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NAVY SHIPBUILDING PROBLEMS AT GENERAL
DYNAMICS

MONDAY, APRIL 15, 1985

CoNGRESS OoF THE UNITED STATES,
SUBCOMMITTEE ON INTERNATIONAL TRrRADE, FINANCE,
AND SECURITY ECONOMICS OF THE
JoINT EconoMic COMMITTEE,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
SD-628, Dirksen Senate Office Building, Hon. William Proxmire
(vice chairman of the subcommittee) presiding.

Present: Senators Proxmire and Mattingly.

Also present: Richard F. Kaufman, general counsel.

Senator PrRoxMIRE. The subcommittee will come to order.

Our witness this morning is Mr. MacDonald.

Mr. MacDonald, would you like to take a position right here?

Thank you, sir, very much.

I have a short statement then we’ll be happy to hear your state-
ment and we have some questions for you, sir.

OPENING STATEMENT OF SENATOR PROXMIRE, VICE CHAIRMAN

Senator PrRoxMIRE. We've been holding this latest series of hear-
ings on Navy shipbuilding at the Electric Boat Division of General
Dynamics since last July.

ALLEGATIONS OF WRONGDOING BY GENERAL DYNAMICS

The record so far is loaded down with allegations of wrongdoing
and questionable actions by the company in the performance of two
contracts for the construction of 18 nuclear-powered submarines.

What is disturbing is the amount of documentary corroboration
of the allegations.

In the July hearings, a number of documents were released that
tended to support some of the allegations of P. Takis Veliotis, the
former head of the Electric Boat Division and a vice president of
General Dynamics.

Two weeks ago, a staff study was released showing that there
was much additional evidence of wrongdoing by General Dynamics.

The ball is now in General Dynamics’ court. A substantial case
has been made that the company:

One, bought into the flight II contract by concealing the cost
overruns on the flight I contract;

09)



2

Two, submitted false information to the Navy about man-hours
‘necessary to complete construction of the submarines, while con-
cealing more accurate internal estimates;

Three, submitted false information to the Navy about schedule
delays, while concealing more accurate internal estimates;

Four, failed to disclose losses on the submarine contracts in its
financial reports to the public and the SEC; and finally,

Five, kept two sets of records on precisely the same elements of
its shipbuilding contracts: one—which was grossly inaccurate—for
official reports to the Government and public, and the other—the
second, which was generally accurate—for internal use.

- It seems that General Dynamics deceived the Navy and knew at
" the time it did so that it was deceiving the Navy.

Gordon MacDonald is executive vice president of General Dy-
namics for finance and administration, and was general manager
of the shipyard in 1976 and 1977.

Mr. MacDonald, we’re pleased to have you. We would welcome a
statement telling your side of the story responding to any of the
allegations that have been made against you and your company.
Then we will ask some questions.

Go right ahead, sir.

I beg your pardon, Mr. MacDonald. Mr. MacDonald, will you rise
and raise your right hand?

[Witness sworn.]

STATEMENT OF GORDEN E. MacDONALD, EXECUTIVE VICE
PRESIDENT FOR FINANCE AND ADMINISTRATION, GENERAL
DYNAMICS CORP.

Mr. MacDoNALD. Thank you, Senator Proxmire. You'll have to
excuse my voice. I think I lost a little bit of it last night.

Senator ProxMiIgre. If you’ll wait just a minute, the clerk is going
to pull the microphone over so that you’ll have access to both
microphones. I know it’s difficult, but pull the microphones as close
as you can and go right ahead.

Mr. MacDoNALD. I am Gorden MacDonald, I am the executive
vice president and chief financial officer of the company.

And during the period of May 1976 through October 19, 1977, I
was the acting general manager of the Electric Boat Division.

In response to your letter of March 20, 1985, I am appearing
before this subcommittee for the specific purpose of discussing the
first and second flight contracts of SSN 688 Class submarines built
by General Dynamics and allegations of wrongdoing that may have
been made concerning cost overrun claims arising out of the per-
formance of those contracts.

In building the 688 submarines, General Dynamics was a
“follow” yard. This means that we were building the submarines to
a design provided by the Navy through another design agent, in
this case, Newport News, which was building the first submarine of
this class.

Throughout construction, which was begun before design was
complete, the design drawings were late in coming, and often inad-
equate. The design of the 688 was far more complex and difficult to
work with than was anticipated. There were long delays and huge



cost overruns. In addition, there were countless change orders that
totally disrupted the work in the yard.

We did the best we could under incredibly difficult circum-
stances. We were supposed to deliver our first boat 10 months after
the design agent delivered its first boat. We cut this interval to a
little bit over 8 months.

Ultimately, we were compelled to file claims for overruns attrib-
utable to design and change problems, and we did so in 1975 and
1976. The second claim, filed on December 1, 1976, lead to the
Public Law 85-804 settlement. Because of opposition from Admiral
Rickover, it also led later to a lengthy grand jury investigation.

THE CLAIM

In discussing this claim, I should first put things in the proper
context. Let me first explain to you my involvement and my posi-
tion during the processing and submission of the claims.

A claim was filed on December 1, 1976, with the Navy in the
amount of approximately $544 million covering changes on the
first and second flights of the SSN 688 Submarine Program for
Navy responsible events through the period of October 1976.

I am the one who signed and certified that claim. In connection
with doing so, I instructed the personnel at Electric Boat responsi-
ble for preparing the claim to make certain that it was fair and
accurate, and that it did not include invalid elements thrown in for
bargaining purposes. Everyone understood this. The extraordinary,
meticulous manner in which the claim was prepared has been fully
described in the memorandum that General Dynamics submitted to
ils;goJustice Department in its grand jury investigation on August 1,

In certifying that claim, I relied upon the certifications submit-
ted to me by all responsible Electric Boat personnel that the claim
had been properly, honestly, and accurately prepared by the profes-
sionals in the yard. Given my responsibilities as the acting general
manager at the time, I, of course, did not personally participate in
preparing any of the details of the claim. I could not then, and I
cannot now, respond to detailed questions about the thousands of
factual matters covered in that claim.

The filing of this claim in 1976 gave rise to a heated controversy
with the Navy as to who was responsible for the loss on the pro-
gram.

Nonetheless, as I understand it, neither the Navy Claims Settle-
ment Board, or the Office of the Navy General Counsel, the SEC,
or the Fraud Section of the Justice Department found any fraud in
the claim, or any grounds for a criminal prosecution.

A couple of years after the Justice Department declined prosecu-
tion, and independent study of that investigation was done by a
separate office within the Criminal Division. This separate and in-
dependent Justice Department review rightly concluded that there
was no basis for a fraud prosecution for the simple reason that the
issue being investigated did not involve the criminal law, but in-
volved legal disputes as to the proper legal conclusions to be drawn
from the underlying facts.

Still more recently, Assistant Attorney General Trott, who was
not in office at the time of the original investigation, apparently
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reexamined this matter. Last summer, he informed this commit-
tee that there was not “one scintilla of evidence” to justify indict-
ing General Dynamics.

This conclusion was absolutely correct, and it is precisely the po-
sition that the company has taken throughout this cruel and un-
justifiable ordeal.

Nevertheless, the ordeal has been renewed following accusations
by Takis Veliotis, who, as far as I know, has produced no new evi-
dence whatsoever. He was not at Electric Boat when the claims
were filed and he knew little if nothing about the claim.

WHY THE CLAIM WAS JUSTIFIED

Now, let me talk about these claims and explain very simply
why they’re entirely justified and not fraudulent in any respect.
The claim really involved two major elements. First, the company
contended that it was the Navy that was legally responsible for the
entire period of delay between the delivery schedule embodied in
the contract and the delivery schedule embodied in the claim. The
delay in the program of several years cost the company hundreds
of millions of dollars.

The Navy has always conceded that a substantial part of the
problem on the 688 program arose from the inability of Newport
News, the design agent, to provide necessary data in a timely fash-
ion to enable Electric Boat to build the 688 ships on schedule. This
failure was concededly the legal responsibility of the Navy. The ar-
gument with respect to the delay portion of our claim was whether
the Navy was responsible for all of the delays, or only a part of it,
in view of the various internal problems at Electric Boat which
have been highlighted in a number of documents referred to in Mr.
Kaufman’s study of April 2, 1985.

General Dynamics’ position that the Navy was legally responsi-
ble for the entire period of the delay relied, for the most part, on
two simple propositions: No. 1, it was our belief at the time and
remains our belief today that we could have delivered the second
flight of 688’s on time, despite whatever internal problems we had
to wrestle with, had the Navy and the design agent not utterly dis-
rupted the program through the failure of the design agent to pro-
vide proper and timely data to construct the submarines.

In the claims themselves, we discussed in detail the type of man-
agement problems in the yard which Mr. Kaufman’s study refers
to, and we explained why it was in our view that most of these in-
ternal problems were ultimately traceable to the design agent’s
failure to perform. One could disagree with that conclusion, but the
underlying facts were in no way concealed.

No. 2, as we were advised by counsel, the issue of who is respon-
sible for the delay in ship deliveries was really a legal question,
and not merely a factual question. We relied on legal authority to
the effect that if one of two parties to a dispute is the overwhelm-
ing and primary cause of the loss, then that party is legally respon-
sible for the entire loss, notwithstanding the fact that there was
some limited fault on the other side as well.

No one can say how the Federal courts would have ultimately re-
solved these disputes had the case between the company and the



Navy ultimately gone to trial. Mr. Kaufman in his thorough study
of April 2 has suggested some arguments the Navy could have
made. We, then, have made all the arguments set out in our claim,
and we believe we would have won. We believe we might have done
considerably better than we did through the Public Law 85-804 set-
tlement. Nonetheless, we agreed with the Navy that it was best for
both parties and for the country to resolve this dispute in the way
it was resolved. That settlement cost us $359 million and meant
that, in effect, as of 1978, the Electric Boat Division had built virtu-
ally the entire nuclear submarine fleet for the Navy and many
other submarines over a period of 40 years for a profit of zero dol-
lars and zero cents. That was a pretty big blow to take.

In any event, it was entirely proper to argue from the facts
known to both parties that the Navy was the principal and over-
whelming cause of the delay; and therefore legally responsible for
the entire delay, just as it would have been entirely proper, had
there been no Public Law 85-804 settlement, to advance the same
arguments in court, and wait for the judge to decide which party
was right.

This was all laid out very thoroughly in our claims and in our
legal submissions to the Justice Department. The Justice Depart-
ment’s independent study in 1983 of the criminal investigation
came essentially to the same conclusion.

The only other major element in the claim was quite technical
and involved the items of unsuitable submarine design. As far as I
know, this issue is not a focus of this inquiry. I can describe it fur-
ther if you desire, but it, too, involved a purely legal issue as to the
legal standard for imputing knowledge to the company as of the
time of the 1973 bid on the second 688 contract.

The Justice Department obviously concluded that we were right
in our position and no fraud could be involved in our disclosing the
facts and advancing a legitimate legal position.

Putting aside details and minor matters, these were the issues in
the criminal investigation. I would hope that fair minded persons
could by this time understand why Assistant Attorney General
Trott, who was not around at the time but who reviewed the situa-
tion later, could inform this committee that there was not one scin-
tilla of evidence of any crime committed by General Dynamics with
respect to these claims.

PUBLIC LAW 85-804 SETTLEMENT

There was also nothing improper about the 1978 settlement with
the Navy or the negotiations that led up to it. I did not know until
recently the entire process that the negotiated settlement went
through from the Government’s side.

Saturday, I happened to be watching Public Television and I saw
former Navy Secretary Hidalgo appearing before this committee.
His statement indicated that the Navy Department, the Deputy
Secretary of Defense, the Secretary of Defense, the General Ac-
counting Office, and the U.S. Congress had reviewed this settle-
ment. Even President Carter was briefed on this settlement.

This level of review should certainly give one complete confi-
dence that the negotiated settlement was proper in all respects. I
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can assure you that Secretary Hidalgo was a very tough negotiator
and fought very, very hard for the Navy. He made us take a terri-
ble beating on that contract.

In briefly reviewing Mr. Kaufman’s study, I am not sure that he
is really claiming that there was any criminal fraud in these
claims. He seems to be concentrating mainly on some other issues,
which I would like to address briefly.

THE KAUFMAN STUDY COSTS AND SCHEDULES

In his study, Mr. Kaufman refers to numerous documents previ-
ously reviewed by the SEC and/or the Justice Department which
concerned various cost estimates, proposed schedules, and financial
data generated by various persons within the company over the
period of years. He has compared various documents with each
other and suggests that these documents show that Electric Boat
was withholding vital information from the corporate office, the
Navy, the SEC and the shareholders.

This is the origin of the suggestion that Electric Boat was keep-
ing, quote, “two sets of books.” Mr. Kaufman’s study shows that he
and his colleagues devoted a lot of hard work to their project. I do
not question their good faith. However, their conclusions are com-
pletely erroneous because they are based on fundamental miscon-
ceptions as to the nature and significance of documents they re-
viewed.

First, let me say unequivocably that to the best of my knowledge
and belief, General Dynamics has never filed any false financial re-
ports with the SEC or its shareholders.

Next, Electric Boat at no time published a delivery schedule to
the Navy that was not an honest schedule that Electric Boat be-
lieved it could meet based upon the various assumptions that went
into that schedule. Third, Electric Boat never published a cost to
complete to the Navy, to its auditors, or to its shareholders that
was not an honest cost to complete that Electric Boat believed it
could meet based on the various assumptions that necessarily go
into a cost to complete.

Finally, to the best of my knowledge and belief, no one at Elec-
tric Boat, or in General Dynamics, improperly delayed the disclo-
sure of new cost and schedule estimates so as to deceive the Navy,
the shareholders, or anyone else.

In order to understand the misconceptions in the Kaufman
study, it is essential to understand what a cost to complete is. It is
not a scientific formula, and it cannot be computed with certainty.
Quite the contrary. A cost to complete is a prediction. Into that
prediction go various ingredients, some more or less objective, some
highly subjective.

To derive a cost to complete, you need to study factors such as
return cost, predicted schedules, the workload of the yard, the
manpower availability, trends in costs, problems that you know
about, plans and hopes for productivity improvements, the record
of the company’s performance on work that we believe analogous,
and where it is a follow ship contract as this one was, assumptions
as to whether the experience of enormous “change” traffic would
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continue or slow down as a result of the future performance of the
design agent.

Different people working from different perspectives and operat-
ing on different assumptions produce a different tentative and pre-
dicted cost to complete. It is then the job of senior management to
evaluate these inputs and to conclude what cost to complete repre-
sents in the best judgment of all circumstances considered.

