wrong?
Captain BEECHER. Yes, sir. I prepare the SAR.
Senator PRoxMIRE. They say $15 million to $20 million is not in-

eluded in the SAR.
Captain BEECHER. For some ships it is not, for some ships it is. I was

starting to tell you that.
Senator PRoxMnlr. What is and what is not?
Captain BEECHER. From fiscal year 1979 on fins, TACTAS, LAMPS

III, RAST, and LINK II are included in the SAR for ships. Prior
to that it is not.

Senator PNoxMrE. How much will it cost with all the factors? Can
you give us an overall global factor? That is what the SAR is sup-
posed to do so we know what we are doing.

Captain BEECHER. It is the same figure we dealt with a few moments
ago, 26 ships times $24 million. Roughly $620 million.

Senator PRoxmiRE. But our problem is what is in the SAR and what
is not.

Captain BEECHER. That is our mutual problem. I put in the SAR
what is funded by SCN because that is what I have to do.

Senator PROXMIRE. If you don't know it, nobody knows it. Can you
go over that and give us as much as you possibly can so that we know
what the total cost is? We don't want to duplicate these costs, and if
we simply take the total figure and add it, that is what we are going
to be doing there.

Captain BEECHER. Let me simplify it a little bit and deal with the
first 26 ships because all of these things are in the SAR for the second
26 ships.

Senator PROXMIRE. We know the cost is more than $195 million.
Captain BEECHER. That is approximately the average cost of the

eight ships in fiscal year 1979, and that includes all of these things
that we have been discussing.

Senator PROXMiRE. We wanted the 52d ship.
Captain BEECHER. The total program cost is 10 point something

billion dollars that is in the SAR which includes all of these equip-
ments in the last 26 ships and it excludes about-I am trying to factor
this because that is in some of the earlier ones. It probably averages
$23 million that is not properly reported in the SAR.

Secretary CLAYTOR. The reason it is out, Senator, is because it is in
a different budget account.

Senator PROXMTRE. Give us the most up-to-date figures that you can
so that we have that when we make our report. Will you do that?

Captain BEECHER. Yes.
Senator CLAYTOR. Why don't we submit it. We will submit it

promptly.
[The information referred to follows:]

The estimated total program acquisition cost shown in the 30 September 1978
Selected Acquisition Report for the 52 ship FFG-7 Class Program is $10,124.8
million. This estimate does not Include costs associated with backflit of systems
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through the Fleet Modernization Program (FMP). The estimated cost to pro
cure and install the following systems through the FMP is $698 million in theii-
year dollars.

Number of InstallationSystem ships' years (fiscal)
year

TACTAS------------------------------------- 26 1985-7LAMPS III shipboard electronics -26 1985487RAST -.- - ---------------------------- ------------------ 26 1985-87W S ------------------------------------- ---------------------------------- 18 1983-85Los cost data link -26 1981-85Fin stabilizers- - 26 1985-87

' Fiscal year 1978 and prior.

Senator PROXMIRE. How do you explain the incomplete reporting in
the SAR? The SAR is supposed to contain the full cost of the pro-
gram. The Congress has to be informed. Why doesn't the SAR keep
us fully informed?

Secretary CLAYTOR. Senator, the instructions we have-we do this
with instructions, this is not something we strike up. The SAR includes
SCN account funds and no EOM funds. That is, no maintenance funds.
When a ship is backfitted, the Navy instructs us to use 0. & M. funds.
We can compute what it is if you just want to create a figure, but if we
included it in the SAR, we would be violating the instructions of
what we have been told to do.

Senator PROXMIRE. Don't include the SAR. When we look at the
cost. if it is less we say, all right, go ahead. It may require a decision
on the part of the Congress and they may decide to go ahead because
the cost is lower.

Now, on the lead ship the Navy has repeatedly boasted that the
Perry, the FFG lead ship, was delivered ahead of schedule, yet it was
8 months late and $57 million above the original cost estimate. The
original contract delivery date was extended twice before actual de-
livery so isn't this a phony way to keep score?

Isn't that like my experience with an airline the day he was trying to
find Washington and postponed and postponed, and finally they came
in 2 hours late; they said, "We told you before we landed we were
going to be under that time and we were on that time." Isn't that what
the Navy is doing here, changing the date as you go along? The
original contract date was 8 months. You were 8 months late.

Secretary CLAYTOR. The reason it was late that 8 months was that
changes were made and the shipyard was not behind. We felt that'
the changes made required the extra 8 months.

Senator PROXMIRE. That is fine; I have no argument with that. I
think it would be perfectly proper to say the shipyard is not respon-
sible, the Navy is responsible. You were late. Whether it is some other
exercise made by somebody else, the fact is you were late.

Secretary CLAYTOR. Would you have had us skip developments that
the ship needed in order to stay on schedule?

Senator PROXMIRE. No, sir.
Secretary CLAYTOR. All right.
Senator PROXMIRE. There is a reason for being late, but you were

late.
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Secretary CLArrro. It is inherent in the building of ships that you
have to make changes if someone discovers something that creates a
tremendous new capability. You accept the delay and incorporate it.

Senator PROXME. I don't argue with that. You may very well be
right in doing so but I think you have to acknowledge under those cir-
cumstances that you were late. The reasons for your being late may be
good or bad.

How do you explain the delivery delay and cost overrun on the lead
ship and who is primarily responsible, the Navy or the shipbuilder?
I take it the Navy was.

Mr. HIDALGO. There were two strikes during that same period.
Senator PROXmiRE. The GAO told us about that. I think in the ag-

gregate that was about a 6-week delay there, is that right? Six weeks?
Mr. HIDALGO. Of course what we are addressing here is the funda-

mental reason why on the lead ship on a new design like this you go on
a cost-plus basis. As you know, in our naval procurement process study
that we submitted to you last July, the concept of schedule which can
increase your cost enormously is a very different thing in the lead ship
than with the follow ships. Let me emphasize, Senator, that on the fol-
low ships, both at Todd and Bath, we are totally on schedule and
within costs.

Senator PROXMIRE. Mr. Hidalgo, on February 7 testifying before the
House Armed Services Committee you said that the FFG-7 program
is an example of such improved contracting techniques that the Oliver
has been completed by the shipbuilder ahead of the schedule agreed to
by the Navy within the appropriate funds.

Mr. HIDALGO. That is correct.
Secretary CLAYToR. That schedule was agreed to by the Navy.
Senator PROXMIRE. And it was three times as high?
Mr. HIDALGO. Yes. Much of it was delayed by the shipbuilder being

unable to complete the ship because of factors that were perhaps be-
yond his control but not the Navy's fault, things like shortages of
equipment. This didn't happen here.

When I say it was on time, I meant in accordance with the schedule
agreed by the Navy.

Senator PROXMIRE. You said the strikes were 8 or 9 weeks and at
least the major element in this delay.

Mr. HIDALGO. Yes.
Senator PROXmY. I see no reason why there are times when changes

may be justified or responsible for delav but it is a delay. It is not
delivered at the time we are told it was to be delivered.

Mr. HIDALGO. But it was delivered at the time the Navy agreed it
should be delivered.

Senator PROXMIRE. I am told the stern modification will add 45 tons
to the weight of the ship, is that correct, and, if not, tell us how much
weight will be added.

Captain BEECHER. Yes, sir, that is correct.
Senator PRoxMIRE. That is correct. How much more weight can the

ship carry before it encounters problems in its capability in general?
Captain BEECHER. The ship was designed with two kinds of growth

margin and this was sort of overlooked yesterday. The ship was
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designed with space and weight margin specifically to take these char-
acteristics changes that we are putting into the 1979 ships-LAMPS
I-I, TACTAS, the Link 11, the fins, and the helicopter landing system.
Over and above those changes and when all those changes are in the
ships, the ships will still have a 50-ton margin for additional, now
unspecified or unknown, growth before they come close to any of the
structural weight limitations.

Senator PROXMIRE. Yesterday, the testimony by Mr. Stolarow, the
Director of the GAO, was that what happens is that you need a greater
weight margin than you are likely to have in this case because, as the
time goes on, 15, 20, 25 years past and, of course, the ship is expected
to have a life of 25 or 30 years, the technology changes and you have
to incorporate those changes into the ship.

He argued that this narrow weight margin is going to reduce the
life of the ship, perhaps cut it in half and in the 25 years' expected life,
you could lose half of that, 12 years, and of course at a considerable
cost.

Captain BEECHER. Yes, sir.
Senator PROXMIRE. What is your answer to that?
Captain BEECHER. I also heard Mr. Harvie very eloquently tell you

that one of the major causes of displacement change in a ship when
she reaches her modernization point is that requirement to add more
power because, generally, we find that you do not put enough basic
primary electrical power in the ships. We accommodated that with a
3-month delay in delivery of the first ship by putting 1,000 more kilo-
watts in that ship as delivered so we build in that piece.

Senator PROXMIRE. So that your answer can include this point be-
cause I want to be a little more specific on it. According to GAO past
experience, it has shown a need for a service life weight margin of
about 150 tons for a ship the size of the FFG-7.

Now that specific weight margin was not formally directed or
approved by the Chief of Naval Operations. On the FFG-7 figures,
that is only 50 tons, only a third.

Now, why does the Navy believe that the margin for this type of
weight program can be so much lower than in the past?

How does the Navy propose to control the situation?
Captain BEECHER. Two reasons. One we have already put in the

signifcant weight growth associated with the additional power and,
second, in any other ship, that 150 tons would have to accommodate
all the weight growth associated with LAMPS, TACTAS, fins, which
we put in exclusive and in addition to the 50 tons.

Third, and I believe Mr. Harvie testified to this effect yesterday
also, that the changes you make in the weapon system of a ship are the
replacement of something obsolete with something better so that any
weapon system that would be changed in the ship, the old one would
be taken off, the new one would be put on.

The way technology is going, those things are getting lighter all
the time. We believe it is an adequate margin.

Senator PROXmIRE. Let me get to the most troublesome of all of your
ship, that is, survivability, the cheap shot. The 1975 Navy shows the
FFG to be level NB thrust. A rifle shot could put it out of commission,
a grenade fragment.

32-340 0 - 81 - 24
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Does this mean the ships would be subject to cheap kills and how
does this differ from highlight?

Captain BEECHER. Yes, sir, I think all ships probably could be sub-
ject to some kind of a cheap kill. As you were told yesterday, we are
putting kevlar armor around the singularly vulnerable space of a ship.

As I recall, Jerry waved a piece of the kevlar cloth indicating that
that was the armor.

Senator PROXMIRE. One of the things we did with this-this is what
was given to us-we tried hitting it with a pencil and the pencil went
right through it.

Mr. HIDALGO. Yes.
Senator PROXMIRE. I said this was like what Dan Pastorini used in

the other war when he was playing in the playoff game against the
Patriots, he must have worn something tougher.

Captain BEECHER. That piece of cloth is a bit misleading. The armor
is that thick. It is several sheets of that cloth in a resin adhered to the
normal aluminum bulkhead of the ship, the superstructure of the
ship, and this is a section of it here.

You will see the five holes in the aluminum. Each of those had been
shot into-at 4,000 feet per second-with a pellet which is the average
size of a fragment that you could expect to get from a bomb or a pro-
jectile or even a bullet.

Senator PROXMIRE. Can we get-
Captain BEECHER. This is one of the fragments.
Senator PROXMIRE. Can you provide the subcommittee with some-

thing like that?
Captain BEECHER. Yes, sir. That is the fragment that was shot into

it. When it is stopped by that it looks like this.
Senator PROXMIRE. What is the size of that?
Captain BEECHER. 240 grains, I believe, Senator.
Senator PROXMIRE. What does that mean in caliber? Can you give

s that?
Captain BEECHER. No, I cannot. I think it is the average fragment

size that you get from the kinds of weapons that would be fired against
the ship. They are all still in there. Every one of those that were shot
into this from 30 feet away at 4,000 feet per second were indeed trapped
and you can feel them in there. The armor works.

Mr. HIDALGO. Senator, that armor is being put in all the existing
26 ships.

Secretary CiAyroR. All ships.
Senator PRoxxmIp. The GAO says using kevlar vou were not going

to be able to protect all of your extensive equipment. What is your
answer to that?

Secretary CLAYTOR. You cannot protect all youir extensive equipment
on any ship, including an aircraft carrier. You do the best vou can and
I think this is quite satisfactory. it is going to cover essentially the
key electronic control noints, CIC and that type of thing.

The radar antennas have to be out in the open and if a shot carries
away the antenna, it does.

Senator PROXMIRE. Are you saying that this is as well insulated
against a cheao kill as an aircraft carrier?

Secretary CIAYroR. No. For one thing, the aircraft carrier is enor-
mously large and one of its greatest protections against the kill is that
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it can absorb enormous punishment that no small ship can absorb but
I think for a ship of this size this is a very survivable ship.