That is why we had numerous review meetings. The fact that
there are memos in the files containing various different estimates
does not mean in any way whatever that the company was keeping
two sets of books. All the memos prove is that you have various
diffel,:lrent inputs, tentative conclusions, rejected alternatives, and so
forth.

The facts with regard to delivery schedules on the submarines
are essentially the same. The delivery schedule is aiso a prediction.
It is interrelated to the cost to complete. It is based on assumptions
as to the expected performance of the design agent, plans with
regard to the availability and utilization of manpower and facili-
ties, expectations as to hoped-for productivity improvements, simi-
lar matters. You can predict a number of different but completely
honest delivery schedules on a variety of different assumptions.

Once again, the fact that there are in the files various memoran-
dums and other documents relating to schedules or proposed sched-
ules that are different from those submitted to the Navy does not
in any way show that the company was keeping two sets of books.
All it shows is legitimate differences of opinion, tentative input,
and rejected alternatives.

With respect to both cost to complete and delivery schedules,
there is no doubt, in hindsight, that things turned out worse than
anyone anticipated. No one fully understood the impact upon the
program of the late and unsatisfactory design, and the unbelievable
number of changes flowing therefrom.

THE ALLEGED BUY-IN

The Kaufman study also revives the accusation that we bought
into the 1973 contract by bidding less than we knew it would cost,
presumably, with the intent of filing cost overrun claims later. This
accusation was disproved by the Justice Department investigation,
and the arguments Mr. Kaufman now makes are based on faulty
analysis and ignorance of the fact General Dynamics believed it
could make a profit on that bid.

I know because I was there at the time Mr. Lewis approved that
bid. The Kaufman study says that the Navy was misled because
they did not have the return cost information from us on the sub-
marines already under construction for a period later than the
fourth quarter of 1972. This is false.

The Navy received our reports on 1973 first and second quarters
return cost in May and October 1973, before the contract was
signed.

The Kaufman study states that a March 29, 1973, review book
and an internal memo dated April 5, 1973, contained cost informa-
tion that was withheld. I am advised that this also is incorrect, in
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that the cost figures in both these documents were very close to
those submitted with our actual bid.

Further, in May 1973, I am informed that an immense amount of
current cost and schedule information was given to the Navy long
before the contract was signed in connection with the Navy's
preaward survey.

The Kaufman study also seems to deny that the Navy bargained
us down on the basis of even lower man-hours than we estimated. I
am advised that the documents plainly show that the Navy did do
this prior to the final agreement.

In short, there is no substance whatsoever to what Mr. Kaufman
says about a buy-in.

THE FINANCIAL REPORTING

With respect to the allegation that the company misled the SEC
and its shareholders by failing to report a loss on the 688 program
until the settlement with the Navy was arrived at in June 1978,
there is one simple, important fact that the Kaufman study ig-
nores. The information given to the shareholders over the years
prior to the settlement gave ample warning of the risks that had
been developing on the 688 program. The clear proof of this is the
fact that when the company announced that it would take an im-
mediate $359 million loss as a result of the settlement with the
Navy, the stock actually went up, not down.

Under the circumstances, it is patent nonsense to say that we
have been deceiving the shareholders. This committee does not
appear to refer to any new evidence with respect to financial re-
porting issues. We discussed them fully in the submission we made
to the SEC at the time they closed their investigation.

We believed then, and we believe now, there was no false report-
ing to the shareholders.

THE 1974 DEDUCTION

I would like to comment, additionally, on two specific serious
misunderstandings in the committee’s study of April 2. It is sug-
gested that the company took a $95 million tax loss in 1974, and
paid a tax-free return of capital to its shareholders in 1979, that
this shows we knew of loss in the program far earlier than in 1978
and should have been reported to the shareholders at that earlier
time.

This is totally false. Again, the company does not maintain two
sets of books, but it does report certain matters on its Federal tax
returns differently than it does for SEC financial reporting pur-
poses, because the tax laws so provide.

The Kaufman study fails to recognize the difference between re-
porting for financial purposes and reporting for tax purposes when
it discusses the Federal tax treatment of the $95 million tax deduc-
tion.

In this regard, the study is correct in indicating that for 1974,
General Dynamics did not accrue any profit or loss on its books for
the 688 program, but did claim a $95 million deduction in its 1974
Federal income tax return, based on anticipated losses of more
than $750 million on the program.
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The large tax loss claimed on the return, however, was caused by
the fact that the company anticipated revenue from price escala-
tion and equitable relief from the Navy was not definite enough to
accrue for tax purposes, even though this revenue was properly ac-
cruable under generally accepted accounting principles.

For purposes of negotiations and overall settlement with the IRS
in 1976, the company agreed to accrue the price escalation revenue
of approximately $512 million in 1974.

THE 1979 RETURN OF CAPITAL °

The Kaufman study also erroneously assumes that the company
commenced a special study in 1976 for the purpose of determining
whether it could pay a tax free cash dividend in 1978 or 1979 be-
cause of large financial losses on the submarine contracts when, in
fact, that was never the purpose of the study.

The company requested and received permission from the IRS to
adopt the completed contract method of accounting commencing
with the year 1976. It was a request the company, an¢ many other
companies, made because of a change in the Federal tax laws.

That method permitted deferral of contract profits until the year
in which the contract is completed, and also permits certain cost to
be deducted in the year incurred against other company income.

Because of the deferral of profits and the current deduction of
certain costs for tax purposes, the company projected tax losses for
1976 and subsequent years; thus, it was necessary to conduct a spe-
cial study to determine the company’s accumulated earnings and
profits through 1975 in order to determine whether or not future
tax losses occurring because of the new method might eliminate
the accumulated earnings and profits.

When such earnings and profits are exhausted, dividend pay-
ments on company stock are considered a return on capital and not
taxable as ordinary income to the shareholder. The special study
was not conducted in anticipation of large financial losses on the
sub(rinarine contracts. Those losses were totally irrelevant to the
study.

In fact, the completed contract method of accounting precludes
the recognition of losses as well as profits until the contract is com-
plete. Thus, the company received no benefit for tax purposes from
any anticipated losses for 1976 and subsequent years.

CONCLUSION

In conclusion, I would like to emphasize once again that on mat-
ters of cost schedules and financial forecasts, you can and do have
many different honest views within a company. It is the job of
senior management to sift all of these and come to the best conclu-
sions they can. This is what we did as honestly and as reasonably
as we could. The reason the Justice Department and the SEC find-
ing no wrongdoing is there was none.

I thank you for your patience. I will now attempt to respond to
any further questions you have as best I can at the present time,
after a lapse of a number of years since these events occurred.

Senator ProxMIRe. Thank you very much, Mr. MacDonald. We
are delighted to have Senator Mattingly with us, who has joined
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the panel, and also to join in the questioning, to the extent he
would like to do so.

Mr. MacDonald, you have been the chief financial officer for
some time of General Dynamics as I understand it. Is that correct?

Mr. MacDonaLp. That’s correct.

Senator ProxMIRE. You were also for a crucial period, a short
but important period, you were the acting manager of the Electric
Boat Shipyard, where the submarines were built, so you have very
close knowledge of what was going on.

Mr. MacDonNALDp. That's correct.

Senator ProxMIRE. And I'd like to say it’s very useful, it seems to
me, for you to respond as you have this morning to the staff study
of April 2, because we now have the staff study, we have General
Dynamics’ response to it. We also have the documents and records
on which the staff study was based.

One of the objectives of the subcommittee is to get the facts out
so that Congress can judge the truth. You have not given us access
to some relevant documents, but we are pleased that you came for-
ward today and we appreciate that very much.

Now I have some questions for you, sir, and I'm sure Senator
Mattingly will have some, too.

First, I want to ask about one of the many internal studies of in-
efficiency and other problems at the Electric Boat Division Ship-
yard. This document is a commentary on an industrial engineering
plan from G.G. Johnson to J.F. Burns, dated June 11, 1976, just
about the time you took over management of the shipyard.

Mr. Johnson was head of the industrial engineering standards;
Mr. Burns was director of operations and control. The title page
says: ‘“General Dynamics, private information.”

I'd like you to follow in your copy there as I read from the fourth
page. It says:

Despite the literally hundreds of studies, plans and recommendations by industri-
al engineering and others, the division continues to conduct business as usual.

You acknowledge there were many studies conducted at the ship-
yard, and at the corporate level, of inefficiency and mismanage-
ment in 688 class construction.

Mr. MacDonaLp. I acknowledge there were many studies made,
without question, by various people in the division.

Senator ProxMIRe. The document goes on to say: ‘“‘Business as
usual means costs are out of control.”

What does that mean? Costs are out of control.

Mr. MacDonaLp. I don’t know what his intent was.

Senator Proxmire. I am sorry, I left out one important word.
“Business as usual means that ‘688’ costs are out of control.”

Mr. MacDonNALp. I couldn’t possibly try to interpret what Mr.
Johnson intended at the time. I know what the words mean, if they
were in fact true.

Senator PRoxMIRE. The words mean that costs were out of con-
trol in building the 688, isn’t that right?

Mr. MacDoNaLp. In this gentleman’s judgment, apparently yes.

Senator PrOXMIRE. Then further down, “Key event schedules
continue to slip.”

Can you explain that?
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Mr. MacDonaLp. In his judgment, we were missing some key
events that we should be making.

Senator PROXMIRE. And then No. 4, “Special property is still un-
controlled.”

What does that mean?

Mr. MacDoNaLp. I am not sure whether he is referring to com-
pany property or government property. I don’t know.

Senator PROXMIRE. What does he mean by “still uncontrolled”’?

Mr. MacDonNaLbp. I don’t know what he means.

Senator PrRoxMIRE. Not covered by cost accounting?

Mr. MacDonNALp. Normally, property would be under the control
of accounting and facilities people, but all within the same division.

Senator PrRoXMIRE. Then a little further, “The division has two
separate cost accounting systems.” That is a quotation.

How do you explain that conclusion? Does it mean one system
was used for reports submitted to the Navy and SEC and another
system used for internal reports?

Mr. MacDonNALp. I don’t know what his opinion or judgment was
in order to make a statement like you just read, Senator, but
during my period of stay up there, to the best of my recollection, I
never knew there were two sets of cost accounting records. That
would be a ridiculous way to run a company.

Senator PrRoxMIRE. Well, that is astonishing. You moved in to be
general manager of the shipyard. You have been chief financial of-
ficer since then. This is a report. You were brought in by General
Dynamics to make a study, and they say, “The division has two
separate cost accounting systems.”

Mr. MacDonNaLbp. I didn’t say that.

Senator ProxMIRE. I didn’t say you said it. I said people brought
in by General Dynamics to make the study said—and the quotation
is right in front of you there—‘“The division has two separate cost
accounting systems.”

Mr. MacDonaLp. I don’t understand, Senator. I thought this was
written by——

Senator ProxMmIRe. These were your own subordinates. They
worked for you.

Mr. MacDoNaALb. Yes, but you are saying I brought these people
(iin tx};1 make this study and they came to these conclusions. I did not

o that.

Senator PROXMIRE. I am told they were your subordinates. They
worked under you.

Mr. MacDoNaLp. There is no question that these gentlemen
worked under me, yes.

Senator ProxMire. They say here, “The division has two sepa-
rate cost accounting systems.”

Mr. MacDonNaLp. In the judgment of this gentleman who wrote
the report. That is what he says here, yes.

Senator ProxMIRE. They quote, “The division has two separate
progressing systems.”

Doesn’t that mean, among other things, that the shipyard reported
to the Navy one figure for physical progress in the construction of
the ships while another figure, held internally, showed there to
have been less physical progress?
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Mr. MacDonaLp. No, to the contrary, I would interpret that to
mean that there was a set of rules governing the progressing of the
ship and one man had an opinion that was contrary to that. That
is the way I would read that. That is Mr. Johnson.

Senator ProxMIrE. Well, if you are the superior officer, shouldn’t
you work on a reconciliation to see who is right rather than have
two separate reports that contradict each other?

Mr. MacDonNaLp. No question about it, and during that period of
time—as you had indicated earlier, I had been there approximately
a month at this time—I had all kinds of people that were telling
me the place was in all kinds of trouble, and I would sit down and
review this with each of the subordinates that worked for me, sepa-
rately and together—I would bring in these people at different
times. I don’t know whether I did it with Mr. Johnson or not. I
don’t recall that—and try to find out who is right and who is
wrong. If something was wrong, I tried to correct it. I tried to take
the action necessary to correct it.

But in a large corporation there are always people that have
their judgments, that are not necessarily proper or correct.

Senator PrRoxMIRE. Then the next remark—and I quote: “Ship-
yard manning is poorly matched with available work.”

Does that mean workers with the appropriate skills were not
being supplied in a timely way to areas where they were needed?

Mr. MacDoNALD. That could mean that, yes.

Senator PrRoxMIRE. And then a little further, “Material doesn’t
appear on schedule.” .

Does that mean materials were not being delivered on time to
construction sites?

Mr. MacDonaLp. Well, at the time we had some material prob-
lems. Some of the material shortages that we did experience were
very difficult to handle, but this included government-furnished
property as well as our own procured items. They were both signifi-
cant problems to us, yes.

Senator PRoXMIRE. A little further it said and I quote: “Trades
work is partial and out of sequence.”

What does that mean?

Mr. MacDonaLp. Working around. If you did not have the mate-
rial, you would try to work around that particular job so as to ac-
complish something and not have people standing around.

Senator ProxmiRe. A little further—I am still reading from the
June 11, 1976, document—it says, and I quote, ‘There are still no
valid measures of the capacity of the shipyard, one, to perform
work; two, to utilize machines; three, to employ people.”

Can you explain that?

Mr. MacDoNALbD. I believe Mr. Johnson has put his opinion down
with those words. That was the opinion of Mr. Johnson and not
necessarily the opinion of the people that I had to review this kind
o}f; a problem with and try to take the corrective action to resolve
them.

Senator PROXMIRE. And then further, “Data processing costs are
up, service is down.”

What does that mean?

Mr. MacDoNALD. That may have been the case. On the other
hand, I don’t recall that at all. We were growing in the shipyard.
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We were trying to implement new systems, better systems to get
control. Naturally, it is going to cost you a little more. But service
being down, I don’t recall that at all.

Senator ProxMIRE. The commonsense conclusion would be that
you are spending more money and getting less for it.

Mr. MacDonNALp. Well, that is his opinion, Mr. Johnson’s.

Senator PRoXMIRE. The next remark by Mr. Johnson: “There are
major discrepancies in the production plan between key events and
feeder details.”

What does that mean?