For one thing, one of the most survivable points is that the Phalanx
is particularly designed to knock out low-flying missiles and the
Phalanx as I mentioned earlier in my statement is one of the finest
developments that has been developed anywhere in the world. We
also have the 76-millimeter gun and we have the standard missile.

Senator PROXMIBE. You are telling us the original design was not
as survivable by any means, as vulnerable?

Secretary CLA-roR. The addition of CIWS which at the time the
ship was first designed had not been perfected and the addition of the
armor around the vital points are two things which have been done
to improve survivability. I think they do a good deal.

Senator PROXMIRE. What you are saying, then, is that the original
design was defective in that it did provide for a cheap kill, it did not
protect.

Secretary CLAr.oR. It had the standard missile on it all the time
which is one of the most effective defensive weapons that anybody has
developed in the world.

Senator PROXMIBE. There were two instances during the Vietnam war
in which a rifle shot fragment knocked the ships out and made them
unusable.

Can you provide any details of those instances?
Captain BEFCHER. That is classified, Senator.
Senator PROXMIRE. Classified.
GAO says many other ships have a survivability problem. How

widespread is this problem and how does the Navy plan to take steps
if that is unclassified ?

Secretary CLAsroR. I think this is an ongoing problem. I think sur-
vivability is an issue with respect not only to new ships but with
respect to existing ships that we have under study in the Navy Depart-
ment all the time.

Senator PROXMIRE. Now, the 1978 FFG report of the GAO discus-
ses the Navy's plan to use kevlar to increase the ship's survivability.
How much will that cost?

Captain BEEcTIER. I expect it to cost $600,000 per ship which is al-
ready funded in the SAR.

Senator PROXMmIE. That is included in the SAR.
Secretary CLAYTOR. Yes.
Senator PROXMIRE. $600,000 per ship will be $30 million.
Captain BEECHER. It is already in the SAR, Senator.
Senator PRoxMRnu. Is it correct that kevlar is flammable, gives off

smoke and toxic gases when burned?
Captain BEF.cTER. Senator, I have built a compartment of the ship.

one of the magazines, and I have lined it with keviar. I set a fire in that
compartment, Senator, that reached a temperature of 750 degrees
centigrade and, indeed-well. let me tell you something else: Outside
of this kevlar, I also lined the ship with a fire retardant felt to create
flame boundaries so we don't melt the ship. Aluminum melts at 600
degrees centigrade.

I had a 750 degree fire in the comnartiment and I could not detect
anv toxic gn ses being given off by the kevlar.

Senator PRThinXRE. How long was it exposed to that heat!
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Captain BEECHER. One hour. I don't think a man would have been

breathing much in there where he would have been bothered by toxic

gases even if they were given off. In a chemical laboratory, you can

burn one strand of fiber at 200 degrees centigrade and detect noxious
fumes, but it is an academic exercise.

Senator PROXMIRE. This is part of the keviar tests that were sched-

uled for completion in February 1978. Have they been completed2
Captain BEECHER. Yes.
Senator PROXMIRE. Can you give us a report on that if it is not

classified, or is it classified?
Captain BF.ECHER. I believe it is partially classified.
Senator PROXMIRE. Give us a sanitized version.
Captain BEECHER. A sanitized version for the record?
Senator PROXMIRE. Yes, sir.
[The following information was subsequently supplied for the

recordJ:
DEPARTMENT OF THE NAVY,

NAVAL SURFACE WEAPONS CENTER,
Dahlgren, Va., September 27, 1978.

From: Commander, Naval Surface Weapons Center.
To: Commander, Naval Sea Systems Command, Attn.: LCDR W. Humphreys

(Code PMS-399), Washington, D.C.
Subject: FFG-7 Survivability, Vital Compartments Test Program; Executive

Summary Reports for.
Re: (a) NSWC CONF Report "FFG-7/CG-26 Arena Test, Sequence No. 1D.

1. In accordance with the request of PMS-399 made at the program review,

2 August 1978, brief summaries have been prepared for the various areas of

work. Enclosure (1) schematically outlines the overall approach for the FFG-7

Class Vital Compartments Test Program. Enclosure (2) through (5) sum-

marize the results of the test program.
2. A KEVLAR-Reinforced-Plastic (KRP) armor which employs a polyester

resin containing 5 percent by weight antimony ovide flame retardant was proven

to provide thbe best overall tradeoffs in ballistic protections, fire resistance, cost

and fabricability (enclosure (2) ).
3. The best fire shielding material was a refractory felt material at a bulk

density of 4 lb/ft. This material can replace the existing fiberglass hullboard

thermal insulation with only a slight weight penalty but performs significantly

better at high temperatures and under direct flame impingement (enclosure (3) ).

4. Quarter scale tests with the above KRP/Refractory felt system showed that

a severe fire level was required before toxic combustion products could be deter-

mined. A sub-scale fire scenario was selected which predicted that the selected

armor/insulation system would be acceptable for shipboard use (enclosure (4)).

5. The full scale fire test of the FFG-7 Torpedo Magazine was conducted for a

one hour burn and at no time did the KRP armor ignite. At a few locations, ad-

jacent to the metal stiffeners, there was limited surface darkening of the KRP;

however, concentrations of the toxic combustion products derived from the KRP

were all below a level which would present a hazard to the crew.

6. In other related Vital Compartment efforts. the projectile arena test proofed

out the fragment simulator tests and showed that weight savings of 30 to 50

percent over monolithic aluminum were provided (reference (a)). This test il-

lustrated that the rigid KRP could lie more easily attached and retained, whereas,

the KEVLAR blankets deformed extensively and were dislodged from their at-

tachments.
7. All planned work for these areas has been completed. Draft letter reports

have been prepared with final printing of all four letter reports to be conducted

during October 1978.
Enclosures.
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ENCLOSURE (2)

[aLAS S: iF

RESIN SELECTION AND CHARACTERIZATION OF KEVLAR COMPOSITES

EXECUTIVE SUMMARY

(U) The objective of this effort was to select the best resin system
for fabrication of KEVLAR-Reinforced Plastic (KRP) armor so as to have the
best tradeoff in cost of resin, ease in fabrication of the composite, fire
resistance and ballistic performance. The tests conducted were: (1)
oxygen index, (2) flame spread, (3) NBS Smoke Chamber, and (4) fragment
simulator tests as an aluminum/KEVLAR system.

(U) Six candidate resins along with KEVLAR blankets were selected and
two were to be screened for further evaluation in: (1) in-depth fire tests
at NRL, (2) quarter scale fire tests at NSWC, and (3) ballistic evaluation
in a full scale projectile arena test. Table 1 summarizes cost and
chemical composition data for the six resins. The six resins used to
fabricate the KRP specimens consisted of three polyester resins (Derakane
510A40, Grace GR28R, and Hetron 24370), two epoxies (Epon 815 and Epon 815FR)
and a phenoxy resin (Union Carbide PKHH), which can be used to prepreg the
KEVLAR cloth.

(J)X Table 2 summarizes the fragment simulator ballistic data and the
fire tes s data which was used to select the two KEVLAR armor systems to
be evaluated by NRL in their closed fire chamber/gas analyses tests and in
the quarter scale fire tests. A discussion of the important parameters
follows for the seven armor systems tested. They are arranged in descending
order of their ballistic performance in Table 2. It should be noted that
the ballistic tests were conducted on an aluminum/KEVLAR system representa-
tive of the ship installation, i.e., a 1/2" aluminum plate for the super-
structure backed with a 1/2" KEVLAR armor application..

Cv- H 6 ! { H C o 5 4-g:iD Mf L 7 9\1-4 ! , 7 - , O F C y 7 t .S C, : ) #. --P MP 7 L t .G--T~~U~ Co D3.-'VFF7-, 'L ( ~ 4 C;, T,. ' n

Q.>r ,7,q 2 - ¢N-. ;-T1i C. ,N7 A, 1.-A, at -,5:1 l , -E '_ . 7

(U) An oxygen index of 27% was required as a measure of resistance to
combustion without a continuous ignition source. The higher the index,

, CLASStiFc
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the better the material. With the oxygen/nitrogen gas mixture preheated
to 150'C, the oxygen indices for'KRP (Derakane 510A40) and KEVLAR blankets
were 39%, and 30%, respectively. Four KEVLAR armors had flame spread
indices less than the required values of 25 as determined by the ASTM
E-162 test. They are: KRP (Hetron 24370), 4; KEVLAR blankets, 8; KRP
(Derakane 510A40), 13; and KRP (Epon 815FR), 20. For the NBS Smoke
Chamber tests, the concentrations of CO, C02, HCl and HCN were analyzed
as well as smoke density in a flaming and non-flaming mode. Only a trace
of HCN was detected from each of the candidate resins; this was the primary
toxicity concern under this effort. Only the KEVLAR blanket armor and KRP
(Derakane 510A40) were judged to have acceptable ballistic performance
and resistance to fire properties. KEVLAR blankets and KRP (Derakane
51OA40) were thereby selected as the two candidate armors for the planned
NRL closed fire chamber/gas analysis, quarter scale fire tests and arena
fragmentation ballistic tests. The KRP candidate contained 22% resin by
weight.

(U) Derakane 510A40 resin is a member of the polyester family of
resins. Such polyester resins have been widely used by private industry
to fabricate pleasure boats. Derakane 510A40 has also been used to fabri-
cate fire retardant electronic circuit boards. The manufacture of the test
specimens had no difficulties. The general procedures used to fabricate
KRP (Derakane 51OA40) are well known and practiced throughout private
industry. No difficulties are anticipated to increase the thickness from
the 112" used in the test specimens to thicknesses up to 1". For shipboard
installation, panels of the appropriate dimensions can be cut using pro-
cedures commonly known in private industry.

(U) There is no problem sewing blankets 1/2" (20 plys) in thickness.
However, 3/4 to 1" in thickness blankets would present difficulties. Each
KEVLAR Bla-nket armor panel would have to be tailor made for installation on
board ship at a specific location. The fabrication of each panel would
require cutting 20 plys of cloth which would require cutting each ply one
at a time or adapting technology used in the clothing industry. The
fabrication procedures for KEVLAR Blankets are not as well defined as they
are for KRP.

(U) The cost of Derakane 510A40 resin is approximately 65¢/lb when
purchased in 55 gallon drums. The resin is being used in the civilian
economy, such as electrical printed circuit boards. Supply is no problem.

(U) In conclusion, either KRP (Derakane 510A40) or KEVLAR Blankets
have acceptable fire resistance and ballistic performance properties. The
final choice between these two armor systems will be made following the
completion of the NRL closed fire chamber/gas analysis tests, quarter scale
fire tests, and the arena fragmentation ballistic tests. The selected
KEVLAR armor, fastening technique, and flame barrier/insulation system will
undergo a final proof test in the planned full scale fire test.
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TABLE I (U)

RLS'4i' P170, EFTIES

WT. % STYRENE
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TRICRESYL PHOSPHlATE 42

DiROI.IiNATED DP A 40

RESIN, SE20C3

REACTIVE CCUPONEEll

FUMfARIC ACID POLYESTE'r

UISPHIENOL A VINYL ESTYfL

UI. C. lC I- I i l

.ET:rw ~24570

Ei-ON vI5

`E0PO4 C13 FR

2.00 130NE
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TABLE 2 (C)

PRELIMINARY DATA FOR VARIOUS CANDIDATE ARMOR S (U)

NBS SMOKE CHIAMBER

WT. % WT. % V T.% SAVINGS FLAME OXYGEN INDEX OPTICAL DENSITY (DfM)

KEVLAR RE$IN IN OVER SPREAD

ARfIJOR IN SYSTEM SYSTEM 5003 AL INDEX 250C 150oC FLAMING jNON-FLAMING

BLANKETS 30 0.0 8 32 30 85 30

GRACE GR28R 36 9.0 65 30 26 190 168

_ gDERAKANE 5.0 34 9.6 13 39 39 405 152

U. C. PI(HfI 33 7.9 .55 32 27 238 140

HIUTRON 24370 36 0.0 4 41 37 358 169

EPON B15 35 11,1 33 31 27 200 1B4

EPON 015 FR 34 9.P 20 36 30 21 2 14 0
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ENCLOSURE (3)

EVALUATION OF VARIOUS FIRE SHIELDING TECHNIQUES

EXECUTIVE SUMMARY

The objective of this effort was to identify fire shielding/insula-
tion materials which are capable of protecting KEVLAR armor, as installed
inside FFG-7 vital compartments, for a minimum of thirty minutes from a
raging or smoldering fire. A fire box was fabricated which held the
candidate fire shield materials, Figure 1. To simulate the shipboard
installation, a KEVLAR-reinforced plastic (KRP) armor panel was located
directly above the insulation; a 1/4" aluminum plate on top represented the
superstructure. An 8" diameter propane burner placed on fire bricks in
the bottom of the fire box was used as the heat source. A temperature-
time profile representative of ASTM E-119 conditions was used. This
presented a temperature of about 800%C to the front surface of the insula-
tion. Thermocouples were located at each material interface. The most
important temperature was that of the front surface of the KRP; this was
not to exceed 200"C, so as to prevent outgassing of any toxic products.
In addition to keeping the front surface temperature of the KRP low, the
fire shielding material was not to lose its physical integrity, melt, add
any significant weight penalty, or cause problems in installation.