Mr. MacDonavrp. I don’t know. It appears to me that he might be
searching for more things just to extend the list. I have a tough
time on that because Mr. Johnson is one person. We had a depart-
ment that had nothing to do except schedule the yard in complete
detail. Mr. Johnson was not in that particular function. He was in
industrial engineering, if I recall.

Senator PROXMIRE. I just have two more. One is, “Work occurs
before or in spite of the paper issue date.”

Can you explain that?

Mr. MacDonarp. This, to an extent—not wholly but to an
extent—involves the many changes that were continuing to come
in to us from Newport News, the design agent, and our having to
feed back through the Navy to Newport News to permit us to keep
going and not just stop. That was a disaster from the yard’s stand-
point.

Senator PROXMIRE. After this long list—the division has two sep-
arate progressing systems; shipyard manning is poorly matched
with available work; material doesn’t appear on schedule; trades
work is partial and out of sequence; still no valid measures of the
capacity of the shipyard to perform work, utilize machines, employ
people; data processing costs are up, service is down; major discrep-
ancies in the production plan between key events and feeder de-
tails; work occurs before or in spite of the paper issue date—and
the last item reads, “et cetera.”

Mr. MacDonALp. That is a big one.

Senator ProxMIRE. That included just about everything you can
think of. What did he mean by “et cetera’?

Mr. MacDonNALD. I guess he ran out of time or something.

Senator PrRoXMIRE. It looks as if in just about every respect—and
many that he couldn’t list them—there were deficiencies and waste
involved here.

Mr. MacDonaLp. Well, Senator, I can’t disagree with the fact
that he has a list. All I can repeat is this was his judgment and not
the judgment of the senior management of that yard.

Senator ProxMire. Did you ever speak to Mr. Johnson or Mr.
Burns about this report?

Mr. MacDonNAaLD. Mr. Burns worked directly for me. Mr. Johnson
worked for him.

Senator ProxMIRE. Did you speak to them about this report?

Mr. MacDonaLp. I don’t recall whether I did or not. I may have.

Segator ProxMIRE. Didn’t you promote Mr. Johnson later that
year?

Mr. MacDoNaLp. I promoted Mr. Burns.

Senator PROXMIRE. Mr. Johnson was promoted, too.
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Mr. MacDonaLp. He may have been.

Senator ProxMIRE. To director of industrial engineering.

Mr. MacDonaLp. That may be, yes.

Senator ProxMIRE. It appears you didn’t have a complete lack of
faith in his ability.

Mr. MacDoNaLp. No, just because an individual disagrees with
what maybe the management of the division feels is not necessarily
that he is dumb and ought to be fired.

Senator ProxMIRE. I am going to yield to Senator Mattingly.
Then I have more questions to follow on this particular matter.

Senator MATTINGLY. I have another hearing I have to go to, but
just listening to the questions, you talk about the fellow saying “et
cetera.” It sounds like somebody has been working for the Federal
Government.

Having spent over 20 years at IBM Corp. myself, listening to
somebody talking about data processing costs going up and service
coming down, I guess that could be said in any time, any place.

I notice about the two accounting systems—I am glad whoever
did this study didn’t come in and look at the Federal Government.

Let me just ask you something just for my own edification. Then
I will go.

But I noticed in the beginning of your testimony you were talk-
ing about the design agents and how Newport News was develop-
ing and building one submarine and they were sending down the
information, so to speak, down to you all. You say in there it was
slow in coming, the information, is that correct?

Mr. MacDoNALD. Yes.

Senator MATTINGLY. How many firms were involved in the de-
signing or the studies or consultants? Do you have any idea?

Mr. MacDonNaLDp. No; I really don’t. There are so many pieces to
the submarine that Admiral Rickover, without question, held the
complete responsibility for the different design people. But the
basic submarine was the design responsibility of Newport News.

There were approximately, if I remember right, 35,000-plus
changes, all at a time when we were supposed to be in production.

Senator MATTINGLY. 35,000 changes?

Mr. MacDonNALD. Yes, sir, some little, some small.

Senator MATTINGLY. You say there were internal studies going
on, but were there external studies also being done by the Govern-
ment suppliers, et cetera?

Mr. MacDoNALD. I am sure there were because many discussions
that I had with Admiral Rickover and Admiral Bryan at Sea Sys-
tems Command—trying to plead with them about the design
changes which were just killing the yard. I know they had some-
thing like 900 to 1,000 people, Navy representatives, at Electric
Boat, and I imagine even today it is up to that level, if not more.

Senator MATTINGLY. But when you referred to the 35,000
changes, were some of these changes that you needed right away
that you weren’t getting, that they were slow in coming, et cetera,
or what?

Mr. MacDonNALD. It was not just a matter of slow coming; it was
a matter of slow coming and bad design and we would have to feed
back through the Navy to get a design corrected. And in the major-
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ity—well, no I can’t say the majority—in many, many cases there
is no question we were correct.

Newport News had never designed a nuclear submarine before.

Senator MATTINGLY. But the Navy would be the one that would
have that information for us, right?

Mr. MacDoNALD. Yes.

Senator MaTTINGLY. Thank you.

Senator ProxmIre. Thank you, Senator Mattingly.

Now, Mr. MacDonald, the next document is No. 3 in the packet
we have distributed. I am turning to another document dated June
22, 1976, soon after the Johnson report.

This handwritten document has your name at the top and was
prepared following a meeting between you and your outside audi-
tors. It discusses the proposal by former Deputy Secretary of De-
fense William Clements to settle the shipbuilding claims with Gen-
eral Dynamics, the Ingalls Division of Litton, and Newport News,
referred to as NPN.

It says at the bottom of the first page, and I quote: “Letter from
Max Golden to Norm Victor, telling Norm what schedule to use for
purposes of the claim. Shades of NPN—two separate schedules, one
for the Navy, one for EB.”

Tell us who Max Golden and Norm Victor are and what the
statement about two separate schedules means.

Mr. MacDonaLp. First of all, could I take a minute and just read
this? I have never seen it before.

Senator PROXMIRE. Yes, sir, by all means. Go ahead.

[Pause.]

Mr. MacDoNaLp. First of all, Max Golden was at the time vice
president for contracts for the corporation. Norm Victor was the
gentleman who had the responsibility for scheduling the yard; in
other words, the detailed scheduling of the yard, as well as prepar-
ing the schedule that would have been used in a claim.

Senator ProxMIRE. Was Mr. Victor director of planning?

Mr. MacDoNALD. Yes.

Senator ProxMirRe. The memo goes on to say, and I quote:
“Schedule slippage has major impact on amount of claim and EB
has to get number up as high as possible.”

Do you acknowledge that it was your intent, once the second
claim was filed, to show as much schedule delays as possible in
order to support the claim and that you directed that a claim
schedule be published showing substantially greater delays than
had previously been reported?

Mr. MacDoNALp. Absolutely not.

Senator PROXMIRE. You deny that?

Mr. MacDonNALp. I am trying to figure out who wrote this and
what the purpose was.

Senator PROXMIRE. Isn’t it correct that on June 18, 1976, a few
days before the memo I just quoted from, you directed Norm Victor
to prepare a shipbuilding schedule that would reflect, and I quote:
“a more normal shipbuilding effort” than previous schedules sub-
mitted to the Navy, and isn’t it true that Victor’s schedule showed
far greater slippages than the Navy was being told about?

Mr. MacDonNALp. To the best of my recollection—and I am not
sure about that exact date, Senator—but there was a schedule that
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was being worked to in the yard. That schedule was a difficult
schedule, but the Navy was well aware of it that it was being used
to attempt to get the yard to perform and not give them a slip and
then actually have the slip come to be, come to pass.

I ask Norm Victor to give me a realistic schedule and what made
sense. I believe that may have been the timeframe. I am not sure
though.

Senator PrRoxXMIRE. In fact, didn’t Victor’s schedule completed on
August 11, 1976, show that ships in flight II would be delayed up to
3 years while the Navy was being told that later ships in the series
would be only 12 or 13 months late?

Mr. MacDonaLD. I am not sure about the specific schedules you
mentioned, but if I could just go back one second and mention that
there were two schedules, as I have said, the one that the yard was
working to and the one that Victor came up with, which had
stretched way out. And I asked Norm Victor to go back and come
up with something that included some specific productivity im-
provements that we could incorporate into the yard that was some-
where in between the most pessimistic schedule that he had and
the schedule that was used in the yard. And I personally discussed
this point with Admiral Bryan, I believe, and maybe Admiral Rick-
over. ] am not sure. We were trying to get something realistic.

Senator ProxMIRE. The charts that I have here show the discrep-
ancies in delivery schedules submitted to the Navy and those kept
by the company. The first chart shows the discrepancy that existed
in 1975, the one on the right.

Incidentally, the red shows the internal figures on delay and the
blue shows what the Navy was told and the only basis on which
they had to judge.

It showed—the first chart showed the discrepancy that existed in
1975, and the Navy was told there would be delays of between 5
and 11 months on the early ships and virtually no delays on the
last three ships. But an internal schedule showed all ships would
be delayed more than a year.

Do you acknowledge that David Lewis personally directed the
shipyard to understate the delays?

Mr. MacDoNaLD. Absolutely not.

Senator Proxmire. You deny that?

Mr. MacDoNALD. Yes.

Senator ProxMIRE. The second chart up here on the left shows
the discrepancy in 1976. Isn’t it correct that Mr. Lewis maintained
the policy of understating delays in 1976 and directed you to under-
state the delays reported to the Navy?

Mr. MacDonaLD. Could you repeat that, please?

Senator PROXMIRE. Isn’t it correct that Mr. Lewis maintained the
policy of understating delays in 1976 and directed you to under-
state the delays reported to the Navy.

Mr. MacDoNALD. Absolutely not.

Senator PrRoxMIRE. You deny that?

Isn’t it correct that Mr. Lewis wanted the schedule slippages un-
derstated to prevent the price of General Dynamics’ stock from
slipping?

Mr. MacDoNALD. Absolutely not.
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Senator ProxMIRE. Do you acknowledge, in 1977, that you dis-
cussed the problems of delays with P. Takis Veliotis and that you
expressed to him Mr. Lewis’ concern that full disclosure of the
delays would cause the price of General Dynamics stock to slide?

Mr. MacDoNALD. Senator, I heard a taped conversation between
Mr. Veliotis and myself played by the Justice Department. We do
not have a copy nor a transcript of that tape. It appeared from the
conversation that something had been done to the tape. It did not
represent the full conversation. Apparently, that was the case.

Stg})ator ProxMIRE. What was left out? How was the tape doc-
tored?

Mr. MacDoNALD. The conversation that I recall on that particu-
lar day was the result of a Navy press conference that was held the
day before the conversation I had with Veliotis. The Navy press
conference stated that General Dynamics was going to overrun the
Trident Program by $400 million indicating that we were going to
lose that kind of money.

We had conversations with Admiral Bryan, I believe Secretary
Hidalgo—I'm not certain—trying to get them to correct the mis-
statement that had been made and the primary concern was, here
we were in a big battle with the Navy on the 688 program and two
admirals all of a sudden hold a press conference and say that we're
about to lose our shirt on the Trident. And that was ridiculous.

We are not overrunning the Trident contract. As a matter of
fact, we made money on the first ship and every ship we built on
the Trident Program. We tried to get that corrected. My discussion
with Veliotis included primarily the potential loss the admirals
claimed on the Trident Program. The schedule was secondary.

We put out a press release as the company that tried to describe
this. I was reading to Veliotis what was in the newspaper as a
result of the admiral’s press conference and our proposed press re-
lease. The only thing that’s in the tape that I had referred to a
minute ago played to me once by the Justice Department, was a
schedule problem, and that was insignificant. It didn’t mean any-
thing. The big problem was the potential loss and that was all cor-
rected by the Navy in their press release which confirmed ours.

Senator ProxMIRE. Now let’s get back to the claim schedule sub-
mitted to the Navy on December 1, 1976. Isn't it true that the di-
lemma you faced was that you needed to show substantial delays to
support the claim but if you showed the full extent of the delays, it
could affect public confidence in the company and the price of the
stock would slide?

Mr. MacDoNALDp. That’s not true.

Senator PROXMIRE. That wasn’t the case?

Mr. MacDonNALp. No.

Senator ProxMIRE. I want to read the full text of a memo dictat-
ed on tape by Mr. Veliotis on December 5, 1977.

Here’s the way it goes and I quote:

December 5, 1977, Monday morning, I spoke with John Rannenberg, I questioned
Mr. Rannenberg why they didn’t use the Victor schedule on the claims in lieu of the
best possible delivery date schedules that they used and Mr. Rannenberg, unquali-
fied, told me that he was directed by Mr. MacDonald and Mr. Lewis. He also said

that Mr. MacDonald’s concern was the price of the stock. Had we gone in with the
Victor claim, the amount of dollars would be much higher and, therefore, MacDon-
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ald was afraid that the stock would go down. This is to record my conversation with
Mr. Rannenberg.

Do you acknowledge that you had such a conversation with John
Rannenberg and that you expressed your concern that if the delays
in the Victor schedule were made known, the price of the stock
would go down?

Mr. MacDonNaLp. No. In the first place, the movement of our
stock up or down is only a problem if someone knows something
that ought to be disclosed so that the average shareholder or the
people out in the street understand where it is you think you are.
We believe that we've done an excellent job of disclosure in Gener-
al Dynamics, at least since I've been with the company.

As far as Mr. Rannenberg, in the conversation he had with Mr.
Veliotis, this is Mr. Veliotis’ opinion. Remember, though, he has
been indicted for perjury. When did he write this? I have no idea. I
wouldn’t believe anything Mr. Veliotis would put in print or on
tape. '

Senator ProxmiIre. Did you ever hear David Lewis say that he
did not want the published schedules to show the full scope of the
delays estimated by Victor and others in internal documents be-
cause of the potential effects on the price of the stock?

Mr. MacDonaLD. No, the only thing Mr. Lewis ever said regard-
ing schedules along that line had to do with, if someone comes up
with a schedule, you'd better very well make sure that this has
been worked out and it’s understood and it’s the correct schedule
because we're going to publish the truth. As far as the comment
about the stock, no.

Senator PROXMIRE. I'm told by Mr. Kaufman, that you didn’t
answer the previous question I asked, so let me ask it again.

Do you acknowledge that you had such a conversation and I read
the memorandum from Veliotis before, with John Rannenberg in
which you expressed your concern that if the delays in the Victor
schedule were made known, the price of the stock would go down?

Mr. MacDoNaALbp. I don’t recall a conversation on that at all.

Senator ProxMIre. Did you ever have such a conversation with
either Rannenberg or Veliotis to your recollection?