Table 1 summarizes the temperature data for twenty tests performed.
Initial tests were based on use of the existing 2" thick fiberglass thermal
insulation (Hullboard) and the addition of other materials to provide
added fire protection. Refractory type materials were subsequently
evaluated as felts, papers and boards. Six insulation systems met the
above criteria. Five of the systems required multiple layers. A refractory
felt material provided the best fire shielding, in that after 30 minutes
exposure it kept the KRP armor front surface to a lower temperature than
any other system. This material could be used to directly replace Hullboard
and would provide the same thermal insulation for temperature control of
the vital compartments. Although both 1-1/2" and 2" of the refractory
felt met the criteria, the 1-1/2" thickness was selected based on the
lower weight. The refractory felt insulation recommended is 4 lbs/cu.ft.
Fiberfrax Lo-Con blanket manufactured by the Carborundum Co., Niagara Falls,
New York.



TAILE I (U)
fICRP PETFIQW~ti'iACE IN FIRE SHIELDING TESTS

FLAME BARRIER/INSULATION SYSTEM

TEST HULLBOAnD SHIELD * HULLBOARD

2" FiBERFRAX BLANKET

1-1/2" FrIERFRAX BLANKET
1/2" FWERFIA% BLANKET
STEEL FOIL (BAL)

I" FIBERFRAX BLANKET

FIBERFRAX PAPER
E- GLASS (VPIL)

FIBERFRAX PAPER (8DL)

1/2" FIBERFRAX SLANKET
I" FIBERFuAX BLANKET
FIBERFRAX PAPER (BAL)
FIBERFRAX PAPEIR (BDL)
E-GLASS (DOL)
STEEL FOIL (DAL)

FIDERFRAX PAPEn (SAL)
INTUMESCENT PAINT

1/2" FIBERWI7AX BLANXET

NONE
1/2" FISERFRAX BLANKET
E-GLASS (VAL)

(SAL)

I of

2"

1-1/2"

(SAL)

(SAL)

TEMPERATURE, -CAT 30 P.MINUTES

INSULATION KEVLAR ARMOR FACE

FACE, TCl FRONT, TC2 BACK? TC

755

925
750
880

695
875
885

720

845
980
825
930
840

770

805
785
750

fSoo
800
860

116 44

131 45
147 51
156 56

159 49
166 59
173 51

203 61

204 52
219 70
266 54
269 52
274 49
317 67

322 62
368 49
393 39
420 94
*g*b ~ 138
~4J4 93

*k- DAL IS BONDED AFTER LAY UP. BDL IS BONDED DURING LAY UP. TEMPERATURE MEASUREMENTS ON THE SHIELD FACE.
IX# TEST TERMINATED BEFORE 30 MINUTES.
xC-x xCOULD NOT MEASURE KRP FACE TEMP'RATURE BECAUSE SHIELD WAS BONDED TO THE KRP.

16

25

13

4
la

19

1 10

8
1 7

24

7

9

II

5

S

14

12

15

20

22

1-1/2"

2"

2"

2"

2"
2"

2"

2"

2"
2"

1-1/2"
2"
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ENCLOSURE (4)

FFG-7 QUARTER SCALE FIRE TEST FOR THE TORPEDO MAGAZINE

SEQUENCE No. lE

EXECUTIVE SUMMARY

The objective of the twenty quarter scale fire tests was to establish
the ability of the KEVLAR armor (1/2 inch thickness)/refractory felt
insulation (1-1/2 inches thickness) system to withstand fires of varying
intensity arIdta-relate these fire conditions to what one might expect in
real life situations. Both KRP (Derakane 510A40) and KEVLAR blanket armors
were evaluated in a quarter scale model of the FFG-7 Torpedo Magazine.
Figure 1 gives the dimensions of the quarter scale, fire test chamber.
Table 1 summarizes the test conditions for the twenty tests.conducted. In
two tests, Nos. 19 and 20, the candidate armors and their protective re-
fractory felt insulation were penetrated by fragment simulators. During
the test program, the severity of the fire was gradually increased.
Initially one propane burner was placed in the corner, a one hour burn time
was used and both doors were open. These conditions caused no damage to
either armor system. The final test condition used &wo eight inch diameter
propane burners for two hours with the burners centered and against the
two large weather bulkheads having the KEVLAR armor/refractory felt insula-
tion and one door closed. Fire test 18 subjected the undamaged KRP armor
to the most severe fire stress; i.e., 2.47 BTU/S/ft 2. Table 2 summarizes
the equivalent quantity of other fuels which would be required to generate
an equivalent heat load; i.e., 220,000 BTU/hr.

During the 17 tests conducted to simulate a raging fire, the tempera-
tures on the face of the refractory felt insulation ranged from 7000 to
800%C. In the ceiling above the burners, the range was 550° to 890'C.
The temperature range for the entire ceiling was 5000 to 700'C. These fire
conditions were sufficient to ignite any combustible materials in the ceiling
as well as inside of the compartment. However, no paint, cables, nor hotel
furnishings were present. The two propane burners were the only heat source.

Table 3 summarizes the gas analysis data for fire test 18. The data
indicate that the fire was clean burning and that the KRP armor did not
increase the fire hazard nor act as a source of combustible materials.
Gas analyses conducted during the twenty fire tests showed that the carbon
dioxide (C02) concentrations ranged from 5 to 11% (vol.). The carbon
monoxide (CO) concentrations ranged from 10 to 800 ppm. The maximum CO
concentrations were observed within the first twenty minutes of the test
when the sizing and adhesive, which is used to hold the glass mat facing
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on the refractory felt and hullboard insulation, pyrolyzed. The total
hydrocarbons, reported as methane equivalence, ranged from 0.04 to 7.5
ppm. The low concentrations of carbon monoxide and hydrocarbons observed
indicates that the fire conditions were consuming the combustible materials
to give the complete combustion products carbon dioxide and water. The
concentration of hydrogen cyanide (HCN) ranged from 0.1 to 10 ppm. The
hydrochloric acid Drager tubes indicated that the combusion products were
acidic with apparent concentration from 5 to >10 ppm being observed.
Styrene was not detected while propane was being burned. After the
burners were extinguished, the styrene concentration was less than 50 ppm.
The concentration of acrolein for the fire tests with undamaged armor/
insulation system ranged from <0.05 to <0.01 ppm. A maximum acrolein
concentration of 0.04 ppm was observed during fire tests using the KRP
(Derakane 51OA40)/refractory felt system that had been penetrated by frag-
ment simulators so that the flames impinged on the holes.

The following conclusions are based on the data obtained in the quarter
scale fire tests.

(a) Neither KEVLAR blanket nor KRP (Derakane 51OA40) when protected
by the refractory felt insulation will burn. These KEVLAR armors will not
increase the fire hazards caused by either a low intensity, smoldering or
an intense, raging fire. They will not act as a source of combustible
materials.

(b) If the protection of the insulation is lost due to enemy action
(hole caused by a fragment), the damage, charring, to the KEVLAR armor will
be localized and confined to the immediate area of the fragment hole.
Charring will only occur when flames impinge on the fragment hole.

(c) When protected by the refractory felt insulation, neither the
KEVLAR blankets nor the KRP (Derakane 51OA40) will generate toxic combustion
products in a concentration sufficient to increase the hazards of either a
low intensity, smoldering or an intense, raging shipboard fire.
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TABLE 1

QUARTER SCALE FIRE TESTS

KEVLAR Burners Propane Fire H

Armor Number Location- Burned, lbs Duration Total,B

None 1 C 1

Blankets 1 C 1

KRP 1 C 1

Blankets 1 C 1

KRP 1 C 2

KRP 1 C 1

None None A 10,2

None 1 A 6.0 1 120,0

KRP 1 A 5.0 1 100,0

None None A 2 40,9

None 2 A,B 0.5

None 2 A,B 5.5 1 110,0

None 2 A,B 0.7

None 2 A,B 11.0 1 220,0

None 2 A,B 8.0 1 160,0

KRP 2 A,B 8.0 1 160,0

Blankets 2 A,B 23.0 2 460,0

KRP 2 A,B 22.0 2 440,0

KRP 2 A,B 23.5 2 470,0

Blankets 2 A,B 20.0 2 400,0

Burner located in corner 2 inches from the insulation.
Burner centered in section A and placed against the insulation.
Burner centered in section B and placed against the insultation.

eat Load
EU BIU /s/f t

2
Doors

Opei

2
40 , 0.11 1

000 , ,, 1.35 2

00 1.12 1

70 , 0.22 1

1

00 1.23 1

1

00 2.47 1
00 1.80 1
00 l.BO 1
00 2.5B 1
00 2.47 1
00 2.64 1

00 2.24 1

Comment

Nullboard without glass
cloth
Fiberfrax used to cover
blankets
Fiberfrax used to cover
KRP

Low flame to achieve owe.
effect

3,000 watt electrical
heater
Used burner with large
holes
Used burner with small
holes
6,000 watt electrical
heater
Nelted hullboard in the
ceiling
FLberfrax used in the
ceiling
Termineted small gas
bottle froze
Used large gas bottle

LRP/Fiberfrax in ceiling
Armor penetrated by
fragments
Armor penetrated by
fragments

Test

Number

1

2

3

4

S

6
7

8

9

10

11

12

13

14

15

16

17

18
19

20

I AC,

A,
B,

CA
00



TABLE 2 (U)

QUA'J)FY7Y _OP FUIE.L FREQUlRED TO EQUAL 440,000 BTU'S 38

FUEL BURNED

DIU/L1S DURING QUARTER SCALE FIRE

L3S GAL.

20,7?o 21.2 3.2

20,000 22.0

Ilop+0 23.9 3.7

JP-5 IO,!0o0 24.0 3.7

OAJ. 7Ž2QD 61. G

or TO FUEL C 7,040 02.9 G.I

IWb:DEJRfV GyOS0 I73.0
w 7A- 4WvoV o A' l cWa 0zC.'2 7e*rt t /r

EQUIVALENT FULL
SCALE pirzc

LBS CA L.

339 50.7

352

382 b9. 2

384

978

59.2

57.6I 006

t ies

FUEL

NAME

GASOLINE

PRJI0PA-JE

JP-4



TABLE 3 (U)

GAS ANALYSIS DATA FOR FIRE TESTS IS

FOCN

pp (a
HCI
ppm

141 7,5 2

a
N. 0.

144 0.6

5

22

33

20

1 3

0.1

0.04

0.07
0.04

.co.05

co.05

33 ND.

<0.05

II II.0.

4

c50

<S 0.

TIMDE CO2, CO, CH 1.
man. ad ppn; ppin

STY RENE
Ppm

ACROLEIN
ppra

3.5

2.5

5. 25

5.25

9.0

9.5

9.5

10.0

9.5

6.5

G.5

7.25

7.5

7. 5

7.0

4

B

1 2
1 6

40

42

46

60

76

90

04

98

104

1 10

I Ia

126

128

130

140

0.0

0.0

0.0

0.0
" -*. 0
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ENCLOSURE (5)

FULL SCALE FIRE TEST FOR THE TORPEDO MAGAZINE

EXECUTIVE SUMMARY

The objective of this effort was to fire stress a replica steel test
compartment of the FFG-7 torpedo magazine and to demonstrate in a proof
test that KEVLAR-Reinforced-Plastic (KRP) armor when shielded by refractory
felt fire insulation is suitable for use inside vital compartments. The
fire test compartment was complete in all installation and construction
details and was representative of all the vital compartments. An industrial,
No. 2 heating oil furnace generated 3.78 million BTU during the one hour
test to produce a heat load of 2.5 BTU/S/ft2. Temperatures greater than
550% were recorded in the ceiling indicating that any combustible materials
would have ignited.

Table 1 summarizes the data for the full scale fire tests and compares
the results for the quarter scale fire tests. Gas analysis for carbon
dioxide (C02) indicated concentrations ranging from 5 to 13% which agreed
with the 1/4 scale fire test results. Gas analysis for carbon monoxide
(CO) indicated concentrations ranging from 0.1 to 1.9% which was ten times
greater than that observed in the 1/4 scale tests. The acrolein concentra-
tion was less than 0.01 ppm. The concentration of hydrocarbons was less
than their TLV values. The gas analysis showed that the KRP (Derakane
51OA40) did not release toxic combustion products.