Mr. MacDonaLp. To the best of my recollection, the only time
was that one tape that I referred to a minute ago that Veliotis
turned over to the Justice Department.

Senator ProxMIRE. Did you ever have such a conversation with
David Lewis?

Mr. MacDonaLp. No, not to the best of my recollection.

Senator ProxmirRe. How many shares of stock in General Dynam-
ics did you own in 1976 and 1977 and how much were they worth?

Mr. MacDonALD. Senator, I'm going to have to guess; I'm not
real sure, but it would be in the neighborhood of probably 25,000
shares and at the time it was probably worth about $2 million.

Senator ProxMIrRE. How many did David Lewis own?

Mr. MacDoNALD. I don’t know. It would probably be better if 1
got the information for you, if you would like, and submitted it. I'd
have to guess on this, too, Senator, because I'm not sure.

Senator PrRoxMIRE. Do any of the gentlemen who are with you
from General Dynamics have that knowledge?
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Mr. MacDonNaLp. No, they don’t have it with them.

Senator ProxmiRe. Well, the assumption is that he would prob-
ably have at least as many as you have.

Mr. MacDoNaLp. Oh, he had more than I had, yes. No question.

Senator PROXMIRE. So he had more than $2 million and is it pos-
sible that large ownership of stock by top corporate management
may have unduly increased the concern about stock prices and
making reports on the status of defense contracts?

Mr. MacDonALD. My honest answer to that is, no. We're certain-
ly not in the stock for the short term; what we’d like it is for the
long term and what happens in any particular period of time
doesn’t mean anything.

Senator PrRoXMIRE. I understand your position. In many cases, it
wouldn’t mean that much but in other cases it would, depending on
whether you had liquidity problems or whatever.

Let me proceed. On November 28, 1977, Norman Victor sent a
memo to P. Takis Veliotis summarizing a new 688 class base line
study. In his memo Victor said, and again I quote:

As part of the study it was determined that earlier ships were overprogressed. For

example, SSN 696 launched on a reported 76.5 percent progress. The real progress
was determined to be 71.3 percent for that ship at that time.

Doesn’t this mean that the Navy was paying you for more
progress than had been achieved and the company was, in effect,
getting interest-free use of the Government’s money?

Mr. MacDoNALD. May I see the memo?

Senator ProxMIRE. This is No. 32 in the package.

[Pause.]

Mr. MacDoNALD. Senator, can you tell me where you were read-
ing from in this particular document, please?

Senator ProxMIRE. The fourth page, about the fifth line—sixth
line. Do you see it?

Mr. MacDonALbp. Yes, I do.

It appears to me—I've never seen this document I don’t believe.
It seems to me like what Victor is doing is telling Mr. Veliotis that
he’s going to implement a new schedule and that in his judgment
he thought he could meet these schedules, talking about undocking
for a certain period of time. Talking about how long you keep it in
the water. _

Senator ProxMIRE. I understand that, but the reason for my
question is, because when you overprogressed 76.5 compared to 71.3
may not seem like a great deal but these are very expensive ships;
that’s a few million dollars. That means that that money gets in
before it should; that’s a violation of the law, and it means, of
course, that General Dynamics was able to earn money on those
early payments. The greater the progress payments you can make,
the earlier you can get it, it’s just plain money in the bank in more
ways than one. _

Mr. MacDonNaLD. There’s no question that the way you put it,
you are correct. On the other hand, the thing that I'm sure of is
there was a procedure in being, approved by the Navy, that was
used for progressing ships. I don’t know whether what Victor in-
tended, in his words here, to mean but it could mean that if we go
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to this new system of scheduling, it is overprogressed. He may have
meant that; I don’t know.

Senator PROXMIRE. According to that Johnson report, there were
two sets of progressing; two systems of progressing these ships.
This is why we're concerned about it.

Mr. MacDonNaLbp. I don’t recall that other than if it means at one
point in time there was a discussion with the supervisor of ship-
building up there—and I believe this is a requirement—to periodi-
cally review the progressing system to make sure that it’s still ap-
propriate. Maybe that’s what he’s talking about.

Senator ProxMIRE. This seems to me to be a confession of wrong-
doing. It says, “As part of the study it was determined that earlier
ships were overprogressed.”’

Mr. MacDoNALp. If he’s referring to a change in the means of
scheduling the yard.

Senator ProxMIRE. This man was the director of planning.

Mr. MacDonNaLp. That’s correct, he was. A

Senator ProxMire. He was in a position to speak with authority.
He knew what he was talking about. He said they were overpro-
gressed. That means, as I say, it’s a violation and it means that the
company received Federal funds they shouldn’t have received.

Mr. MacDonaLp. If that were the case you would be right. But
I'm just saying or suggesting to you I don’t believe that was the
case unless Mr. Veliotis got him to write something down here to
make it look bad for us.

Senator ProxMIRE. Veliotis didn’t write that down; Victor did.

Mr. MacDoNaLD. But you don’t know if Veliotis made him write
it down.

Senator PROXMIRE. Victor’s still with the corporation; isn’t he?

Mr. MacDonNALD. Yes, he is but Veliotis is not.

Senator PrRoxMIRE. Were you aware that some of the ships were
overprogressed during the period when you ran the shipyard? Were
you totally oblivious to this?

Mr. MacDoNaLD. I was not oblivious, but I will say that to the
best of my knowledge, I don’t ever recall being told that we were
overprogressed.

Senator ProxMIre. Did you ever have a discussion or any oral or
written communication with Norman Victor, David Lewis, or
anyone else, about the fact that some of the SSN 688’s were over-
progressed?

M}rl MacDonaLp. I don’t recall any discussion with either party
on that.

Senator ProxMire. On December 5, 1977, Mr. Victor told Mr. Ve-
liotis in a memo that the then-current delivery schedule could not
be achieved.

Mr. MacDoNaLD. What date was that please?

Senator PrRoxMIRE. December 5, 1977. This is in exhibit 33—and
that the use of unrealistic recovery schedules—well, I'll wait until
you get the memo.

I'm reading from this document that you hold in your hand. It
says, “The use of unrealistic recovery schedules, probably adapted
to accommodate customer procurement positions with the Con-
gress, caused intermittent crash hiring programs resulting in fur-
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ther inefficiencies from inadequate skill mix.” That’s on the first
page, second paragraph. Will you comment on Victor’s analysis?

Mr. MacDoNaLp. I've read it, Senator. To a degree I understand
what Mr. Victor is telling Mr. Veliotis. I would like to remind the
committee that Mr. Veliotis took over the yard in October 1977 at
which time he had made many statements including statements to
Admiral Bryan and, I believe, Secretary Hidalgo, that he was in
the process of preparing a new schedule for both the 668 and Tri-
dent and that this schedule—this, by the way, included an estimat-
ed cost to complete the 688 program—would not be completed until
the end of February 1978. It was completed at approximately the
end of February 1978 and it appears to me from this that either
Victor is trying to tell Veliotis some thoughts he has, some prob-
lems that do exist as far as crash hiring programs—plural——

I don’t recall a crash hiring program—plural—during the period
I was there. We did have one hiring program of significance but
that’s certainly not plural; it’s singular.

This also talks quite heavily about material problems resulting
from late Government furnished design data and Government fur-
n}ilshed responsible changes. I don’t know, this could be a lot of
things.

Senator ProxMIRE. Did you ever discuss with Navy officials the
need to withhold from Congress, pessimistic estimates of delivery
schedules? Is this something the Navy wanted you to do?
hMr. MacDonaLp. To the best of my knowledge, I don’t recall
that.

Senator PrRoxMIRE. That means you don’t deny it, right?

Mr. MacDoNALD. I'm trying to think whether I could say abso-
lutely I deny it. I'm not sure; that was about 8 years ago, 9 years
ago.

Senator Proxmirg. I'd like for you to look at a document entitled
“Scheduled Comparision Recommended Versus Current.” We'll
have that available to you right away. It’s dated the fourth quarter
of 1977. This document shows deliveries for the 688’s and the first
four Tridents.

.My question is, have you ever seen this document or do you recog-
nizc(ai ?it as the kind of schedule comparison prepared at the ship-
yard?

Mr. MacDoNALD. I can say that I’ve seen this type of a document
many times while I was at the yard. As to whether or not I saw
this one, the odds are that I did not but I'm not real sure because 1
had left the yard at that time. This was strictly related to Mr.
Veliotis.

Senator ProxMIRE. Now, the Washington Post story of October
18, 1984—just last year—recounted taped telephone conversations
between you and Mr. Veliotis in November 1977, in which you
urged that a l-year delay for the first Trident not be made public
to protect the price of the company’s stock.

In response to this story, a General Dynamics spokesman said
the company had no firm or reliable analysis at the time showing a
1-year slippage. A General Dynamics press release also said that
the company used the best data it had at the time from its experts,
forecasting delivery in 2 years. But the document I just showed you
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Eecommends that the delivery be scheduled for 3 years rather than
years.

How do you explain that contradiction?

Mr. MacDonaLp. In the first place, that goes back to the tape
that I told you was played for me once by the Justice Department.
We do not have a copy of that tape nor did we have a copy of the
transcript of the tape. At that time Mr. Veliotis had no idea what
the schedule was and he had indicated, if I remember right also in
one of those articles—the tape of which I have not heard—that
he’d had conversations with Admiral Bryan where he indicated to
Admiral Bryan that, I will not complete my study until—I believe
in there, he said—February 1978, at which time I'll tell you, Admi-
ral Bryan, where I am.

That isn’t the exact words, but I read that in the newspaper.
Whether it’s true or not; I don’t know.

Senator PROXMIRE. You see, the question is, you maintained it
would be 2 years late, the ship would be 2 years later. The docu-
ment shows it would be 3 years late. And that’s the contradiction.

Now, my question was, how do you explain it?

Mr. MacDonaLp. I think probably, if I may, Senator, I have a
problem with the tape. Before responding, I can try to respond to
whatever questions you bring up the best I can, but I would like to
state that counsel has advised me to assert the following legal ob-
jection with respect to the use being made of these Veliotis tapes.

First, they are totally unauthenticated. We have been given a
copy of only one of these tapes. The tape involved is Veliotis with
me. We have to examine the tape. We don’t have a copy. We don’t
have a transcript. We believe that it may be incomplete, or even
doctored.

We have asked the committee staff of the Dingell committee for
copies of the tapes which he had to review and use for the hearing;
we have not received any such tape. Counsel advises me that there
is a Federal law specifically designed to protect the integrity of judi-
cial and legislative proceedings, and the rights of citizens from un-
scrupulous persons such as Veliotis, who may surreptitiously
record contrived and tailored conversations and attempt to make
use of them for criminal torts or injurious purposes.

Accordingly, I must hereby object to the receipt of any and all of
Veliotis tapes in evidence or the asking of any questions based
upon their alleged contents, on the grounds that they were made in
violation of 18 U.S.C. 2511(2)Xd), which forbids private parties not
serving law enforcement purposes to intercept wire communica-
tions for the purpose of committing criminal torts or injurious acts,
and title 18, section 2515, which forbids introduction of such tapes
or evidence derived therefrom in this legislative proceeding.

However, I wish to make it clear that if the Chair now overrules
this objection, I will proceed to answer your questions concerning
these illegally made tapes as best I can under the circumstances.

Senator PROXMIRE. Mr. MacDonald, I'm not talking about a Veli-
otis tape here. A General Dynamics press release said the company
used the best data it had at the time its experts forecasting deliv-
ery in 2 years.

This document, which doesn’t come from Veliotis, coming from
your files; it shows 3 years, that you knew it was 3 years.
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Mr. MacDonNALp. I realize, Senator, you are referring to that doc-
ument, but you also referred to the conversation on tape with
Veliotis, and I just wondered if—

Senator ProxMiRre. I think you have answered that part of it.
Now the question is about the conflict between the press release of
General Dynamics on the one hand, and the scheduled comparison
document on the other.

Mr. MacDonaLp. All right, going back to your question on that,
because you are setting the tape aside, the press release is the best
we had at the time. Veliotis did not have one at the time we made
that press release. The Navy had another schedule that I believe
was 6 months later than mine, and they believed that to be a rea-
sonable schedule.

I don’t know what Veliotis had, Senator, I'm sorry.

Senator PROXMIRE. Is it possible that the Trident schedule sub-
mitted to the Navy also did not accurately reflect realistic delivery
dates, or that slippages had been understated?

Mr. MacDonNaLp. No. As a matter of fact, every schedule that
was given to the Navy was the best we had based on my descrip-
tion of it in my opening statement. I had discussions with several
of the admirals at times, now I'm including Admiral Rickover and
Admiral Bryan in that regard, where I advised them that we were
redoing the schedule. We were not hiding anything from them at
all. As a matter of fact, that I would personally deliver the sched-
ule to Admiral Bryan.

I think we did a very good job of disclosure with them during the
time I was there.

Senator PROXMIRE. Let me ask you a few questions about the bid
for the 688 flight IT contract in 1973. Didn’t General Dynamics
know at the time the negotiations of man-hour costs were overrun-
ning on construction of flight I subs? And wasn’t this information
withheld from the Navy?

Mr. MacDoNALD. No. As a matter of fact, as I said in the open-
ing statement that Mr. Kaufman’s study indicated I believe that
the Navy was dealing with the fourth quarter 1972 actual informa-
tion. And that I stated in there that the first quarter in 1973 was
delivered to the Navy in May, and the second quarter in 1973
report of actual information was given to them in October, before
the contract was finalized.

Senator PrRoxMIRE. Did those reports show all the cost overruns?

Mr. MacDonaLp. I don’t recall what they showed at the time,
Senator. I was not at the yard at that time.

Senator PrROXMIRE. In fact, they did not show all the cost over-
runs.

Mr. MacDonNALp. I don’t recall what they did show.

Senator PRoxMIRE. That’s the point, they didn’t show it. Didn’t
the company know as early as 1971 that it was having problems
with flight I and that there would be large cost overruns on it?

Mr. MacDoNaALD. I couldn’t answer that, Senator. I didn’t join
the company until April 1971.

Senator PROXMIRE. Isn’t it true that in 1971, company officials
were discussing the need to prepare a claim for cost overruns on
flight I? And that cost overruns and delays increased throughout
1972, partly because of what C.B. Haynes, a shipyard executive, de-
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scribed as insufficient planning, and low productivity, and partly
due to what Mr. Victor, the director of planning, described as a
critical manpower shortage?

Mr. MacDoNALD. You hit me with 1971 and 1972. I have to dis-
count 1971 completely. As I said, I was just new with the company,
and I believe the same thing carried over into part of 1972. [ was
still trying to learn what was going on in the company. And there
were other parts of it that I covered.

Senator PRoXMIRE. Isn’t it true that Homer Boyd, a corporate ex-
ecutive, estimated in 1973 that the last of the flight I ships would
require 4 million man-hours to build? And the Navy was told at
the time of the bid they would require only 3.4 million man-hours?

Mr. MacDonaLp. I read Mr. Kaufman’s study. I looked at the
schedule that he included in there of Mr. Boyd’s. I have checked
with the financial people, which include the cost estimators up at
Electric Boat to find out whether Mr. Kaufman’s study is accurate
in that regard.

The best I could get was an assurance that what we did was
used—I'm trying to think of the exact words now so I don’t mislead
you. I wrote a handwritten note down, I believe. Here it is. I asked
the financial people at Electric Boat to check this. And they assure
me that the man-hours in the table are not inconsistent with the
numbers that we gave the Navy. And if you would like, I could
have them put that together with the written explanation, and
submit it for the record.

1 don’t believe I could handle the answer.

Senator ProxMIRE. You're not denying that the corporate execu-
tive estimated 4 million man-hours, one of your people, and the
Navy was told it would be 3.4 million?

Mr. MacDoNALD. 'm not denying that. I'm not admitting it
either. I don’t know.

Senator ProxMire. In fact, the 11 submarines in flight II re-
quired 76.9 million man-hours. Do you deny that corporate and
shipyard officials knew during negotiations that the ship would re-
quire more than 40.6 million man-hours and David Lewis knew this
but ordered a low bid in order to get the contract?

Mr. MacDonaLD. No, I don’t believe we submitted a low bid at
all to get the contract because, as I said earlier, we were confident
we could have made money on that second flight. And the thing
that really was the big problem was that the changes continued at
such a high level that we couldn’t get the productivity out of that
yard that it’s currently getting today on both the 688 and the Tri-
dent program.

Senator ProxMIre. Now, in August 1973, Mr. Victor received a
report stating that production problems were still not under con-
trol, enumerating many deficiencies in the shipyard and conclud-
ing that there would be extensive delivery delays. In November
and December of that year, there were more reports of problems
and new discussions of the need to file a claim.

Do you acknowledge that productivity did not improve in 1973?

Mr. MacDonaLp. No, I can’t answer that categorically. I know
we had problems throughout the whole 688 program. I don’t think
we comprehended what the problems were, the magnitude of the
problems, because we had no control over the design agent. But I
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think some of these letters that you refer to, there are all types of
people, as I said, in a company.

Mr. Victor is a very outspoken man. I take nothing away from
his integrity. I think he’s a good man in that. But he had one way
of getting across his point, and that was to exaggerate an issue.

Again, 'm not saying he exaggerated. I don’t know what he
meant. I don’t believe I can answer the question.

Senator PRoXMIRE. He wasn’t alone there. Many company inter-
nal reports show that conditions got worse in 1974, including a
July 10 memo from Mr. Boyd to Max Golden, a corporate vice
president, showing shipyard performance had deteriorated, and a
statement by Boyd, that, and I quote:

“Performance has gotten progressively worse during the first
half of 1974.” Unquote.

Arthur Barton, the Electric Boat Division controller, drew simi-
lar conclusions in a special study completed in August 1974. Mr.
Boyd found that conditions had further eroded in October 1974.

Do you acknowledge that productivity did not improve in 1974?

Mr. MacDonNaLp. I acknowledged that the problems continued in
the yard to whatever degree they had them. Yes.

Senator ProxMIRE. Although there were problems posed by the
Navy’s designs, didn’t Boyd, Barton, Victor, and others in their in-
ternal reports attribute much to the shipyard’s problems to poor
planning, idleness, poor worker attitudes, and other inefficiencies?

Mr. MacDonNALD. That’s quite a statement. [——

Senator PrRoxMIRE. That’s what the document says. I don’t ask
you whether you agree. I ask you whether it’s not true that Boyd,
Barton, and Victor made that attribution.

Mr. MacDoNALD. I'm not sure I've seen the document that you
have read from. I know there’s one here.

Senator PrRoXMIRE. Isn’t it correct that Mr. Barton, in his August
1974 special study, concluded that the man-hour cost to complete
forecasts submitted to the Navy were not accurate, inaccurate?

Mr. MacDonNAaLD. You said were not accurate and then you said
were not inaccurate.

Senator PrROXMIRE. I went a little too fast. Isn’t it correct that
Mr. Barton, in his August 1974 special study, concluded that?

Mr. MacDoNALD. I'm not sure T've seen that document.

Senator PROXMIRE. Are you familiar with the June 4, 1975, letter
from Conrad Kunze of Canadair to David Lewis in which Mr.
Kunze comments on the results of the study team effort ordered by
Mr. Lewis, in which he said he was shocked by the depth of the
problems, that they boiled down to ineffective management and un-
satisfactory manpower and cost control techniques?

That’s exhibit No. 6 in the packet.

Mr. MacDoNALD. Senator, if I might just say a couple of things. I
know Conrad Kunze very well. As a matter of fact, I served as
chairman of Canadair for General Dynamics for many years. I
think, probably—if I could just read four paragraphs:
| “It”is the job of management to identify management’s prob-
ems’' ——

Senator PROXMIRE. Can you tell us what you're reading from?

Mr. MacDonALD. This is a note that I made beforehand related
to what our problems were. Even the most successful programs,
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your file should be filled with memos referring to problems you’ve
identified. We had very many problems in the early stages of the
637 class program. That was long before I joined the company. But
we turned that program around and wound up delivering the boats
early and earning bonuses on them.

We believe we could have turned the 688 program around. I had
many discussions with Admiral Rickover on that, on sea trials as
well as in his office and in mine.

And I explained in my opening remarks, as we explained in the
claims themselves, it appeared to us that many of the internal
management problems such as green labor, undermanning, lack of
material, and so forth, were ultimately traceable back to the late
and inadequate design. Our performance was dependent upon the
fQerformance of the design agent who built the 688 submarine, the
irst.

When you enter into a submarine contract, you do not bid on the
theory that your performance will be literally perfect. You will
always anticipate having problems and you estimate your delivery
schedule with this in mind.

We never said that we didn’t make any mistakes and we don’t
deny that we have made mistakes that did contribute to the delay.
We said that had it not been for the impact of the late and inad-
equate design, we would have delivered the boats on time. We
relied on that legal authority that says that if one of the two par-
ties is the principal and overwhelming cause of the loss, they are
legally responsible.

But that doesn’t mean that we don’t deny that we had problems.
We have acknowledged this before. Admiral Rickover is well famil-
iar with our admission of that, too.

Senator PROXMIRE. By the summer of 1975, the problems in the
shipyards had gotten so bad, the board of directors directed you to
visit the shipyard and find out what was wrong.

Isn’t that correct?

Mr. MacDonarp. It was a little bit different than that. They
were concerned about the reports of the potential problem with
changes continuing the way they were. That was the primary em-
phasis in the reporting to the board—not the only one. I don’t
mean that. I was asked, and I believe it was on July 3, 1975, to
take over both marine divisions and report to the board in our var-
ious board meetings how we were doing on the LNG tankers at
Quincy, because we had not delivered our first one yet. And that
the magnitude of the change problem really was at Electric Boat.

That was the assignment I was given.

Senator Proxmire. Didn’t you also report after a stay at the
shipyard that there was lack of coordination between various
groups of planners and management of the yard driving up hours,
overtime, and cost. When you reported this, didn’t the board want
to fire the head of the Electric Boat Division?

Mr. MacDonaLp. No, as a matter of fact the board did not, to the
best of my recollection, say to fire him. They had sent me up there
to supervise the two yards and report back to the board with my
recommendation of what ought to be done.

Senator PrRoXMIRE. You and Mr. Barton met with your outside
auditors, Arthur Anderson & Co., on July 30, 1976. You were told
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by them that the submarine construction program picture had
worsened a good deal since the previous December, and they ad-
vised you to tell the board of directors about their deep concern; do
you recall that?

Mr. MacDoNALp. I don’t recall it because I've never had anyone
tell me to tell the board something. I was always the first one to
tell them.

Senator PROXMIRE. The Arthur Anderson memo says this. They
said they told you that the construction program had worsened a
good deal and they advised you to tell the board of directors about
their deep concern.

Mr. MacDoNALD. They may have said that.

Senator PROXMIRE. An Arthur Anderson memo dated September
24, 1976, observes that productivity improvements have not been
achieved and that recent management changes at the shipyard
when you replaced the former general manager were the result of
poor performance. Do those observations surprise you or do you dis-
agree with them?

Mr. MacDonaLp. No, they don’t surprise me because it goes back
to the continued confusion that existed as a result, primarily, to
the continuation of the high level of changes and the confusion in
the yard.

Senator PROXMIRE. You had no prior experience managing a
shipyard. Isn’t it true that you were given that job primarily to
make sure that the very large claim was prepared for submission
to the Navy, or otherwise persuade the Navy to pay for the ship-
yard’s cost overruns?

Mr. MacDonaLD. Absolutely not.

Senator PrRoxmMIRE. Why were you put in charge in view of the
fact that you had no experience managing a shipyard?

Mr. MacDoNALD. My conclusion, and recommendation to the
board was that Mr. Pierce was physically and mentally exhausted
and that I felt he had to be replaced. I was put over the yard in
May 1976 with the direct agreement with Admiral Rickover that
we would find a man to run the yard because I had no experience
in building submarines or ships. This was a temporary deal. That’s
why I was acting general manager. We pursued that, searching for
a replacement for many months.

Senator PrRoxMIRE. You say this man was replaced because he
was physically and mentally exhausted. What does that say about
the management of the yard?

Mr. MacDonALD. We had a few people that were probably in a
similar boat, but they were not of the age that Mr. Pierce was.

Senator PrROXMIRE. In January 1977, David Lewis visited the
shipyard and found that conditions had gotten worse. In a memo
he sent to you, he described his “very revealing and extremely
painful visit.” Among other things he said, and I quote, “There are
hundreds and hundreds of people who are operating completely
without supervision.” And the total output on the 688 contracts
had not increased even though the number of people assigned to
many of the ships has been increased by 100 percent or more.

Do you disagree with Mr. Lewis’ conclusion?

Mr. MacDoNALD. May I see that, please? I have a purpose in
that, Senator.
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[Pause.]

Senator PROXMIRE. Let me give you that a little later. I'll go on
}Vit;l questioning and come back to that as soon as the staff can
ind it.

On July 27, Mr. Barton sent you a report, and I quote, “There
has been a steady deterioration in our performance since this time
last year.” He went on to say that man-hour cost overruns for the
year were 65 percent for flight I, 24 percent for flight II, and 79
p.erce;'xt for Trident. Do you disagree with Mr. Barton’s conclu-
sions?

Mr. MacDoNALD. I'm not familiar with the letter; I'm sorry, Sen-
ator.

Senator ProxMIRE. Isn’t it fair to say throughout this period that
the hoped-for improvements in productivity did not occur, that
there were continuing problems of low productivity and high ineffi-
ciency?

Mr. MacDonALD. You said in July; you didn’t say what year.

Senator ProxMiRrE. This was July 27, 1976—dJuly 1976.

Mr. MacDoNaLD. I'd been there since May 1976. And he’s talking
about performance since a year earlier?

Senator ProXMIRE. Throughout the period, including the time
you were there and just before you were there. I presume when
you came in you made an analysis of the situation and then you, of
course, were on the spot during part of the time.

Mr. MacDonaLp. I don’t deny that the productivity was not what
we hoped it would be, especially during the period that I was there.

Senator PROXMIRE. When Mr. Veliotis took over from you in Oc-
tober 1977, you received reports of further deterioration. On the
day he became general manager he fired 3,000 people. By the end
of the year he'd created 2,000 additional vacancies. Don’t those ac-
tions demonstrate that the shipyard had an excess of manpower
and was very inefficient?

Mr. MacDonaLp. No, as a matter of fact, if I might just take the
point of the firing of 3,000 people, I have stated in my judgment
that he did not discharge 3,000 people and 2,000 more later by the
end of the year. But rather there were several things coming to a
conclusion, one of them, we were delivering, I believe, the Skipjack
with an 800-manpower level. The minute that was delivered there
were 800 people that were not needed. He moved the better people
over and unfortunately the younger ones had to take over.

Then completed another job for the Navy—I can’t remember the
name of the specific plant, but it was in Beaver Falls, PA. We were
doing overhaul on a Navy reactor plant and we completed that
project right at the time I left the yard. And if I'm not mistaken,
there were 400 people on that and we reduced about the same time
the manpower level of the Trident—I am trying to remember what
we called it—up in Albany, NY, significantly and I think these
large numbers of people let go were primarily Mr. Veliotis’ means
of blowing up more problems than really existed.

I'm not denying that there were problems. I'm not denying we
didn’t make the progress we should have made.

I will acknowledge in your first comment, too, that just prior to
my leaving the yard I was advised, I believe, by Mr. Victor that we
had had a 10-week slip in a schedule. I may be wrong in the
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number but it’s something like that; 10 weeks on a 2- or 3-year
period is not something that’s not insurmountable. Norm Victor
would be the first to admit that.

They can be overcome but, yes, there was a 10-week slip about
the time I left the yard from the prior schedules given to the Navy
for, I believe, July 1976.

Senator ProxMIRe. Thank you, Mr. MacDonald.

I want to go back, now, to that question I had on David Lewis.
I'll repeat the question. The document’s been handed to you. You
have it in hand now, so I'll repeat the question.

In January 1977, David Lewis, the top man at General Dynamics,
visited this shipyard, found out that conditions had gotten worse
and in a memo he sent to you what he described as “was very re-
vealing and extremely painful visit.”” Among other things, he said
that, “there are hundreds and hundreds of people who are operat-
ing completely without supervision.” That’s a quotation. And the
total output on the 688 contract has not increased at all even
though the number of people assigned to many of the ships had
been increased by 100 percent or more.

My question was, Did you disagree with Mr. Lewis’ conclusions?

Mr. MacDonNaLD. The first time I saw this letter was maybe 9, 10
months ago. The letter was never signed nor sent. Why it was not
s;lgned or sent, I don’t know; I can’t answer it. I don’t deny
that——

Senator PROXMIRE. It was addressed to you.

Mr. MacDonNALD. It was never mailed, never sent, never signed. I
will not deny some of these points that are in here.

Senator ProxMIRE. Before that, let me ask you, did you know
whether or not Mr. Lewis actually dictated the letter, whether it
was his letter, or whether it was something that somebody wrote
and he had no knowledge of?