A series of photographs illustrate the effectiveness of the selected
armor/insulation system. The insulation covering for the KEVLAR armor is
shown in Figure 1. Thermocouples are visible to measure the temperature
from the oil burner heat source which was inserted in the circular hole in
the corner of the compartment. After the one hour burn (Figure 2), the
taped joints have burned; however, the refractory felt is completely
intact over the KEVLAR armor. The fiberglass insulation which was attached
to the vertical stiffeners, as shown on the left, has been burned or
eroded away by the flame, Upon removing all of the insulation (Figure 3),
it is seen that the KEVLAR has not burned. Some evidence of scorching is
seen near the bottom of the compartment and adjacent to the stiffeners.

This full scale fire test concluded the four part fire program for
KEVLAR installation inside FFG-7 Vital Compartments. The conclusion from
this test were that the designed armor/fire shielding system consisting
of KEVLAR woven roving in a Derakane 510A40 resin and al-1/2" refractory
felt fire insulating shield will withstand a raging fire for a one hour
period without burning of the KEVLAR armor or the production of toxic
combustion products at hazardous levels.



TABLE I (U)

FULL SC-ALE TEST DATA (U)

HEAT LOAD: 2.5 DTU/S1rC./SO FT.

GAS CONCENTRATION. :

CO2

Co

ACROLEIN

HYDROCAnlOivS

5 TIO%

0,1 TO 1.9%

<0.01 ppm

<TLV's

SAME AS 1/4 SCALE

TEN TIMES 1/4 SCALE

SAME AS 1/4 SCALE

LOW

?I A XIMUM WEATHER SULKHEAD TEMPERATURES, 0CI

CEILING ABOVE BURNER

SULJ(HEAO ABOVE BURNER

BULKIJEAD DESIVE BURNEI?

BULKHEAD AlPOVE DOOR

FREE A IR

550

790

900

595

KRP

125

350

19 5

MINIMUM FIRE OAl'lACE TO KRP

SMOI(E OBSERVED FROM BURNER, ADHESIVE, SIZING FROM 5 TO 40 MIN.
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-I Senator PROXMIRE. Does that problem not reveal a weakness in the
ship's design and who would you say is responsible for it, the Navy
or the shipbuilders-the fact that it was vulnerable to cheap kills?

Secretary CLAYTOR. Senator. I don't accept the premise. It was more
vulnerable to a cheap kill than it is now but it was not vulnerable to a
cheap kill compared to other Navy ships of the world.

Senator PROXMIRE. That is your conclusion, that is not the conclusion
of the GAO.

Secretary CLAYToR. I don't consider that the GAO is really an ex-
pert on military operations.

Senator PROXMIRE. Well, you don't have to be an expert on military
operations to make a judguient as to the vulnerability of a ship under
these circumtances.

Secretary CLAYTOR. That is right. I rely on the Chief of Naval Oper-
ations and his staff who spend their entire lives working on this before
I rely on an accountant from the GAO.

Senator PROXMIRE. We found the GAO to be a military analyst and
they have served us very well. You know, it reminds me of what George
G. Nathan, the New Yorker film critic said when he was accused of
being a critic without being able to write a play or not having written
a play, and his response was, "You don't have to be a hen to know
whether an egg has been prepared," and it is the same thing here. You
don't have to be a military person to form an opinion on the military.

Secretary CLAYTOR. Senator, it is just a question of difference in
judgment.

Senator PROXMIRE. How much will each LAMPS III cost?
Mr. HIDALGO. We will supply it for the record.
Secretary CLAYTOR. We will supply it. The LAMPS III project is

a different project from this and I-
Senator PROXMIRE. It is absolutely vital. I understand it is being

provided separately from the FFG but nevertheless we should know
that.

Secretary CLAYTOR. I can produce that.
[The information referred to follows:]
The program unit costs of the LAMPS Mk III air vehicle in escalated dollars

is $13.978 million.

Senator PROXMIRE. We would have to add that, of course, to the
cost of the FFG.

Secretary CLAYTOR. Not for purposes of the SAR. We don't include
cost of airplanes to cost of carriers or cost of helicopters on helicopter
carriers.

Senator PROXMIRE. Will the LAMPS III be on the first 26 ships?
Secretary CLAYTOR. No, it probablv will be some years after.
Senator PROXMIRE. W11i(ch one will be?
Secretary CLAYTOR. L.MI'S I, which is very effective.
Senator PROXMIRE. We were told yesterday that it was not effective.
Secretary CLAYTOR. LAMP'S I is a pretty good system for subma-

rine detection, sir. The LAMPS III has a much wider detection capa-
bility and is therefore better, but the LAMPS I is the most effective
system in the world today. These ships will all have LAMPS I, as
many of our ships now in operation do.
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Senator PROXMJRE. Will there be enough LAMPS I for all the FFG
and will the LAMPS I allow the ship to effectively perform its
mission?

Secretary CLAYmOR. As I mentioned, we don't assign LAMPS heli-
copters to specific ships. We keep them in a pool, and we fly them out
to the ship when the ship needs them. I would like to have more.

Senator PROXMIRE. On the grounds of, say, maybe 50 percent will
be at sea at one time?

Secretary CLAYTOR. That is right.
Senator PROXMIRE. You can use the helicopters more intensively

than you can the ships.
Secretary CLAYroR. That is correct.
Senator PROXMIRE. When will there be enough LAMPS III to do

the job to provide what you need? Can you tell us that?
Secretary CLAYTOR. I don't think our production schedules for the

outyears are firm yet. That will come in the budget still to come. The
first IOC is in 1984, so the first one will come in 1984, and it will depend
on the production schedule we have for the outyears how fast we get
them.

I would like to get them very fast, Senator.
Senator PROXMIRE. Now, earlier you talked about the great reputa-

tion of the FFG, and I know the criticism of it. The December 1978
issue of the Journal of the American Defense Preparedness Associa-
tion names an essay by Jan W. Snouck-Hurgronje entitled, "U.S.
Navy Ship Design." The author is the acquisitions editor of the U.S.
Naval Institute, who was a naval officer during the Vietnam war. The
article rakes the Navy over the coals for the FFG.

In particular he writes the following, and I would like to quote that
to you and get your response. He said:

The United States, which once led the world in the quality of its ships, is now
sending ships to sea which are increasingly deficient in armament and seakeeping
qualities compared to their contemporaries in some foreign fleets.

Only one class of gun destroyer has entered naval service in recent years, the
Spruance-class. This ship has been severely criticized for its large size, anemic
weaponry, and high unit cost. The several major innovations in this ship, such
as gas turbine propulsion, silencing for quiet running, improved electronics, and
new assembly techniques have been matched in smaller, cheaper, more heavily-
armed designs of foreign navies.

As for frigates, as shown in the table. the U1.S. Navy is building the Oliver
Hazard Perry class at an estimated cost of over $187 million each in 1978 despite
the large numbers envisioned-seventy-four as of Fiscal 1978. These ships share
many of the same deficiencies of their larger U.S. contemporaries, and have some
of their own to boot.

How do you respond to that?
Secretary CLAYTOR. I disagree with him that the ships are inade-

quate in any sense. I would agree with him that we ought to have more
defensive armament, and I think the only problem in that is money.

I would like to see two PHALANX's on every frigate, and as soon
as we get enough I think we will. I would like to see our ships bristle
with armament, and the only reason they don't is money. They are
expensive.

Senator PROXIrTRE. Let me be more specific in comparison. The
author has a table of ships built by allies. The British version costs
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less than half the FFG cost, has the same range, is 2 knots faster. The
same can be said about the Dutch version. The West German version
similarly armed costs $140 million, which is considerably less, is also
faster than the FFG. The FFG can go 28 knots; these other frigates
go 30 knots.

Are you familiar with these facts and that the Navy is getting less
capability than our allies have?

Secretary CLAYroR. I don't think that proves anything. I have to
study the ships he is talking about, study his data and see if it is correct,
study our data. When you talk about dollars, foreign shipbuilding is
much cheaper than ours.

Senator PROXMIRE. As Secretary of the Navy I think you would be
familiar with the Dutch, the West Germans.

Secretary CLAYTOR. I don't think they have any as capable as we
have.

Senator PROXMIRE. That is a reassuring statement, and all of us are
proud of this country and hope that it is true, but the cost facts here
seem to dispute that.

Secretary CLAYTOR. I disagree that they do, sir.
Senator PROXMIRE. Now the FFG crew size has been reduced consid-

erably compared to comparable sized ships. There is concern that the
small crew will be unable to meet the maintenance needs of the ship,
especially facilities maintenance-cleaning and-preservation-in port.
Further concern has been expressed within the Navy concerning the
capability of the FFG's crew to meet the operational needs. The ships
will all have to be 100-percent manned and the overall quality of
the crew will have to be superior to that existing in the fleet today.
Considering the current trend of undermanning Navy ships and the
fact that the Navy wants about 70 or more of these frigates, how does
the Navy propose meeting the manning requirements of these frigates?

Secretary CLAYTOR. We are in the process of doing everything we
can to improve our retention as well as our accesions. I think that we
are getting a great deal of the manpower. Of course, a large number
of ships are being retired this year so that that is one way. These
ships are the most efficient users of manpower of any ship we have,
as you point out.

M3y destroyer escort in World War II had 215 personnel and only
1,500 tons, and this ship can be fought with something like 185 and
over twice the size. One reason is that we have developed fire-control
mechanisms that are automatic; instead of having 10 people to load
that gun, this gun is operated by one man in the control room, and we
go on from there so that this ship from a personnel basis is the best
thing that could possibly come along because we are able to have an
effective and a large ship manned by fewer people with the technology
that we have today.

Senator PROXMITRE. I understand that another reason for this is the
FFG design eliminates most shipboard maintenance. Do you believe
there are adequate facilities for onshore intermediate maintenance at
the present time, or will FFG's have to be sent to depots and taken
out of operation for the kind of maintenance that used to be done
aboard at sea?.
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Secretary CLArroR. I think what you are talking about is the elec-
tronic maintenance, and most of that is handled now by units that
are taken out of the ships. sent ashore, and fixed and replaced with
another unit. That is the way to do it; that is the way we are doing it.
With all of our modern ships today it is far more efficient.

Senator PROXIES. How do you explain the Congress rejection of
most of the Navy's intermediate maintenance requests last year?

Secretary CIAToR. I didn't know they had.
Senator PROXMIRE. The intermediate requests last year.
Secretary CLArroR. I didn't know they did, Senator.
Mr. HIDALGO. I am just slightly familiar with that, Senator, only in

the sense that I think there were a lot of growing pains in that program,
as Senator Warner may remember, in a study of what was needed for
mobilization purposes and peacetime purposes. I think the MILCON
account took a beating here and there, but I was assured by Admiral
Fisher, who is in charge of this, that the intermediate maintenance
program is very much on track now and is going ahead in a satisfactory
way. There is money in the 1979 budget for it, and we hope to get more.

I think the main criticism of Congress was that the Navy, they
believed, had not made a proper evaluation of what its maintenance
needs were.

Senator PROXMIRE. Senator Warner, before you came in, the Secre-
tary did include in his statement a discussion of the Newport News
situation, and I said that I would not question him on that because
we submitted questions in writing, and he has responded in writing,
and we had hearings on it before, but we would be very happy, if you
want to say something on that or anything else you would like to ask on.

Senator WARNER. Thank you, Mr. Chairman.
While I may disagree with some of your viewpoints, I commend

you for bringing into open light through public hearings the com-
plexity of the issue in shipbuilding and particularly the changes that
evolve in the route of the ship from the design to when it reaches fleet
operations.

It was my privilege to sit at that witness table for over 5 years advo-
cating the building of new ships for our U.S. Navy, and the ships
under discussion today were conceptually designed while I was in the
position of Under Secretary of the Navy.

I have always believed, Mr. Chairman, that despite the problems
that we see today of cost overrun throughout the last 8 or 9 years, the
men who have been seated at that table, either civilian or uniformed,
have been persons of unquestioned integrity and good faith, and they
have tried as hard as thev could to bring forth the weapons needed for
our national defense.

We addressed here a moment ago some particulars with reference
to how ships of other countries might be more effective than our own.
I do believe that the Secretary of the Navy expressed accurately that
we have the finest ships in the world.

The one area in which we mav compromise that other Nations do
not is in the area of living conditions-and that, I think, is necessary.
The modern design of the American shins have tried to accommodate
living conditions which are indeed much better than those built into
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the ships of other nations, particularly the Soviet ships and ships that
are in the NATO Fleet.

We recognize the integrity of the American sailor, and we have tried
to provide for that in construction, and in doing so we may have cre-
ated higher costs and compromised slightly in other areas of
construction.

I commend the Secretary of the Navy and his able assistant, Mr.
Hidalgo, whose experience dates back to the period when James For-
restal was Secretary of the Navy. I think we are fortunate today, even
though they have been nominated by the Democrats, to have men of
such distinction as the civilian heads of our Navy.

Senator PROXMIRE. Thank you very much, Senator Warner. I cer-
tainly agree with you about the integrity.

Senator WARNER. I would emphasize, as one involved in the Navy's
shipbuilding problems in the early 1970's, that the significance of the
Newport News settlement should not be overlooked.

In terms of ships, there were 12 nuclear-powered vessels, involving
five contracts and over $2 billion in new ship construction. In terms of
time, these contracts spanned over a decade during periods of unprece-
dented double-digit inflation and obviously inadequate contractual
provisions to meet the many unforeseen problems.

The Newport News settlement, as well as those with the other two
major shipbuilders, hopefully signifies the end of a difficult era. Great
credit is due all the parties involved for avoiding what could have been
years of difficult litigation. The unpredictability of such litigation
might well have resulted in a higher settlement cost for the Govern-
ment.

The job for the Navy, the contractors, and the Congress is to learn
from this past experience and get on with the job of building ships for
the national defense.

There will always be the necessity of incorporating technological
progress in a ship during its lengthy construction process. Navy ship-
building, therefore, is unlikely ever to be simple or completely problem-
free. What we now have is a clean slate-a unique opportunity to mini-
mize the problems of the future by avoiding the problems of the past.

The record should also note that despite the difficult claims and con-
tractor problems, these ships when delivered to the fleet were the most
advanced of their type in the world.

Secretary CLATrOR. Thank you.
Senator PROXMIRE. Well, Mr. Secretary, before you leave, I just

wanted to, No. 1, thank you for your responses and your being frank
and candid, as I said in the beginning, and you obviously have great
ability. Frankly, I think you are arguing a weak cause, but you have
argued it well.

There is a colossal overrun, and in this case it is not the responsibility
of the shipbuilder. I think we. can all concur that you have done a good
job, but it is the responsibility of the Navy. The design was wrong.,
and the first shin was delivered late; no question about it.

The ship has been charged by the GAO as being vulnerable. I am
not satisfied with the response, although I think you have made a strong
rebuttal.

Nevertheless, I think that the ship does seem to be unfortunately
vulnerable.
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I want to thank you very, very much for your testimony. You have
been most responsive.

Secretary CLAYTOR. Thank you. It is always a pleasure.
Senator, PROXM1RE. Our next witness is John T. Gilbride, chairman

of the board, Todd Shipyards Corp., New York, N.Y.
Mr. Gilbride, go right ahead. If you want to summarize your pre-

pared statement, that is fine, or you can deliver it as you have it.

STATEMENT OF JOHN T. GILBRIDE, CHAIRMAN OF THE BOARD,
TODD SHIPYARDS CORP., NEW YORK, N.Y., ACCOMPANIED BY

EDWIN I. PETERSON, FFG PROGRAM MANAGER, LOS ANGELES
DIVISION; AND WARD E. SQUIRES, VICE PRESIDENT AND ASSIST-
ANT GENERAL MANAGER, ADMINISTRATION, TODD PACIFIC

SHIPYARDS CORP.

Mr. GILBRIDE. Mr. Chairman, Senator Warner, ladies and gentlemen,
appearing with me on my left is Edwin J. Peterson, FFG program
manager at our Los Angeles division, and his counterpart at our Seattle
division, Ward E. Squires, vice president and assistant general man-
ager, administration, Todd Pacific Shipyards Corp.

We have submitted a rather lengthy prepared statement and I have
some notes I will summarize. I will give you in a few minutes our
background and the progress that we are making.

As to the background, Todd Shipyards was organized in June of
1916. During virtually the entire succeeding 63-year period we have
been engaged exclusively in shipbuilding, conversion, and repair. Of
our seven shipyards located on the Atlantic, Gulf, and west coasts,
FFG construction takes place at our Seattle and Los Angeles divisions.
The Seattle division is located on 61 acres and it has three shipways,
two of which are capable of producing 500-foot vessels and three dry.
docks.

The division has contracts to build and deliver eight FFG's at an
approximate rate of three per year. The division has increased its man-
power over the last 27 months from 620 to 3,000 people, which is our
planned peak manpower.

The Los Angeles division is located on 90 acres in San Pedro, Calif.
It has two shipways, both of which are capable of producing 600-foot
vessels and two drydocks. The division has contracts to build and
deliver nine FFG's at an average rate of three per year and the man-
power buildup is essentially the same at that division, a peak of 3,000.

Since 1972 Todd Shipyards Corp. and Bath Iron Works have par-
ticipated with the Navy in the design, support and construction of the
FFG's. Out of this participation there has evolved a beneficial compe-
tition among the three shipyards and a constructive dialog between the
Navy and the shipyards concerning the Navy's requirements and the
shipyards' production capabilities.

From this experience I have come to believe that significant factors
contributing to the success of this program are the mutual trust and
commitment of the bulk of the various parties involved, the "fly before
you buy" procurement policy, the risk allocation formula in the FFG
contract and, finally, the progress of the program itself. The principal
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effort on this program is shipbuilding and not claims preparation or
other adversarial tasks.

The "fly before you buy" procurement of FFG's is predicated upon
the wisdom of designing, constructing And thoroughly testing a lead
ship with an experience interval occurring prior to the construction
and delivery of follow ships.

There is a 2-year planned interval between the delivery of the lead
ship and the first follow ship. Moreover, comprehensive land-based
testing of major ship systems has been accomplished prior to installa
tion in the lead and follow ships.

Final construction plans and other documents are delivered to the
follow shipbuilders after validation by the Navy. The validated docu-
mentation assures the follow shipbuilder that if he constructs the ves-
sel in accordance with such documentation, he will be in compliance
with the specifications.

The Navy implements changes and contract modifications only on a
bilateral basis. This dialog with the builder affords the Navy the
opportunity to assess any additional cost or schedule delays attendant
to the change prior to its incorporation in the construction contract.

At this stage not all the document has been validated by the Navy
However, the extent of validation and continuing progress in this area
represents a significant improvement in the coordination of follow ship
construction and is a deterrent in one of the root causes of past ship-
builder claims.

While the FFG lead ship was constructed under a cost-plus-incen-
tive-type contract, follow ships have been awarded under fixed-price-
incentive-type contracts with escalation provisions. The FFG follow
ships are priced to target cost and target profit and allow escalation of
labor and materials based on indexes prepared for the Navy by the
Bureau of Labor Statistics. Cost incurrence up to 125 percent of the
target cost is shared by the Government and the shipbuilder on a 70-30
percent basis. Consequently, both the Navy and the shipbuilder have
a clear picture of their financial responsibilities and risks in this
program.

One major factor contributing heavily in the success of the program
is the continuity in assignment of its key personnel. Both the Navy and
the shipyards have taken special consideration to retain their top man-
agement and design people within the project. This policy has en-
hanced the progressive evolution and stability of the program while
securing the benefits derived from combined knowledge and under-
standing.

Finally, I believe that the FFG construction progress to date at our
Los Angeles and Saat~tle divisions augurs well for the overall success
of the program. As of December 16,1978, we have launched five FFG's.
Those launchings are ahead of the stipulated contract dates by an
aggregate 327 days. The full report of our contract milestone at both
divisions is contained in the prepared statement distributed to the
subcommittee.

The growth of the FFG contracts at both of our divisions, due to
change orders through November 30, 1978, has produced a modest 4.5
percent incremental adjustment in the target costs, as reported in our
prepared statement. Together, these statistics demonstrate the success
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of the FFG program. The first flight of six FFG's awarded to Todd in
February 1976 is approximately 58 percent completed. We are well
within the contract cost constraints and delivery requirement.

Let me conclude by stating that Todd Shipyards Corporation has
extensive experience in the construction of destroyers and frigates of
many types. During World War II Todd produced 45 of those destroy-
ers. Since World War II, we have been building SSG's, DLG's, and
DE's, and we think the FFG program is one of the finest in which we
have participated.

That is my informal remarks, Mr. Chairman.
[The prepared statement of Mr. Gilbride follows:]

PREPABED STATEMENT OF JOHN T. GARDE

I. FFG PBOGBAM BACKGROUND

For many years the United States Shipbuilders have advocated series con-
struction of singular class naval vessels spanning a number of years and incor-
porating as few changes as possible. Such programs provide a shipbuilder the
opportunity to commit his manpower and facility resources for developing
maximum production efficiency.

A large measure of the FFG program success to-date, and its excellent fore-
cast for continued success in meeting cost and schedule goals, may be attributed
to the careful, effective and continual planning by the Navy's Project Manage-
ment Organization from inception to the present.

In late 1971 the U.S. Navy solicited all interested shipyards for a proposal to
assist them in the engineering design development of the FFG. As a result of
this solicitation, in early 1972 the Navy chose two competing yards-Bath Iron
Works and Todd-Seattle-to participate in the design of this class vessel.

For almost two years, the design refinement effort continued and the two in-
volved shipyards, along with other domestic competitors, were able to plan their
resources for an ongoing construction program. When the contract design phase
was completed, the lead ship was negotiated with Bath and the Todd support
contract came to an end. In early 1975 the Navy solicited all destroyer-capable
building yards for FFG construction proposals, and in early 1976 two Todd
yards and Bath competitively received contracts to construct a total of 11 FFGs.
Later the Navy again solicited capable yards for a second flight of FFGs which
resulted in an additional award of 8 ships in early 1977 to the same three yards.
This award also contained options for 9 more ships in the subsequent year. It
is our present understanding that the Navy is contemplating the construction
of more FFGs through 1984.

With the support of the Congress, this original objective of carrying out the
series construction of a large number of ships to a stable design is now at the
threshold of realization.

II. PROJECT STABILITY AND CONTINUITY

The 28 FFGs follow ships presently under contract among three shipyards

extend production through 1982. With the reasonable expectation of additional

ships the yards involved are concentrating their efforts toward refining their
planning, production and management techniques; establishing a solid experi-

enced labor force: and programming capital investments; all toward achieving
the maximum cost effectiveness in the overall FFG program.

A substantial lead time (2 years) was allowed between lead ship and initial
follow ship delivery. This permitted incorporating lessons learned while building
the lead ship as well as early operational results into the follow ship design and
construction.

Another contribution to all prospective builders was the availability, during
proposal preparation and cost estimating, of a significant number of working
drawings showing details normally not available to a bidder. This early avail-

ability of working drawings also provided builders with a basis for advance
planning in manpower acquisition. As an example, after award, Todd-Seattle was
able to build its shipyard manpower from 620 people a few months after FFG
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contract award to the current level of over 3,000, during a period of approxi-
mately 27 months.

As a result of having obtained definite long-term contracts for construction
of FFGs, Todd made a corporate decision for the mutual benefit of the Navy and
Todd. The commitment was made to dedicate the total shipbuilding facilities at
both our Seattle and Los Angeles shipyards for the exclusive building of FFGs.
Since the inception of these contracts those two yards have not bid on any other
new construction proposals, either Navy or commercial, which may have inter-
fered with the FFGs. Todd has concentrated its management, financial and
productive capabilities toward making the FFGs a totally successful program.

At both shipyards Todd has invested new talent and capital to insure its per-
formande proficiency. Todd has improved its material handling facilities, con-
struction platens and shipways, shop and assembly areas, data processing
abilities and upgraded our outfitting piers.

III. COMMITMENT OF KEY PERSONNEI-TODD AND 'U.S. NAVY

Effective program implementation depends heavily on continuity of knowledge
and understanding. It is our observation that this stability of personnel assign-
ment was particularly well done in the Navy FFG community. For example, the
first Navy Ship Acquisition Project Manager (SHAPM) created the project
management organization and remained at its head through the award of the
first follow ship contracts and the first Quarterly Production Progress Confer-
ence, a period of about five years. His successor has been associated with the
program since 1971 when weapons selection decisions were being made. The
Deputy Project Manager has been on the project since its inception.

Special consideration has been given to providing for continuity and proper
timing in the assignment of key military and civilian personnel at other Navy
activities involved in the program, such as Supervisor of Shipbuilding offices and
land-based test sites.

In many cases, key Navy personnel have been rotated from headquarters to
field positions and vice-versa or re-assigned among field positions within the pro-
gram, thereby making maximum use of their program experience.

Similarly, the Class Design Agent has had the same project manager, with
extensive design experience, since the establishment of the CDA project office.