Mr. MacDonNaLp. I assume he wrote it. Mr. Lewis normally
writes his own memos. But it was never signed or sent.

Senator PrRoxMIRE. Did you talk to him about this?

Mr. MacDoNALD. No; as a matter of fact, about the letter and ev-
erything in it, no. But going back at times, I talked to Mr. Lewis
probably once or twice a day on the telephone, in the whole year
and a half period I was up there, and I am sure some of these
points did come up, no question about it.

Senator ProxMIRE. How do you know the letter wasn’t sent and
you didn't receive it?

Mr. MacDonNaLbp. I asked him. When I was shown this letter.

Senator PrRoxMIRE. And he said he’d never sent it?

Mr. MacDonaLp. He said he’d never signed it. It was just a draft.
Things—I assume he wanted to talk to me about them.

Senator ProxMIRE. Did you talk to him about the letter?

Mr. MacDonaLp. No, I did not. I was out of the yard at that time
so there was no need for it.

Senator ProxMire. How did he tell you he didn’t send it then?

Mr. MacDoNALD. When I was shown the letter, I asked if this
letter was ever sent because I don’t ever remember seeing it.

Senator PRoXMIRE. Who did you ask?

Mr. MacDonNaALD. Our inside general counsel.

53-461 0 - 87 -2
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Senator ProxMIRE. You didn’t talk to Lewis about that. Over the
years, the forecast of the man-hours needed to complete the ships
steadily escalated as reflected in the quarterly reports you submit-
ted to the Navy, the company also had internal reports showing
much more man-hours would be required. The charts showed the
discrepancy and also the same pattern that existed every year for
both contracts. '

How do you explain that?

Mr. MacDonaLD. Where are you now?

Senator ProxMIRE. It’s on this chart here. It was in the staff
study. We had it a couple of weeks ago. As you can see, the forecast
of the man-hours needed to complete the ships steadily escalated;
that’s the blue line. The company also had internal reports show-
ing much more man-hours would be required; that’s in the red line.
That shows the discrepancy. How do you explain that discrepancy?

Mr. MacDoNALD. You say, the blue is what we told the Navy and
the orange is what the internal reports said?

Senator Proxmire. That’s correct.

Mr. MacDonNaLp. The only thing I can say, Senator, I'm not fa-
miliar with them. Although I did watch the hearings a short time
ago when Mr. Kaufman presented his study. The only thing I could
conclude is that the orange line represented some of these stray
opinions of people in the yard where, in their judgment, the orange
line is where we ought to be. But the opinion of the senior manage-
ment of Electric Boat said the blue line is it. We have ways of get-
ting there and that’s what we went forward with to the Navy.

Senator PRoOXMIRE. Now, November 4, 1975, Mr. Barton wrote to
dJoseph Pierce, then head of the Electric Boat Division, that the
man-hour cost to a complete system is supposed to be a communi-
cations device, but, and I quote: “It is really communicating false
information and top management is fostering this.”

In view of the fact that the internal estimates were consistently
closer to the truth than what was being reported to the Navy,
wasn’t Mr. Barton right?

Mr. MacDonaLwp. Well, I think—1I don’t know exactly what Mr.
Barton meant at the time he wrote that note to Mr. Pierce if, in
fact, he did. I don’t question that he did.

I think the one part that might be left out is what the impact of
all these changes and the problems with Newport News also have
to be on there. Certainly, if it’s not 100 percent, it'’s a major part of
it.

Senator ProxMIRE. Did you ever discuss man-hour estimates with
David Lewis and did he ever direct you or any other official to
submig figures to the Navy that were lower than the internal esti-
mates?

Mr. MacDonaLbp. I discussed the estimates with Mr. Lewis many
times and I don't recall ever being told to do something different as
far as submission to the Navy.

Senator PROXMIRE. You don’t recall. Do you deny it?

4 Mr. MacDonNALD. I believe, to the best of my ability, I would
eny it.

Senator ProxMIRE. Did Mr. Lewis ever indicate to you or anyone
else that the full extent of the manpower estimates be withheld
from the Navy?
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Mr. MacDonALD. No; that I don’t recall.

Senator PROXMIRE. Mr. Lewis did not direct——

Mr. MacDonaLp. No.

Senator ProxMIRE. Isn’t it correct, that withholding the truth
about the man-hour cost overruns would have been consistent with
the corporate strategy of not damaging public confidence in the
company and causing stock prices to go down?

Mr. MacDonaLD. Absolutely not.

Senator ProxMIRE. Would it be consistent with it? It may have
not been done. Is it your testimony that the fact that the internal
delivery schedules turned out to be more accurate than those sub-
mitted to the Navy and the internal man-hour estimates turned
out to be more accurate than those submitted to the Navy was a
mere coincidence?

Mr. MacDonaLp. No; as a matter of fact, I believe you have to go
back to the opening statement that I made. I tried to describe all
the ingredients that go into making up an estimate to complete or
a delivery schedule and you have to take all of the inputs, sort
them out, and decide what is the most realistic thing and probable
thing that will happen. That becomes your schedule.

It’s very easy to sit back and be the critic and it’s very difficult
using hindsight, but, you have to be more familiar, I think, with
the way these delivery schedules are put together.

Senator PRoXMIRE. Now, a memorandum of a conversation with
you on September 8, 1975, by a vice president of Chase Manhattan,
one of your company’s banks, states that you assured him that the
company has huge, hidden reserves on its books from a number of
other company programs, including the F-111.

Can you explain how General Dynamics hides huge reserves on
its books and whether this practice is legal?

Mr. MacDoNaALbp. Could I see that memo?

Senator PROXMIRE. Yes.

[Pause.]

Mr. MacDoNALD. Senator, could I just glance through this be-
cause I am not familiar with this, although the gentleman that ap-
parently wrote it, I assume his initials show me that I know him
quite well. I can’t believe what I am reading.

Senator PROXMIRE. You say you know Mr. Calwell quite well?

Mr. MacDoNALD. Yes, I do.

Back to your one question, I'd like to answer that if I may, where
it says here Gorden also assured us that the company also still has
huge hidden reserves on its books or that it can take—which arise
from a number of other company programs, including the F-111. I
don’t ever recall having made a statement like that. i

The kind of a statement I've always made to our banks is that
we are conservative in how we do our accounting; we disclose
really ahead of what the normal practice might be.

When he identified this F-111 Program here, we were in the
process of negotiating a major change. I may have mentioned that,
but it certainly wouldn’t have been a hidden reserve. We don’t
have hidden reserves.

Senator PROXMIRE. So you deny that you made the statement.
The statement is very unequivocal.

Mr. MacDoNALD. Yes.
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Senator Proxmire. A flat statement also assured us that the
company still has huge hidden reserves on its books or that it can
take which arise from a number of other company programs, in-
cluding the F-111. Gorden did have with him substantial amounts
of documentation on both the Electric Boat and Quincy Division
figures. These are going to be sent to banks and so forth?

Mr. MacDonaLp. There’s no question we had documents. We
gave banks reports every quarter, we had bank meetings every
quarter, we very candidly laid out where we thought we were. I
don’t ever remember making that comment. I would deny that I
made a comment about hidden reserves.

Senator PrROXMIRE. It would be surprising if the vice president of
Chase Manhattan, a man you say you know, would make the state-
ment that you assured him the company has huge hidden reserves
on its books.

Mr. MacDoNALD. I deny that I used those terms. I would never
refer to hidden reserves. We don’t have any such thing.

Senator PrRoxMIRE. You left the Hughes Corp. to become General
Dynamics’ vice president for finance in 1971.

Mr. MacDonNaLD. Yes.

Senator PrRoXMIRE. General Dynamics, we are told, and I'd like
{g'lzlzto affirm or deny this, has paid no Federal income taxes since

Were you hired in part to show the company how to avoid the
payment of income taxes? And did you discuss this part of your
duties with David Lewis and Henry Crown?

Mr. MacDonaLp. No; there was never any discussion of that in
that regard. As a matter of fact, Senator, remember, the new tax
law that did go into effect in the 1971, 1972, 1973, 1974, and 1975
time period. There was a percentage-of-completion method used for
tax purposes which immediately went in in 1976, as I said in my
opening statement, with the completed contract method of account-
ing. We did have tax laws carried forward and back.

We have not paid any taxes since 1972, but it’s all within the tax
law that the Congress passed. We are looking forward to—I believe
it's 1986 will be taxable. I believe that’s the date. And, remember,
as I said, on the long-term contracts, you take no loss or no profit
until you complete the contract.

Senator PROXMIRE. Isn’t it true that, during this period, General
Dynamics enjoyed a substantial net profit from 1972 through 1984,
the period during which you paid no taxes?

Mr. MacDonaLp. For financial reporting purposes, that’s correct.
For tax purposes, the answer is no. And when the Congress passes
a tax law, for a company to ignore it, we wouldn’t last very long
with the stockholders. You do what the law says, and that’s what
we feel we've done.

Senator ProxMIRE. I don’t deny that it’s legal. I think it’s obvious
that General Dynamics made a good move in selecting, from a
standpoint of the profit sheet, a man with your acumen and your
ability. You made money during that period; hundreds of millions of
dollars net, I understand, and you paid no income taxes legally,
legally.

You’'re the financial officer, the brains behind it.
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Well, Mr. MacDonald, I appreciate your appearance today. You

have stated your position and the company’s position on many
issues. You've denied virtually all the allegations that have been
made. Of course, you are entitled to deny everything, but the deni-
als just don’t wash.

It seems to me, in light of the documented facts, you have denied
criticism by Electric Boat officials by asserting the officials were
exaggerating. You have denied there were two sets of records in
the face of clear evidence that the Navy was given one series of es-
timates while the company had another series.

You deny that you made certain statements to your own leading
bank. Obviously, there’s a great more to learn about the way Gen-
eral Dynamics performs its Navy contracts.

I want to thank you for appearing. You have been responsive.
You have said a number of times you don’t recall, but it has been a
long time, 10 years or so, and there are complicated matters in-
volved.

Finally, I want to commend you. You are obviously a very com-
petent financial officer. General Dynamics has done quite well by
you, the stockholders. The taxpayers haven’t done quite as well.

Thank you very much, sir.

The subcommittee will stand adjourned.

[Whereupon, at 12 noon, the subcommittee adjourned, subject to
the call of the Chair.]
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FILE NO.:
suptcr €88 Program - Delinquent Periormance by Design Agent
REFERENCE: S
\
1, Ina meetix‘-.g with your office an¢ Program Administration on

October 26, 1971, the performance of Newdort News as design agent was
discussed, and the following shortcomings o= their part and other facts were
identified:

a. Because of insufficient data irom Newport News, there are
56 EB purchase orders which are delinquent to the EB
Master Construction Sched:le. These include 50 items
which are major componernt problems and HY-80 castings
in particular.

b. The EB Master Constructioz Schedule for 688 at the present
time includes a 3-months acceleration of the deliveries to
accommodate the shipyard to what are understood to be the
Navy's requirements for the follow-on ships, and to accommodate
to the availability of shipvard trades.

c. At this point in time it has not been established that ‘rom
the EB schedule standpoint the difficulty is irrecoverable
‘nor is it established that an excess cost would result, It
is apparent, however, that if the situation continues, a poin
will be reached where the schecdule and cost will be affected,

d. The point in time when the problem will have become ar.
ascertained schedule and,'or cest problem will be that pairt
in time where the Newport News pertormance has degencrated
to the extent that Newport News cannot recover its own rlesign
schedule. That point has not yvet been raached, or define;
however, present indications are that they will slip farther.

———

S2, There iz a serious difficulty in making a claim for delinquent design
agent data under this contract because of Artirle 16 (i), which contains a
disclaimer that reads in"part as follows: “The Gavernment does rot make any

[TRTET TRTITY
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SUBHCT. €88 Program - Delinquent Performance by Design Agent - Page 2
REFIRENCE. .

representations or warranties with respect to the timeliness of the preparation

and availability of such drawings and data .., and the Government shall not be
iable under this contract, or otherwise, on account of such drawings and data, "
The disclaimer clearly applies to drawings and data other than the ND drawings,
anc the Government can be expected iv assert that it also applies in ND situations.
It has been and is our position that there are circumstances where the performance
on the part of the design agent can lead to a successful claim for delay costs,
notwithstanding the disclaimer. However, it is believed that such a claim can
succeed only where the facts are clearly identified and documented and the
deficiencies on the part of the design agent are so gross that they are tantamount,
3s a practical matter, to a failure to supply the data at all. It is clear that the
facts as they exist at this time on the 688 could not support a successful claim .
at this time, for two reasons:

a, It has not been established that Newport News cannot recover
from their deficiencies in time satisfactorily to support the
EB schedule, and

. Delay and/or acceleration costs attributable to the Newport
News delinquencies have not vet been incurred, and it is not
possible to ascertain at this time what those costs may become.

3. One of the so-called anti-claim clauses, Clause 76 of the General
Provisions entitled "Problem Identification Pepourts', is relevant to the present
situation, ‘T'his clavse states in part:

"Wihenever the Contractor knows of or reasonably can anticipate

the occurrence of any 'contract problem, ' which term as used

herein means a fact or circunistance which can or will significantly

or substantially alter the time of delivery or comipletion of pefformance

!
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FILE NO.:

SuBJICT 688 Program - Delinguent Performance by Sesizz Agent - Page 3

1
i
i

€oanary 1 o

REFERENCE

Or can give rise to a s.x“:.annal claim for increased compensation or
for modification of & contract or specification requirements, but

. excluding any claim for which notice is required by the clause of this

. contract entitled 'Chazges,' the Contractor shall promptly transmit
W ine Supervisor a 'Probdlem: Iden:ification Repor:. The parties
agree that the meaning of such words as 'significantly, ' '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 urder all the relevant circumstances ...
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 2 contract problem,
to any equitable adjustment of the contract price due to the incurrence
of costs therefor more than 20 davs before the Contractor submits
the required Problem Identification Report. Further, required
Government actions performed pricr to the date of a Problem Idexntificatica
Repor: identifying such required Government actions shall be
deerred to have been timely performed. "

Although for the reasons stated in paragraph 2 above a ciaim cannot properly

be asserted at this time, a "problem' has certainly been identified and car oroperly
be reported tc the Government even though the consequences cannot be identified

at this time. Although the 20-day limitation is not really a difficulty to us at this
tirme, because we are not ircurring delay ccsts yet which would be cut off by the

20 day rule, since the delinquency is a continuing and progressive problem, it is
“uairable to submit the repert now to preclude the Government from later taking -
the position that the present ltewport News lead yard service is ""deemed to have
been timely periormed."