Todd, too, has maintained continuity in Its key FFG program personnel. Of
the eight residents in the Todd Ship System Design Support Office at the Naval
Ship Engineering Center in 1972 and 1973. five retained key positions in the
program. One is Program Manager in Seattle, one is Assistant Program Man-
ager in Seattle, and one is Quality Assurance Director In Seattle. one is Senior
Production Planner at Todd Los Angeles and one other joined Bath Iron Works
as FFG Teehniesl Dire'tor.

The General Manager at Seattle not only has held that position during the
FFG program but was the Assistant Manager and then the General Manager
during the FF 1052 and DDG-2 Class construction at the Seattle yard. Our
present Assistant General Manager at the Todd Los Angeles Division was respon-
sible for the engineering work done at the Seattle yard during FFG Ship System
Design Support.

The combined knowledge and understanding of all of these Nnvy and Todd
people in key positions throughout the FFG program management organiza-
tions has enhanced their effectiveness in implementing those policies and prac-
tices which are contributing to the timeliness and cost performance In the FFG
construction program.

IV. CONTRACT FEATURES-FOLLOW SHIPS

Tn the FF0 program, the Navy has lessened the shinvyrd exposure and Im-
proved the risk sharing features more equitably than had been provided in past
shipbuilding contracts.

The philosophy has been recognized that the Shipbuilder generally should be
expected to assume only those risks which he has some reasonable opportunity
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to control. The risk mitigation and risk sharing features incorporated Into the
various phases of the FFG program have been well-conceived and undoubtedly
contribute to the success of the program to date. This attitude of mutual respect
for each other's problems and concurrence on a common goal provide guidance for
success in delivering cost-effective fighting ships to the Fleet on time.

We submit the following comments which we feel have contributed toward
providing better Government/Contractor relations.

a. Fixed price incentive
The "70/30" cost sharing feature of these Fixed Price Incentive Fee (FPIF)

contracts mitigates the cost risk inherent in a firm fixed price contract. It allows
an opportunity for the Contractor to gain rewards for extraordinary perform-
ance, and gives him limited prote'tion against disastrous losses if he misses the
established targets.
b. Escalation

The escalation provisions that have been Included for both labor and materials
are a dramatic improvement over past "economic price adjustment" clauses. How-
ever, there exists a continued disparity between the actual evolved labor rates
and the allowable indices written into our contracts.

c. Bilateral changes
The Navy has adhered to its stated intent to implement changes In these con-

tracts exclusively on a bilateral basis. This policy undoubtedly serves to Identify
potential cost/schedule risks prior to any Navy's commitment to those risks.
However, complete avoidance from unilateral changes could add substantially
and unnecessarily to the cost of enacting any future "mandatory" changes.

Our experience to date indicates that there has been unusually minimal growth
for contracts of this size and time duration. For your information, we include
the data on our original awards and their status as of the end of November
1978. These ships were awarded to us at the end of February in 1976, 1977 and
1978.

Base contracts
Original base as of Growth

contracts Nov. 30,1978 percent

At Todd, Seattle, total of 8 ships:
Target cost -$356,181, 982 $373, 132, 832 4.76
Target profit -41, 662 ,691 43, 798, 962 5.13
Target price -397, 844, 673 416, 931, 794 4. 80
Ceiling price -445, 227, 478 466,422,366 4.76

At Todd Los Angeles, total of 9 ships:
Target cost -396, 616,715 413, 485, 295 4.25
Target profit -46, 812, 764 49, 204, 357 5.11
Target price ----------------------- 443,429, 479 462, 689,652 4.34
Ceiling price -495, 770, 895 516, 856, 619 4.25

d. Problem identification reports

The terms in our contracts obligate the shipyard to submit timely reports of

"contract problems". Such emphasis directs high-level attention to find solutions
to major problems. This policy puts all parties on notice that definitive actions
must be taken in order to mitigate cost/schedule impacts.

e. Milestone penalties
Our contracts establish a series of milestone events with appropriate dates

which should be met to insure timely performance toward an orderly completion.
Failure to meet these dates exposes the shipyard to progress payment withhold-
ing penalties thus compelling the Contractor to achieve milestone progress. The
following data shows our performance to date at both Los Angeles and Seattle
yards.

32-340 0 - 81 - 26
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FFG PROGRAM-TODD, LOS ANGELES, CURRENT REPORT OF CONTRACT MILESTONES

FFG No. Contract date
Actual date

accomplished

Start fabrication

Lay keel

Load main machinery

9
12
14
19
23
25
9

12
14
19
23
25
9

12
14
19
23
25
9

12
14
19
23
25
9

12
14
19
23
25

Complete hull assembly

Launch

Mar. 14, 1977 Jan. 28, 1977
July 4,1977 Apr. 29, 1977
Mar. 6,1978 July 20, 1977
Oct. 2,1978 Jan. 6,1978
Mar. 5,1979 June 2,1978
July 2, 1979 Oct. 6,1978
Aug. 10,1977 July 13, 1977
Jan. 11,1978 Dec. 14 1977
Nov. 15, 1978 Aug. 7,1978
Apr. 18, 1979 Dec. 19, 1978
Sept. 5, 1979
Jan. 16,1980
Aug. 2,1978 Apr. 18, 1978
Jan. 12, 1979 Sept. 7,1978
May 30, 1979
Oct. 1, 1979
Mar. 3, 1980
July 1, 1980
Nov. 6,1978 July 14, 1978
Apr. 9,1979 Dec. 11, 1978
Aug. 27, 1979
Jan. 4, 1980
June 6, 1980
Oct. 3,1980
Nov. 11, 1978 July 29, 1978
Apr. 14, 1979 Dec. 16, 1978
Sept. 1, 1979
Jan. 12, 1980
June 14, 1980
Oct. 11, 1980

FFG PROGRAM-TODD, SEATTLE, CURRENT REPORT OFCONTRACT MILESTONES

Actual date
Milestone item FFG No. Contract date accomplished

Start fabrication

Lay keel

Load main machinery

10 Mar. 3,1977 Feb. 11, 1977
17 June 1,1977 May 17, 1977
18 Nov. 1,1977 Oct. 14, 1977
20 Feb. 28, 1978 Feb. 17, 1978
22 June 30, 1978 June 29, 1978
28 Jan. 15,1979 Dec. 12, 1978
10 June 1,1977 Apr. 29, 1977
17 Sept. 1,1977 July 29, 1977
18 Apr. 1,1978 Mar. 1,1978
20 Aug. 3,1978 June 21, 1978
22 Jan. 4,1979 Dec. 1,1978
28 May 1, 1979
10 Sept 11, 1978 June 8,1978
17 Jan. 9, 1979 Nov 6,1978
18 June 6,1979
20 Sept. 21, 1979
22 Jan. 21, 1980
28 Sept. 17, 1980
10 Nov. 15,1978 Oct. 30,1978
17 Mar. 23,1979
18 Aug. 15, 1979
20 Dec. 7,1979
22 Apr. 7,1980
28 Nov. 14,1980
10 Mar. 31,1978 Mar. 1,1978
17 Aug. 1,1978 June 21,1978
18 Jan. 2,1979 Dec. 11,1978
20 Apr. 30,1979
22 Sept. 28,1979
28 Jan. 23,1980

Complete hull assembly

Launch ... --...

J. Cost/s8chedule control system (C/SCS); DOD instruction 7000.2
One requirement at the start of the program directed the shipyard to produce

an approved, sophisticated management system which established the concepts
of visibility and accountability within the Todd management structure, as well
as our relationships with the Navy. After almost three years of conforming to

Milestone item
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C/SCS, we believe the concept has accrued definite benefits for both Todd and
the Navy. The long list of specific essential reports creates successive due dates
which the Contractor must respond to and permits the Government to monitor
costs and schedules. The Quarterly Progress Production Conference (QPPC
has proven to be an especially vital forum for periodic assessment of our mutual
efforts.

V. INNOVATIVE TECHNICAL FEATURES

In the technical area of the FFG-7 Class contracts, there have been certain
Innovations and improvements over previous practice on Naval vessel con-
struction.
a. Design areas

Two examples that fall in the design area were the early participation by
potential shipbuilders in ship design support and the concept of validated
drawings.

In a competitive procurement, to which four shipyards responded, the Navy
selected two companies (Bath Iron Works and Todd Seattle) to provide design
review contemporaneously with the Naval Ship Engineering Center in the
development of the FFG design. The facilities at Todd Seattle are significantly
different from those at Bath Iron Works, as are climate and the characteristics
of their work forces. Thus, the naval design community promoted the advantage
of Injecting experienced shipbuilder input into the design over a range of param-
eters to assure that the FFG could be built in any destroyer-capable yard. This
plan was carried out through award of the follow ship contracts.

The concept of validated drawings falls between two previous Navy practices.
In the first case the Navy had made lead ship drawings on a "no Navy respon-
sibility" basis available to follow builders. In the second case, "non-deviation"
drawings were supplied and the builder was allowed absolutely no construction
latitude. The new validated drawing concept, made possible in part by the two-
year gap between lead and follow ships, gives the follow builder the assurance
that, assuming quality performance, a ship built to the drawings will be accepted
by the Government as meeting the specifications. On the other hand, deviation
from those drawings is allowed to suit individual shipbuilder production prac-
tice provided the deviation is within the ship specification requirements. Drawing
valdation reduced the shipbuilder's risk and, therefore, was a definite considera-
tion in the cost estimating. Meticulous control is required to assure that the
validated drawings do accurately describe the ships to be built within the con-
tract terms, and the control and correction process results in a rather large
number of small changes. This permits early incorporation of all the corrections
discovered on the lead ship as well as upgrading to keep pace with systems
advancement.
b. Materials area

The Navy program management decision to furnish certain critical equipment
is beneficial for the program. Gas turbine propulsion engines with reduction
gears and high-speed diesels for electric power generation had long lead times
for the production runs necessary for a large number of class ships. The result
of this decision is that this vital equipment has been delivered within contrac-
tually required dates and allowed yard production to proceed on planned
schedules.

The Navy tasked the lead shipbuilder to negotiate option agreements for up
to 30 follow shipsets of 42 mechanical and electrical items called Standard Option
Equipment. This made it simpler for the shipbuilders to exercise options with
vendors interested in providing military equipment. The process also assured
follow shipbuilders of the availability of the equipment and allowed fixing the
detailed design into the mechanical and electrical systems.
c. Productivity assistance area

The availability of lead yard data to the follow shipyards has proven of great
value because of the two-year gap between lead and follow ship. Availability of
such things as lend yard material lists, test procedures and trial data were avail-
able in a useful time framne. Production data such as the lead yard work pack-
ages, welding sequence. piping, and ventilation sketches, structural patterns and
steel nesting sketches were valuable additions. These things speeded up early
planning and, in some cases, made it unnecessary to duplicate prior efforts in
developing information.
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Past programs have had scale models or mock-ups of machinery and combatsystems spaces. The evolution in FFG was to create a combat system on land,configured identical to that proposed for the ship. It allowed debugging the com-plex computer-based combat system and especially the software associated withit. Operating the test site also disclosed operational limitations which wereeventually eliminated by making and testing the new arrangement in the landbased test site long before the follow ships were even close to that phase ofproduction. In addition, the plan to assemble and operate each follow shipset ofcombat equipment and "grooming" it with its own software (data tapes) shouldresult in minimum deficiencies on follow ships.
The propulsion system land based test side proved its value when operatingthe system under load disclosed longitudinal vibration problems early enoughto make a design change with little impact on the majority of follow ships. Thetraining provided for shipyard installation and operation personnel will be in-valuable in smoothing out the test phase of construction. Instead of learningby trial and error, the shipyards' installers and operators will have the benefitof training by personnel who have operated the land based test sites.
Another cost saving device is minimization of first-article testing. Eliminationof this redundant testing deletes a cumbersome administrative process. Now ac-ceptance is automatic whenever the manufacturer certifies the equipmentfurnished as being identical to the lead or earlier ships for which such testinghas been done.

VI. CURRENT STATUS OF TODD FFG PROGRAM

a. Contract summary
1. Two Todd shipyards have four contracts to build seventeen frigates. Threeof these ships will be for the Royal Australian Navy.
2. As of this time Todd has met and improved on every milestone date listedin its contracts.
3. All contracts are presently within the schedule targets and within contractcost constraints.

b. Construction summary
1. A total of 5 ships have been launched and are being outfitted at our piers.2. Four additional ships are under construction on our building ways.3. Three more ships are in various pre-assembly stages in our plant facilities.4. The first flight of three vessels at Los Angeles is approximately 60%complete.
5. The first flight of three vessels at Seattle is approximately 56% complete.

c. Delivery schedule
1. Six ships in 1980.
2. Five ships in 1981.
3. Six ships in 1982.

d. General attitude
1. Both Los Angeles and Seattle Divisions, as well as Todd Corporate officesare most enthusiastic and optimistic for the existing program.
2. We are stimulated by the cooperative spirit in evidence by all Navy andTodd personnel who are engaged in and connected with achieving a successfulimplementation of the program.
3. We genuinely believe in the design and value of this class vessel towardimproving United States Fleet capability. We trust that wisdom will prevail tocontinue funding and allotment for additional vessels in future adequate num-bers so that sufficient ships may be completed to carry out their designated

functions on the Naval Frontier.
Senator PROXMIRE. All right, sir. Thank you very much.
Mr. Gilbride, has the Navy consulted you about the need to redesign

the stern ?
Mr. GILBRIDE. Mr. Chairman, it was known in the industry that a

redesigned stern was contemplated. Our people knew of it. We knew
that it was not designed, they had not developed the detail design
of it.
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Senator PROX]IIRE. How was it known in the industry? What kind
of information was it? Was it just a rumor or was it an article written
somewhere?

Mr. GILBRIDE. No; our program managers, both of whom are here
with me, are in consultation with Program Office.

Senator PRoxMIRE. Fine. Now did the Navy actually tell those pro-
gram managers that they were going to redesign it?

Mr. GILBRIDE. Mr. Peterson is our program manager at Los Angeles.
Senator PROXMIRE. Mr. Peterson.
Mr. PETERSON. Speaking for the Los Angeles Division program,

Mr. Chairman, we were aware of the LAMPS III upgrading or the
phases of the LAMPS I through LAMPS III of the ASW helicopter.
I say from the inception of the ship designing phase. It was well
known-

Senator PROXMIRE. How were you aware of it and how was it well
known?

Mr. PErERsoN. Well, in 1976, for instance, there was, I think, ade-
quate testimony before various committees of Congress that there
would be an upgrading of the helicopter capability. However, the im-
p]ications of that upgrading of the LAMPS III helicopter on the stern
configuration itself was definitized to us basically as a contemplated
change in the program in about August of this past year in the form of
the FFG third flight fiscal year 1979-80 request for proposals.

So the knowledge that some uncertain stern configuration change
was to be made was certainly not something that we could take into
account in our construction because our job is to take the contract that
is-

Senator PROXMIRE. I have a more specific question here, not whether
yon knew about it or guessed about it or thought it was a likelihood
inevitably, but this is a question I asked yesterday of Mr. Harvie of
the Bath Iron Works.

Did the Navy ask the shipbuilders where the stern modification could
be incorporated in the first 26 ships during construction and what the
effect would be on costs and scheduling?

Mr. PETERSON. The answer to that question is no, sir.
Senator PROXMIRE. They did not ask you?
Mr. PETERSON. They did not until the fiscal year 1979 program.
Senator PRoXMIRE. See, because my conclusion was that, while there

are very able people in the Navy and I have great admiration for them
and they might not know everything and they might know a little more
about what the cost would be, how much the delay would be, what their
options really are rather than just saying we are going to put the
thing to sea and pull it back.

Mr. GILBRIDE. May I answer the second part of that question?
We were not asked, but I think in all fairness, what your subcom-

mittee is seeking, I-must state that we would have discouraged incor-
porating that into the program because of the allaying and disruptive
impact on the program.

Senator PROXMIRE. I understand, too, you would run into a lot more
trouble with Congress if you have to come back with a change that
way rather than a ship that is built in one way and then sent to sea and
brought back and reconstructed.
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Mr. GILBRID& My answer was not based on that, sir. We have pre-
cisely planned this program, having evaluated the cost. Now had this
design been completed and that design was given to us, say, today, we
would have impact of the 800 construction plans that built this ship
and this change would impact on 500; 50 feet of the ship which is
closed in first is the stern area. That is where we would have to stop
work and regroup and replan our program.

Senator PROXMIRE. How about the ships where you hav-e not started
work? You have not started work on some of those.

Mr. GILBRIDE. Here is your problem there.
Senator PROXMIRE. That was most of the ships.
Mr. GILBRIDE. We have 12 ships underway right now and we are

ahead of schedule. We have five more which we are planning to start
next year. We are considering starting those in the next 6 months, so
it would really impact on the planning of the whole program. Where-
as when you are talking just the modification, it does not seem like a
large item in new construction, a change of this size at this phase
is a very costly and serious delaying factor.

Senator PROXMIRE. If the Navy had come in a year ago and said,
"We are going to change it, but we don't want you to change anything
that is underway; we don't want you to change anything that is going
to be built in the next 6 months, but beginning in the fall of 1978 we
want you to build a broader stern so you don't have to build it one
way, send it to sea, bring it back, put it in drydock for 6 months or a
year and then have to reconstruct"-now would that not be a possible
option to be considered?

Mr. GILBRIDE. It would have been an option, but it would be very,
very costly indeed. I think one of the problems

Senator PROXMIRE. Have you made any study to determine whether
it would be more costly than what we are going to have to do?

Mr. GILBRIDE. We didn't make any study, no.
Senator PROXMIRE. Then how do you know?
Mr. GILBRIDE. We have been in new construction, sir, since way

back when. In fact, our roots go back to the building of the Monitor,
so we have a great deal of history with respect to claims.

One of the problems you would have with this, sir, is not the direct
cost, it is the delay and disruption or the rippling impact on work
which is not started, and that has been one of the most difficult things
for the Navy to get their arms around for the last few years and it is a
fact of life that we are very familiar with.

Senator PROXMIRE. Can you estimate what it would cost to build a
modified stern during construction if that would be cheaper?

Mr. GILBRIDE. In my judgment it would not be cheaper. It would be
considerably more costly because of the delay and disruption.

Senator PTrrxMIRE. That does not make any sense at all. Here you
have a situation where it would be cheaper actually to build some-
thing the way you don't want it and then send it out to do a job and
then call it back a year later. and then build it the way you do want it.
You are saying it would be cheaper to do that than to build it right in
the first place?

Mr. GILBRIDE. We have built up our manpower on -the construction
of this ship. Were. we to impact and change that now on 50 feet of the
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most sensitive portion of the vessel. it would probably delay the vesseL
Senator PROXMIRE. Sure, I would agree if they came in now and told

you 6 months ago. Supposing they came in late 1976 or early 1977 and
said, "We are going to give you a lag time. Now we want you to work
this into your schedule over the next years so that you can minimize
the cost."

Mr. GILBRIDE. It would have delayed the vessel.
Mr. Chairman, anything can be done for money. It would have de-

layed the vessel because at that point in time our planning had all been
accomplished, our material-

Senator PROX-mIRE. How long would the delay have been?
Mr. GILBRIDE. I would just say as a professional's guess 8 or 9 months.
Mr. Peterson or Mr. Squires, would you comment?
Mr. Peterson, what would you say?
Mr. PETERSON. I would agree with that. If I did a little analysis,

Mr. Chairman
Senator PRoxMIRE. Let's just say the testimony we have here that

the Navy confirms it would be in drydock 6 months anyway and the
GAO says 6 to 12 months to have it redone, maybe more.

Mr. PETERSON. I think, as was pointed out, the plan for the retrofit
which then would have the opportunity of being thoroughly pre-
planned prior to the ship's availability would be in conjunction with
the regularly scheduled overhaul of the ship. This would be, of course,
in my judgment, although I am addressing myself to the impact on
the new construction tasks that we were contracted for. I do believe in
my judgment, that would certainly be the way to go to do the retrofit
in a preplanned drydocked area, which would then make the stern con-
figuration change available by the time that the ASW helicopter
LAMPS III version were available. However, if this stern change had
been ordered back in, let us say, the earliest conceivable detailed de-
sign, the Navy could have produced, if they had taken out all the stops
in the design phase-and I would like to take the responsibility for
these figures because they were based upon my analysis since yester-
day's hearing-if sufficient detail design information had been made
available to us a year later in September 1977, my best judgment of
the impact on the ships under contract at Los Angeles would have been
to delay the delivery of the first ship by 10 months, varying, and we
would have gone into a recovery cycle that would have resulted in a
minimum delay of the ninth ship by about 3 months.

This is a very preliminary type analysis, but it is based upon many
years of shipbuilding experience and also

Senator PROXMIRE. Then the delay would be somewhat less perhaps
than the 6 to 12 months that we were told before.

Are you aware, Mr. Gilbride, of the FFG survivability problem and
steps being taken to correct them by the Navy?

Mr. GILBRTDE. Mr. Chairman, I am aware of it, primarily because of
the hearings yesterday and today. We get into the shipbuilding end
of the business. We are the builders.

Senator PROXMiTRE. You didn't know that they are putting kevlar
on the ship?

Mr. GrLBRMDE. Yes, I certainly knew that because it is a change. I am
well aware of that but-
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Senator PROXMIRE. What do you mean when. you say were not that
available.

Mr. GILBRIDE. Survivability problem. I don't know if there is a
problem.

Senator PROXMIRE. They just put the kevlar on because
Mr. GILBRIDE. We built many ships, destroyers, over the years with-

out kevlar.
Senator PROXMIRE. Could this not this have been avoided by better

ship design? You say you have built ships without kevlar. Could
you not have built the ships without them?

Mr. GILBRIDE. I think you have more protection in this ship than
other ships.

Senator PROXMIRE. Would there not be a way to put the extensive
equipment below the superstructure?

Mr. GILBRIDE. There is extensive equipment practically throughout
the ship, sir, and it is a very difficult thing to do. I think this is an
added factor with respect to survivability.

Senator PROXMIRE. Are you saying that we don't need the kevlar?
Mr. GILBRIDE. No, I am not saying that at all. I am saying it is an

added safety factor. I think it is a good thing.
Senator PROXMIRE. You think it was not subject to cheap kill without

it? You are the first witness to say that.
Mr. GiLBRIDE. I am not an expert in that field. Mr. Chairman, and I

really cannot answer that question.
Senator PROXMIRE. Can you tell us how much it would cost to com-

pletely solve the problem of cheap kills, or can it not be solved?
Mr. GILBRIDE. I am not in a position to do that. sir.
Senator PROXMIRE. Well, you are a shiDbuilder.
Mr. GILBRIDE. That is right.
Senator PROXMIRE. You are probably as expert as they come. You

are probably in a better position than the Navy.
Mr. GILBRIDE. It would take a lot of study, Mr. Chairman, and I

suppose it could be done but I heard the Secretary of the Navy say-
ing they are addressing that problem and I think they are in a far bet-
ter position to address it than we are.

Senator PROXMIRE. Why is there so little margin for future weight
growth? Is this a deficiency in the design?

Mr. GILBRIDE. Take that, Mr. Peterson.
Would you repeat that, please?
Senator PROXMIRE. Why is there so little margin for future weight

growth? We are told there should be a margin here for a couple of
reasons. Now you find you need more space.

No. 2 is timing on the technology changes. In order to incorporate
that technology into the ship, you need more space; otherwise, the
ship's life has to be thwarted.

Mr. PETERSON. Mr. Gilbride asked me to respond to that. Basically
the question of weight growth margin in a characteristic of the ship
that is determined during the concept in the preliminary design phase.
These are initial design phases under which the ship's mission is to
find them prior to the participation of the shipbuilder in the program
so I would basically say that we as the shipbuilder would not be in a
position to respond to that question.
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Senator PROXMIRE. But as shipbuilders you must have some opinion
as to how this could affect the flexibility of the ship and the life of the
ship.

As I pointed out, the testimony was that unless you have about 150
tons left there over what you might need for making future adapta-
tions, you are going to have to shorten the life of the ship.

Mr. GILBRIDE. Mr. Chairman
Senator PROXMIRE. You participated in the design.
Mr. GILBRIDE. I ask Mr. Squires to take this up.
Senator PROXMIRE. Mr. Squires.
Mr. SQUIRES. Yes, I ask to take this one, Mr. Chairman, because I

was a part of the Todd team during the ship system design support
activity.

Senator PROXMIRE. Was that early in 1972?
Mr. SQUIREs. Yes. The contract was awarded in April of 1972.
It is important, I think, to put the questions concerning weight mar-

gin in the context of the responsibilities and the experience of the par-
ties involved. The selected shipbuilder who was selected as a part of
that early competition had as a team member the senior destroyer de-
signer in the United States and perhaps in the world and it was on the
basis of that expert support that the margin designs were made.

We at Todd are not destroyer designers, we are destroyer builders
and as builders and not designers, we are not in a position to answer
questions about the details of margin development.

Senator PROXMIRE. Well, let me read this sentence that comes from
the second page of your prepared statement. You say, "As a result of
this solicitation, in early 1972 the Navy chose two competing yards-
Bath Iron Works and Todd-Seattle-to participate in the design
of this class vessel."

What does the participation mean if you don't have the responsibil-
ity?