53-461 0 4
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REFERENCE:

4. Assuming tiat a Problem Identification Report will be submitted now,
the question can be asked as to when we would be in 2 position to assert a claim,
That point will have been reached when all of the following have happened:

a. It has vecome an established fact that Newport News -
cannot recover from their delinquencies in time to .7
support a reasonable EB schedu.le, and . .

b. It has been established that as a result EB"&J 1
inevitably incur excess costs due to delays and/o
acceleration, and L

c. The amount of the resulting EB cost can be well supported, and

d, The design agent performance can be demonstrated to be so
grossly delinquent as to overcome the disclaimer clause,
to the extent that clause applies.

222 O

cc: A. M, Barton . -
Z. J. Noga - =T
S. B. Hellier . . -
G. W. Roos A i .. RPN

S ENERAL DYRANICS | -



" 688-89-Ex

SubJect: "$sneas Construction Contract Cost Remrty ;
. . Oontrect ¥00024-71-C-C268 s A

Enclosures Contract Status Report A ’
Cost-to-Compiete Tab Run fcr the SSN679 Construction
Material Status Reporting -

Commander, Naval Ship Syctems Command
: Department of the Navy X
Washington, D. C. 20360 . e

Attention: CAPTAIN C., E. Slonim, USN

and s
and/or other appiicabi
neral Dynamics Carpol

via: Supervisor of Shipbuilding i ) .
Conversion and Repair, USN - L
Groton, Connecticut G5340 .

}c.l

R4
e
£

rmatlon

£1,7 T The subject contract requires that within six weeks of anaro,
tElectric Boat Division furnish to the NAVSHIPS Project Manager, fer -
Zapproval, ita proposed cost reporting sysatem. The fcrmat shail previde
jgftor coat category reporting in accordance with the vork breakdemn gtruc- =
egture as submitted with the Contrector's prizing proposal for this contract
";'rhe June 1970 proposel sulaisted 8 work breakdown structure thu:t deals
.pnly with the shipvard (op crutiorn) trade iabcr houre, Pl‘. otne™ iaber
';(non -operations)-hours were in gereral prlged by derartm on & Iunc-
tEional busis. Materiel cos:s sropesed in JSune 197» uerc 1n the Govera-
feat Accounting System format. The Novenber 1970 prepesal used 'ht

une 197C proposal &nd accempanying DD-63_> documentation as-the btas
l,hx\_r. was adjusted for changes in schedule znd ccat charging -L..nrn,
t@and icproved scope informacion. his adluztment weo on an cverail taeis
.vand not at the oriain:n June worx bpca-cd*m structure ievel for the o
pperew_ons labor hours, :

2. Reviewing Article 10 of the contract in tais context, the Co'v'rsc.;or.
s evaluated the varicue cost reporting and menagement tools zvailgble at -
lectric Poat Division, which would satisfy the requirementsa for cost re~ -
porting and provide RAVEHIPS with the cect asaesapent ol the program atatus
both current and projected, The Contractor has ”oncl.xded that the formal
sBudget Ledger and Cost-to-Complete {CTC) cstizate made within the Division,
Ewh‘ch are aleo primary managenent tocle ueed by the Divielon to eveluate the
status of the prograe, wou‘.d accomplish botr purposes, The repdbrts will ot o
gﬂclu:'e direct material doliara incuirred and commnitted. .

sourels

.considered exempt

s
2
3,
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Pile: 683-29-EH _ March A,
Cocoander, Naval Ship Systems Coimmand

. Page Two .

- 3. This metnod of cost reporting will provide the NAVSHIPS Prcgraa

Qffice with a system that has the following attiributes:

o=

a. Trhe Cost-to-Complete 18 prepared at the grass rccts lev=}l by
- those departments which have an input to the SSNG28 clizss
program, and therefore the iamillerity of what 1s regul-ed
to accoamplish the work scope.

or confi-

E b. Review of the Cost-to-Complete at high Electric Boat Llsision
S_. levels by the listed functicns will [iiter out_erronec.s con-
clusions:

(1) Staff manager responsible for tne perlcramance of Ine
departments,

(2) Comptroller deparizents.

ang s
ang/for other appticad!
Ineral Dynamics Corpor

(3) SSK632 Class Program Oftice.

)

Attached herewith are the following:

ormaltio

a. A contract el:atu.é report which'anous a comparison bétueen R
the budget as adjusted by changez 2nd cstimated cost at
completion, . P

o1 e

rovivion of the Freedom
50 releasad withou! priar writtep nolipy

b. A copy of the Cost-to-Complete tab run for the SENCTY
construction which Shows the typlcal data involved anz
the foraat for such data. " .

¢. A copy of the material ctatus reporting.

. Yo will note that these reportes coe-taln itures to Zate,

th labor and nmeterial, bty depzrement, & lime estinate OF the
Slost-to-compliete the remzining work, znd tae at complstien,
i£3he taslc data is in Jdirect labor hours and matersial zsllars

i3qtem (a) above takes thiz infcrmaticn and appiiea the estimated cStrect
”_labor and overhcad ratea to obtain the total cest et completion. It .
flac 1ncludes the percent of phyeical progrees ccmpletes as confirmed . /

&1ch Supervisor of Shiptuilding, Qroton. Thitc <ata enables Electric

§oat pivision to establish its budgeis for ccomplotion ol the verk,

Jte man loading requirements by trade f{or the work vet to Le Completed ™
?nd how much it 13 ecticated the Jjob will cost when 1t ' is in f3ct completed.
a : e -

1dered enempt 1ro

ti::

- ey T
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Flle: 688-89-mH ,
Compander, Naval Ship Syntems Command ° . ool
Page Three . - .

14 8 oI S . ) -

Variations froa this plan are evaluated to determine if the progras status
18 different from that which was anticipated when the job started, or
different from the best work information as to how 1t will progress.

6. By providing NAVSHIPS with the same information the Contractor
usea, ve believe a valuable communication link cen Le eatablished, since
this information 1s used at all levels and by all Jepartments in the

i Division. This will avoid the necessity for translating anticipated
costs from the Contractor's cost reporting system to some other cest
;Feporting systea.

FH

or contie

It 1s requested that NAVSHIPS review the attached data, and
pprove the same as meeting the requirements of the contract. 1If
Zthere are any questions relating to any aspect of the proposed repcrt
;ileue contact us and we will be happy to answer them.
i3
e

Very truly yours,

GENERAL DYNAMICS ..
Electric Boat Jivision

/s/ E. Holt ) L

E., Holt
SSN6S8 Class Program Manager )

ihe.
Mr, J. wakefield, PMS 333 w/o encl. ' :
Mr. D, Matteo, PMS 393 w/o encl. : e
Mr. JJ Jensen, SoOS w/enc). ) :
ol Mr. J. Cushing, SCS w/> encl,
€
1 Mr. AM Barton w/o encl,
e+ Mr. EJ Behney w/o encl. =
EH Mr. TS Cramer w/o encl. .
k4 Mr. RK Gregory w/o encl, . u
Mr. TL McPherson w/o encl. ’

Mr. ZJ Noga w/o encl.
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MEETING AT NAVSEA RE 688 CLASS REA
QLCTOBER 17, 1975

Navy attendees were the following:

LCdr, E. B. Harshbarger, SC, USN
J. M. Taylor, 08

C. M. Ross, Counsel, SOS, Groton
D, W, Jones, OOL

J. R. Wakefield, 393B

D. Matteo, 393

-

Electric Boat Division attendees were the following

A, M, Barton

W. Gorvine

J. W. Rannenberg
E. W. Shepherd

The following is not a transcript, but is based on notes prepared by the
Electric Boat participants before and during the meeting.

Immediately after opening the meeting, LCdr. Harshbarger
invited Mr. Rannenberg to proceed. Mr. Rannenberg stated that we have
a counter-offer and that we would like to explain what our thinking was in
arriving at our offer. It is not our intention to try to thrash out anything
now but we wanted to tell you our conclusions in arriving at the counter-
offer.

It is an offer for settlement of both flights and the Overhead Ceiling.
It is structured within the constraints you told us you had in dealing with a
prompt settlement. We have kept the offer within the first contract and the
amount within the envelope of the REA. We want to remind you that the
REA was a cost number and the settlement that we are now talking about is
a contract adjustment, with the ceiling number being the important one.
You should keep this difference in mind.

We had considerable difficulty in trying to bring the second flight
into the offer at this time. However, the company is making a sincere
effort to reach a settlement now because of serious cash flow problems
which would otherwise result and because you do not contemplate going
along with provisional payments. That brings a great impetus to settle as
soon as possible. . e

Corporation and is d or confi-
o Act and/or other applicable statutes.
M PSRN

This document contains trade secrets and ial ot financial i ion of General i
dential. 1t &5 considersd exempt from disclosure under the provisions of the Freedom of tnfosmatiol



47

Page 2

This is l'uow we ass_ess_.some of the more important areas of the REA.

In the case of delay and delay-related costs, we can see no basis
for a significant difference as to either the facts or entitlement in this area.

In the case of interest costs, we have taken into account the
applicability of the DPC you have cited as relevant here; however, it should
be recognized that non-recoverability of interest reinforces the Government's
.duty to arrive at a prompt settlement, or make provisional payments,

* In the area of unsuitable data, we consider the increase in scope of
work represented by the weight changes that have taken place from the
Government-Furnished Contract Design Weight Estimate to be clearly a

matter of Government-responsibility and readily quantifiable as shown in the
recent EB weight presentation., Concerning the complexity portion of the
unsuitable data area, we consider that the engineering presentations by

EB clearly establish substantial Government liability in areas other than
pipehangers and foundations, which were already acknowledged by the Navy. -

Material escalation has been recognized as an area of
Government liability, the only difference between the parties being the
appropriate measure of the amount. Electric Boat still considers that it is
entitled to recover for this item on the basis of the phasing of the material
escalation table in the contract. However, we also feel that we can reach
a reasonable resolution on the basis that the Navy has preferred to use, and
we have taken this into consideration in our offer.

Disruption, although a significant element of the REA, has not been
discussed at any great length. As we understand it, the Navy has said that -
because the quantum has not been specifically "proved" that they should
reject the entire item, evén though it has acknowledged that events such as
those which have occurred in the 688 program inevitably cause disruption.
Though real and costly, disruption by its very nature is difficult to prove,
especially in a forward pricing situation. Once returned costs of a ship or
contract are available, the quantitative effects of disruption become much more
readily apparent. We therefore differ with the Navy's position on disruption
and consider that the use of a factor, based on prior experience with the
effects of disruption on the cost of construction of nuclear submarines, is
an appropriate way, and perhaps the most meaningful way, of quantifying -
disruption costs under forward pricing conditions.

Mr. Barton stated the following:

" We need to discuss the basis of the 6£8-II claim estimate in order
to appreciate the dimensions of the potential claims on the SSN688 Program — -

This document contains trade secrets and ial or fi ial inf ion of Geners! Dynsmics Corporation and is pri ' ged or confi-
dential. It is considered exempt from disclosure under the provisions of the Freedom of Information Act lnd/ﬂf other applicable statutes.

o cmcetian
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that we are attempting to resolve at this time. In view of the status
of the program, it is evident that the forecasts are still very much in

‘ front of us, since only the first two ships have any substantial amount
of work accomplished on them. The Company is looking at an overrun
to the target cost in the $400, 000, 000 range and obviously the possibilities
of an overrun in excess of this amount exceed the possibilities of any
significant underrun. As you can see from the cost reports submitted
to you, we are still being quite optimistic about cost on future ships.
The reason for this is not because of any serious question regarding
the amount of work inherent in building the ships, but rather whether
or not we can achieve the level of productivity we feel is possible.
Some of the things we have in mind which would enable us to improve
oui costs are the work practices improvements which the Navy is
aware of as a result of our recent union negotiations.

In order to decide the amount of the work increase of 688-11
which is attributed to Government responsibility, it was necessary to
review the situation as it existed in the Spring of 1973 when we were
preparing our estimates. The returned costs at that time in our
accounting system in the 300 through 900 accounts, which are those
accounts which reflect the scope of work, were approximately 300, 000
manhours on the 690 boat and a trifling amount on the follow ships.

We were experiencing some problems at that time, but we had attributed
them to the late data and the disruption caused by it and thought that
these problems could be overcome and would not affect the follow ships.
For this reason, if you were to look at our bid, you would note that the
688-11 estimate was based on the same manhours that we had bid for
688-I. It is interesting that the Government's view of the cost picture
was not different from the Company's. During the course of the
negotiations of 688-1I, the Government advised us that their estimate
for the ships was slightly less than the Company's -- I believe, 100,000
manhours per ship less than the Company's -- and that since this
difference was not significant to the course of the negotiations, a detailed
discussion of the estimated manhours was not held.

The original delivery date for the SSN688 was August 1974.
On December 31, 1973, one month after Electric Boat contracted for the
second flight of ships, the schedule for SSN688 was extended to
February 1975 -- about 2 six-month extension. In February 1974, it
was again rescheduled; this time, to June 1975, There have been two
subsequent reschedulings, and the current official delivery date is
November 1975. The Navy is recognizing about a three-month further
schedule delay, although Electric Boat Division believes that it will be
even later than that. Obviously, these continuous schedule problems
have an effect on the 688-second flight.

With this background, we assessed the cost overruns on
688-11 to determine how much of the cost overrun was.Government ...—-

responsible=——Thé& estiriate was not difficult to make since there has not
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been any amount of work done on 688-1I so we do not have disruption

and such things as appear in the 688-1 REA. Basically, the increases
are related to the unsuitable data, scope increases which continue

from 688-1 to 688-1I, and also certain "ripple effect'" costs which arise
because we were not able to get our production plan on 688-1 under-

way as well as anticipated and certain assumptions had been rmade in

this regard in preparing the 688-II estimate. The total amount estimated
to be Government responsible overruns on 688-II is $190, 000, 000.

The delay cost, that is, the pure economics of the schedule slip, is
estimated to be $60, 000, 000. The unsuitable data portion, that is, the
scope of work which is the result of the unsuitable data, is $110, 000, 000,
and the ripple effect discussed above is $20, 000, 000.

At this point, LCdr. Harshbarger asked Mr. Barton for a point
of clarification, i.e., was Mr. Barton referring to "loss of learning"
as representing the $20 million segment as he had just mentioned.

Mr. Barton replied in the affirmative.