Mr. SQUIRES. The particular reason for inviting shipbuilders to
participate in the design activity was to utilize their experience in ship
construction and our prime responsibility was to comment on the pro-
ductibility of that design and recommend to the Navy Ship Engi-
neering Center any changes which we felt could be made that would
make the ship simpler and less expensive to build and they had to de-
cide whether those recommendations could be accommodated within
the design parameters.

Senator PRoxmm. Who does Congress look to if the life of the ship
is abbreviated because the design is inadequate, because you don't allow
enough leeway or technological improvements which we know are
going to come along in the next 25 years?

Who is responsible?
Mr. GILBRIDE. We are not responsible, Mr. Chairman.
Senator PROXMIRE. Why not?
Mr. GILBRRDE. Because our participation was designed-
Senator PROX1MIRE. That is not planned obsolescence?
Mr. GILBRIDE. Please, sir. Our participation was designed support

for productability so that the ship, when designed, could be built in
more than one yard, so the ship was not designed to suit the facilities or
that work mix in a particular yard. That was the function of our design
support.
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Senator PROXMIRE. You say that is the beginning and end of your
responsibility ?

Mr. GILBRIDE. With respect to that phase, yes, sir.
Senator PROXMIRE. Well, with respect to the overall situation, you

wash your hands of it and indicate you don't have any responsibility
at all.

Mr. GILBRIDE. We have responsibility, sir, to build the ship within
the cost and time constraints.

Senator PROXMIRE. So the taxpayer does not get the kind of factory
warranty that you get on a dishwasher.

Mr. SQUIRES. The warranty is nrenared in the contract. The warranty
deals with the quality and reliability of the shipyard's workmanship
and the equipment which he furnishes.

Senator PROXMIRE. So if the ship is no good after a year, that is
tough luck.

Mr. SQumREs. As I explained earlier, the ship design was created by a
different company or different companies who were selected on the basis
of a procurement which included the analysis of 'their ability to
perform that function effectively.

Senator PROXMIRE. Senator Warner has a question.
Mr. GILBRIDE. Yes, sir.
Senator WARNER. Mr. Gilbride, you and I have sat across the table

many times.
Mr. GLEBRIDE. Yes, sir.
Senator WARNER. It is a pleasure to again meet. As a matter of fact,

I think we worked on this contract; it was executed shortly after I
became Secretary of the Navy.

Mr. GILBRIDE. That is right, sir.
Senator WARNER. As you go back over the illustrious history of your

company's affiliation with shipbuilding in national defense, you will
recall the manner in which the Navy designed ships before this con-
tract; namely, the Navy exclusively prepared the design and specifica-
tions, then rolled the plans out on the table for contractors to bid on.
For this contract, however, the Navy selected several contractors to
compete during the design phase.

Which of the two procedures would you prefer, the old one or the
new one under which the ship was built?

Mr. GILBRIDE. We very much prefer the new one.
Senator WARNER. While I agree that you have no legal responsibility

with respect to the design of the ship, certainly there is a moral one
there.

Mr. GILBRIDE. There is, Senator Warner, and we fulfilled that fully.
'"re have given comments, made suggestions. I think the Navy pro-
gram manager would support that and we are very conscious of the
products that we built.

Senator WARNER. I think so. Would you not also agree that in the
interchange that goes on in this conceptual phase that there are really
no restrictions as such put upon you as a designer in giving to the
Navy of your years of expertise?

Mr. GmLBRTDE. Not at all. To the contrary, it was encouraged in this
instance.

Senator PROXMIRE. Are you satisfied with those narrow growth
margins? Are they right as far as you are concerned?



407

Mr. GILBRIDE. Mr. Squires.
Mr. SQuIRES. We have not spent the energy to analyze the design

and this is what is usually termed in the trade as the scientific end
of the design, not the instability of it. We have not analyzed it and
therefore would be in no position to comment.

Senator PROXMIRE. As Senator Warner put it, why is there not a
moral responsibility to give an opinion to the Navy on that?

Mr. PETERSON. I would like to address this point, Mr. Chairman,
because I think there is something that needs clarification here. In
the ship design and construction process there is a division of re-
sponsibilities and also a delineation of authority that is very similar
to the various branches of the Government.

The start of the definition of the mission of the ship and its basic
characteristics must belong to the Navy. They are going to be the
operators of the ship and therefore there is a phase of design called
the concept and preliminary design phase in which the basic char-
acteristics of the ship are laid out.

It would be highly inappropriate, although we have a great pro-
fessional interest and would be very quick to point out anything in
that design that we as professional, competent shipbuilders would
consider to be unsafe. We would immediately call such a thing out.

Senator PROXMIRE. You say unsafe.
Mr. PETERSON. The people involved in this are highly competent

architects and ship operators who are in a much better position than
we to judge the characteristics of the ship that is necessary.

Our participation, then, begins after that concept design phase as
a shipbuilder to point out to the Navy anything in the ship system's
design phase once this ship is preliminarily designed which would
be adverse to productability and I think that clarification needs to
be made.

Senator PROXM1TRE. But it is discouraging. You won't even give
us an opinion on the growth margin.

Mr. PETERSON. My nrofessional opinion is that the Navy project
manager's answer during the previous testimony was very adequate,
that the 50-ton margin over and above the space and weight alloca-
tion and the impact on the naval architectural characteristics of that
ship were already taken into consideration for the planned changes
is an adequate, in my judgment, design margin for future growth
and he certainly pointed out several factors that went into that
consideration.

Senator PROXMIRE. That is OK but it is onlv one-third of the 150
tons that the GAO said was the usual ship of this size.

Mr. PETERSON. Mr. Chairman, I must also point out that in pre-
vious contracts that 150-ton margin would also have had to accom-
modate the already planned changes which have not been definitized
and this is not the case of the FFG-7 class. They had been provided for
in the 50-ton margin over and above that.

Senator PROXMIRE. They knew what you were going to have to use,
they were talking about contingencies as they indicate d would develop
on the 23-year life of the ship. We were not talking about what you
knew vou were going to have to change.

Mr. (GILBRIDE. Mr. Chairman
Senator PROXMIRE. Excuse me.
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Mr. GILBRIDE. I was going to say, sir, that we have a different opin-
ion here. Mr. Peterson is well qualified for giving an opinion on this,
he is a graduate of the Naval Academy, a graduate of MIT, and his
opinion differs from the GAO in this instance. This is a professional
opinion.

Senator PROXMIME. In your prepared statement, you have a very
helpful and interesting table. Other witnesses have not been able
to give us this kind of data. Your table of contract prices indicates a
growth here, a change from the original base contract to the base con-
tract as of November 30, 1978.

What was the date of the original base contract?
Mr. GILBRIDE. The original contract was February 1976, sir.
Senator PROXMiRE. February 1976.
Mr. GILBRIDE. Yes, sir.
Senator PROXMIRE. Is that all of them or just the first one?
Mr. GILBRIDE. That was for the first contract but the dollars were

January 1975 dollars. The contract in February 1976 was in Janu-
ary 1975 dollars.

Senator PROXMIRE. All right. That applies for the 17 ships?
Mr. GILBRIDE. No; that applies for the first six ships.
Senator PROXMIRE. The first six ships.
Mr. GILBRIDE. The remainder, 11 vessels, what was the date of those?

May 1976 dollars.
Senator PROXMIRE. February and May 1976.
Mr. GILBRIDE. Yes.
Senator PROXMIRE. All right.
Now, you have a growth target cost growth of 4.7 and it varies be-

tween 4 and 5 and a fraction.
Mr. GILBRIDE. Yes.
Senator PROXMIRE. 4 and a fraction, 5 and a fraction. That is the

percentage throughout. Does that allow for inflation?
Mr. GILBRIDE. No; this is exclusive of inflation. This is merely for

change orders, bilateral change orders.
Senator PROXMIRE. Well, how much will inflation enter?
Mr. GILBRIDE. Well. inflation, sir, is based upon two labor indexes,

the Bureau of Labor Statistics indexes prepared by the Navy and that
is developed every month, I believe, and we are paid whatever that
index reflects.

Senator PROXMIRE. I am going to ask Mr. Kaufman to follow.
Mr. GILBRIDE. Surely.
Mr. KAUFMAN. Mr. Gilbride, as we understand it, these figures are

close to the average percentage throughout of contract prices for ships
under construction as a result of change orders.

Mr. GIEBRIDE. Yes.
Mr. KAUFMAN. So they are in line with growth change rates for

other ships built in recent decades.
Mr. GILBRIDE. Correct.
Mr. KAUFMAN. They, therefore, do not take into account the infla-

tion that Senator Proxmire asked about.
Mr. GILBRIDE. Well, that is automatically taken into account by the

contract department but this is merely the growth resultant in change
orders.
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Mr. KAUFMAN. What you are saying is the original base contract
and the base contract as of December have basically the same assump-
tions as far as inflation is concerned?

Mr. GILBRIDE. Excuse me, sir, say that again.
Senator PROXMIRE. The original base contract, the first column, and

the base contracts as of November 30, 1978 have the same inflation
assumptions?

Mr. GILBRIDE. Yes.
Mr. KAUFMAN. You assume the inflation is 7 percent, 8 percent?
Mr. GILBRIDE. Well, whatever it is. Whatever the Bureau of Labor

Statistics index tells us it is, whatever it might be-7 percent or
6 percent or whatever.

Senator PROX1nIRE. These figures don't indicate you are doing any
better during construction than other shipbuilders are doing; this is
j ust the average increase.

Mr. GILBRIDE. Well, I cannot comment on what the other shipbuild-
ers are doing. I think it is a very minimal growth over a period of time.

Senator PROXMIRE. I am told if you look at the changes, that is all
you ever see.

Mr. GILBRIDE. That is not quite true. It varies tremendously. It
varies in commercial business, it varies in Navy business.

Senator PROXMIRE. You just told us that.
Mr. GILBRIDE. Mr. Kaufman asked the question, was it 5 percent and

in many contracts, it is 5 percent. In many contracts, it is more.
Senator PROXMIRE. Can you break out the contract prices of the

ships awarded in each of the years, 1976, 1977, and 1978, and tell us how
much inflation you experienced in those years?

Mr. GILBRIDE. I will have to get that for you. I don't have that at
my fingertips.

Senator PROXMIfIRE. W\ill you get that?
Also give us the average unit contract price for the FFG's and what

the costs are to complete.
Mr. GILBRIDE. I will do that.
Senator PROXMIRE. Don't you have that now? You should know that.
Mr. GILBRIDE. Yes; I know that they are within the contract costs.

I know that.
Senator PROXMIRE. What is it?
Mr. GILBRIDE. Well, let's take here. The base contract here for the

eight vessels is $416 million, so 8 into 416 is
Senator PROXMIRE. Not including inflation.
Mr. GILBRIDE. Not including inflation.
Senator PROXMIRE. So you have an open-ended escalator on inflation.
Mr. GILBRIDE. Yes. It reflects the inflation in various shipyards on

the east and gulf and west coast but the greater preponderance is the
inflationary factors on the east and gulf coasts, because there is a larger
center of shipbuilding in those areas.

Senator PROXMIRE. So we never have any notion what the price is,
that just depends on what happens to the cost-of-living index.

Mr. GILBRIDE. Yes; it is he index and we are not certain that it re-
flects all the costs. Only time will tell. We don't know what the infla-
tionary facts are going to be in the future.
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Senator PROXMIRE. Do you expect your costs to rise and if so, by how
much?

Mr. GiLBRImE. Following the past patterns, I would think that the
inflationary factors are going to continue because of the basic elements
that go into the costs of building ships as to energy costs and so forth.
I think they will continue, yes.

Senator PROXMIRE. Senator Warner.
Senator WARNER. No.
Senator PROXMIRE. Mr. Gilbride, we want to thank you and Mr.

Squires and Mr. Peterson for your very helpful testimony.
Senator Warner has a question.
Senator WARNER. I would like to say that your yards, indeed, have

contributed greatly to the betterment and improvement of American
shipbuilding and I hope that you continue in your long, illustrious
career in the future.

Mr. GILBRmDE. Thank you, Senator Warner.
Thank you, Mr. Chairman.
Senator PROXMIRE. Well, I would join Senator Warner in saying I

cannot see any improvement in the contract over many others. The
overrun is enormous. So far, one ship has been delivered and to date,
I cannot see that this represents-Admiral Buckley was quoted as say-
ing that is the best ship in 20 years. If it is, we are in trouble.

Mr. GILBRIDE. Well, Mr. Chairman, you understand I have a differ-
ent viewpoint for sure. I think it is a splendid program. I think we
are making excellent progress. I think it is a well-designed ship and I
think it is an excellent program.

Senator PROXMIRE. Well, thank you, very much, gentlemen.
The subcommittee stands adjourned.
[Whereupon, at 12 :20 p.m.* the subcommittee adjourned. subject to

the call of the Chair.]
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