Mr. Gorvine stated that we do not feel that there is any serious
doubt that delay costs on the first flight contract flow directly into the
second flight contract. He said that we feel that a ""two contract' defense
-as a legal defense would fail. In cases where the two contract defense
has been successful, the decision has hinged entirely on the facts
associated with the specific case. He cited as an example the SSN638/
SSN649 claims filed by General Dynamics, Quincy Division with the
ASBCA where the Board, althongh denying Quincy's cross contract
entitlement, did acknowledge that changes on one contract could give rise
to a claim on another contract under appropriate factual circumstances.
Mr. Gorvine also read a portion of a pre-trial order by the ASBCA
as quoted below:

"Instead, he /the contracting officer /asserted
categorically that as a matter of law changes made
under Contract No. NObs-4355 could not give rise
to claims for an equitable adjustment in contract
price under Contracts Nos. -4509 and -4583 and
cited the Board's decision in Lehigh Chemicals,
ASBCA No. 8427, 1963 BCA, par. 3749, and Hicks
Corporation, ASBCA No, 10760, 66-1 BCA par.
5469, in support of this alleged rule of law. .. "

""The legal rules relied on by the contracting officer
are not correctly stated..."

""As to the so-called "two-contract" defense the Lehigh
and Hicks decisions merely hold that a contractor

This document contains trade secrets and ial of financial inf ion of General Dynsmics Corporation and is privileged or confi-
deatis] 1t i ennddered exempt from disclosure under the provisions of the Freedom of Irglorml}inn Act and/or other nppl'




This document contains trade secrets snd ial or fi il t c
denviol 11 i randdAsred exemot from disclosure under the provisions of the Freedom of Information Act ani

50

Page 5

cannot recover business losses, which he

ascribes to the performance of a change, as

part of the equitable adjustment in contract price

on account of such change. But it does not follow,
conversely, that acts of the Government in the
administration of one contract (here: NObs-4355)
may not result ina constructive change, suspension
of work or excusable cause for default in respect of
other contracts (here: NObs-4509 and -4583) and a
valid claim thereunder. For examples see Valley
Forge & Car Co., ASBCA No. 1924 (1956); Aremco
Products Co., ASBCA No, 9491, 65-1 BCA par. 4572."

Mr. Gorvine also cited a recent claim settlement between
the U. S. Navy and the Avondale shipyard which included a two-contract
follow-on situation not unlike the first and second flights of 688's. In
this case, the U. S. Navy settled the claim without even raising the two-
contract defense as a legal bar. He also noted that in the Litton
Project X appeal, presently pending before the Board and involving -
cross-contract effects, the administrative law judge had made a state-
ment from the bench rejecting the argument that a two-contract situation
constituted an automatic legal bar to recovery under the second contract.
He said that it is clear to us that the second contract defense would not
‘prevail under the facts of this case. )

With respect to unsuitable data, Mr. Gorvine stated that the
Navy had previously mentioned that when Electric’ Boat bid the second
flight it knew, or should have known, the circumstances pertaining
to the unsuitable data and therefore assumed the risk. He pointed out
that, while Electric Boat was aware of some of the problems, which it
was attributing to late design information and which it thought would be
solved before the second flight, Electric Boat could not have known the
magnitude of these problems and their effect on cost. He stated that
the Navy itself presumably did not know the extent of these problems
because the Navy's own estimate of manhours per ship, as discussed
in the second flight negotiations, was 100, 000 less than Electric
Boat Divisions. Mr. Gorvine stated that this was an important
consideration because the Navy, as over-all manager ‘of the entire
SSN Class program, had superior knowledge concerning the status of
the program as a whole and would have known of any significant future
problems likely to develop on the 688 Class if anyone could reasonably
have known. Despite this superior knowledge the Navy itself apparently
did not foresee, any more than did Electric Boat, the magnitude of the
problems of unsuitable data which would subsequently develop. Mr.
Gorvine further added that, if the facts should disclose that the Navy,

e e
e e e

e
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688 Class program,
data problems but

and even negotiated Electric Boat's
convinced that such a circumsfgpce___

would give rise to a significant liability on the part of the Navy,

At this point Mr,
said regarding the two-
on the second flight contract and
Boat's assumption of ri
result of our having kn
data at the time of the
belief that we would pr

before the ASBCA or the Court of Claims,

Gorvine summarized what he had already
contract defense as a legal bar torecovery

regarding the question of Electric

sk with respect to the unsuitable data as a
own the situation pertaining to the unsuitable
second flight contract.
evail on both of these iss

He expressed a strong
ues in a litigation
He added that, while we

bave struggled to confine our counter-offer within the constraints
set forth by the Navy and have therefore applied a large discount

factor for litigati
of just giving away our rights on

Mr.
entitlement to
noted, however,
the Navy should

an e

for challenging the legality of the first and s
contracts and the Overhead Ceiling Agreement.
Mr. Gorvine to be more

Harshbarger requested

the basis for the challenge to legality that Mr.

on risk on the second flight, we have no intention

the second flight,

Gorvine stated that we had been talking so far about
quitable adjustment under the two contracts., He
that as part of an evaluation of the entire situation,
be aware that substantial grounds exist in our o

pinion
econd SSN688 Class

‘At this point, LCdr.
specific concerning
Gorvine had just

mentioned, particularly with regard to the two 688 contracts. Mr.

Gorvine replied that he did

not want to elaborate on this issue in too

much detail at this time since we hope that it does not become necessary
to pursue this course of action,but made the following comments:

1.

A principal basis for ¢
of both 688-1 and 688
failed to comply with
contract policies and
forth in DOD Instruct

hallenging the legality

-II contracts is that the Navy
the Department of Defense
requirements ultimately set
ion 5000.1. He stated that,

under the requirements of DOD Instruction 5000, 1,

the Government should have used
type contract in lieu
both flights because
early a stage of development at th
award to warrant the use of fixed-~

a cost-reimbursement
of a fixed-price type contract for
the 688 Class program was at too

e time of contract -
price type contracts.
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2. In . the case of the 688-II contract, if the Government at
that time knew the magnitude of the problems being
encountered on the 688 Class program, and failed to
disclose its superior knowledge prior to establishment of
the contract price, this might also afforda basis for
challenging the legality of that contract.

3. With regard to the Overhead Ceiling Agreement, Mr.
Gorvine stated that the recent legal opinion from the firm
of Sellers, Connor and Cuneo concerning the interpretation
of certain provisions of the Overhead Ceiling Agreement, ’

. bad independently indicated the existence of serious questions
of legality. He said we had discussed this further with
outside counsel and had concluded that several bases existed
for challenging the legality of this agreement,including
absence of consideration as one basis,

Mr. Gorvine stated that we consider Electric Boat to be
entitled to receive progress or provisional payments on account of the
additional work required, especially in view of the magnitude involved
and in view of the substantial liability which has in effect been acknowledged
by the Government. He said that we do not consider the NPD which. the
Navy has cited as governing provisional payments as constituting a
regulation having the force of law or as binding upon Electric Boat. He
said that this view is reinforced by the Navy's position that interest on
borrowings to finance performance of the additional work is not ’
allowable and by the fact that the current pegative cash flow to Electric |
Boat on the 688 program is approximately $150 million. He said that
‘continued failure on the part of the Government to make progress or
provisional payments on account of additional work represented by the
REA might well constitute a material breach of contract on the part
of the Government. He added that Electric Boat would prefer to avoid
this question, if possible.

1Cdr. Harshbarger stated at this point that he wanted to
clarify the Navy's position on provisional payments. He said that
his statements made at a previous meeting were not intended to
"pre-judge" whether Electric Boat would in fact receive provisional
payments but that he had previously mentioned the NPD requirements
that had to be complied with by Electric Boat ina request for
provisional payments. Mr. Rannenberg commented that we viewed
the NPD requirements as meaning that 2 company had to be close to
bankruptcy in order to obtain provisional payments and Mr. Gorvine

added that the imposition by the Navy of the NPD requirements 28,8 ——-~ —-- =

necessary condition to their making provisional payments was tantamount
to a refusal to make provisional payments in Electric Boat's case.
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dential, 1t is considered exempt from disctosurs under the provisions of thie Freedom of Information Act andfor other applicable statutes.

itten e Pocecal Nuimamine Pacnnratinn




Page 8

. Mr. Barton said that he wanted to bring up the current
discussions on the Overhead Ceiling Agreement being held in Groton
between Electric Boat and the DCAA. He said that, out of a $70 million
overrun using the Government's entitlement position, DCAA's
assessment of the ""value" in terms of the profit and loss effect, was
$50 million while Electric Boat's assessment is $35 million, including
the effect of the current strike., He said this Electric Boat evaluation
was the result of a detailed contract by .contract evaluation which had
just been completed and that we were satisfied that our calculations are
correct. He said that $8-10 million of the difference between the
Electric Boat assessment and the DCAA assessment was due to the
féilure of DCAA to take into account ASPR disallowances - i.e., if the
Overhead Ceiling Agreement were cancelled, ASPR allowability rules
would still apply and would affect the amounts actually paid by the
Government. The remainder of the $15 million difference may depend
largely on whether you think we will be on the 70/30 shareline on the
688-1I contract, We want you to be aware of our position especially
with respect to the ASPR disallowances treatment. Mr. Rannenberg
added that we want to emphasize that we do not consider that the $50 million or the
$35 million figure represents the value of cancellation of the Overhead
Ceiling Agreement in view of the interpretation and legality questions
which have previously been discussed. LCdr. Harshbarger stated that
the final Government position on the Overhead Ceiling Agreement, including
the treatment of ASPR disallowances, will be his and not the DCAA's.
He said he may want to meet with Mr, Barton at some later time and discuss
this calculation in more detail so that he properly understands it.

. Mr, Rannenberg stated that we have reduced our counter-offer
to writing in the form of a contract modification and release, as the Navy
had done with its original offer on the REA. He then proceeded to
summarize the key features of our counter-offer as follows:

1. Electric Boat would release rights under both contracts
« with respect to events prior to May 1975,

2, Regarding the 688-11 contract, there would be an adjus.tment
only of delivery dates.’ .

3. There would be some relatively minor eiceptior;s to the
release of rights. :
4. The ceiling price of the 688-1 contract would be

increased by $185 million.

5. - The Overhead Ceiling Agreement would be cancelled-- - -
: -- -~ 7"Tab initio,

This document contains trade secrets and ial or fi ial inf ion of General Dynamics Corporation and is privi}eped or confi-
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Mr. Rannenberg then handed out copies of the attached contract
modification and release identified as Draft - EB - 10/17/75.

There was then a recess of approximately one hour held at the
request of the Government so that they might review in private the ’
Electric Boat counter-offer. At the end of the recess LCdr.
Harshbarger returned to the meeting alone.

1Cdr. Harshbarger stated that the Government understood
the various provisions of the draft release submitted by Electric Boat.

He stated that he wanted to make it clear that the Government
did not concur with all the presentations which Electric Boat had
made in the course of the meetings. He said that this was a "speech
he had to make."

LCdr. Harshbargey said that the Navy negotiating team is
tghocked" at the magnitude of Electric Boat's counter-offer. He said
he recognizes it was within the parameters but that they do not feel that
we adequately assessed the Government's responsibility for the REA
itself, the second flight and the Overhead Ceiling Agreement. From the
size of the number here, the Overhead Ceiling Agreement is assessed
by Electric Boatas a minimal liability but the Government does not
take that view.

L.Cdr. Harshbarger said that "shocked" is the best
way to describe how the Government views Electric Boat's counter-:
offer. He said they will look at it and their first determination will have
to be whether there is any basis to continue toward settlement in a
'negotiated fashion.™ He said he would get back to us as soon as he
could concerning what that assessment’is. Mr. Rannenberg asked
1,Cdr. Harshbarger whether we could expect to hear from him
the early part of next week and LCdr. Harshbarger said that it would
be later than that.

e e
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MEMORANDUM

Electric Boat Division

10:
FROM:
#ILE NO.:
SUBJECTY:

REFERENCE:

Enclosure:

J. F. Burns pere June 11, 1976
G. G. Johnson

634/GGJY/76-152

1.E. Plan .pe

(1) 1. E. Plan

1 have reviewed the previously submitted Industrial Engineering
Plan and have copcluded that it suffers in niany respects. 1
have, therefore, taken the opportunity in the past two weeks to
sit down and put on paper where it is I think we should begin.

My assessment of the Division's current posture - as I am sure
you have gathered - is rather pessimistic. Iam further
concerned that we do not appear to be taking firm steps in

the direction of developing a comprehensive plan for improving
the situation. Perhaps if you understand my feelings in this
matter, you will understand why I occasionally permitted the
scope of Enclosure (1) to spread beyond the boundaries of

LE.

For obvious reasons, I bave not reviewed those portions of
the plap having to do with organization with any of my managers.
The question of headcount is one we should not discuss until
we have settled some of the questions on function.

G. G. Johnson
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INDUSTRIAL PNGINCERING PLAN

Context

In assembling a plan for the use of resources within the Industrial
Engineering Department, certain “givens” were defih¢d. These "gfvens”
provide guidance in setting directions for 1.E. and establish very
rea) constraints upon the alternatives considered.

Divisfion Manhour Commitment

The Division has established a Cost-at-Completion commitment of 3} ,000,200
manhours on €88-1. This commitment §s both unrealistic and unachievable.
A continuation of performance at its historical Tevels (156% in:ludir.lg
supervision) will result §n a final contract cost (excluding contract
changes) of 36,684,000 manhours. {See Exhibit 1)

The existence of planned objectives fmplies the existence of & process
of measurement against those objectives. Measurement of Division
performance against a baseline of 3) millfon hours s tantamount to no
measurement at 81l. Worse, the cynicism bred by constant reference
made to an unachievable target poses the risk of worse, not better
performance.

Division Schedule Commitment

To the extent that “the schedule” serves as a device for concwnicating

with the customer, 1t may-or may not be effective. To the extent that

it serves as 2 baseline for driving the production plan, it is fnadequate.
The mere fact of the existence of some ten to twelve thousand B/M delinquen-
cies should be evidence enough that thean.e is not useful. To the
éxtent that resources are conmitted and expended in pursuit of unachievable

goals, they mte expended fn vain.

't SECTETS AND COMMERCIAL
155;&;9{5 DY ANICS CG. PORETION
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1.3.0 Management Acceptance of Industrial Engineering

Industrial Engineering,as it §s currently organized,is a "staff"
function with an advisory role. Effectiveness in such 2 role derives
$n no small measure from strong management support, as well as fro=~
competent engineering and diligent follow through. Support fror
management has been conspicfous by its absence in the past. Faceo

with severe and continuing pressure for cost and sthedule improve-en:,
management has tended to turn to those with "line authority” and who
appear to be in a position to direct changes.

//’——‘Despite the 1iterally hundreds of studies, plans and recommendations

-

made by Industrial Engineering (and others), the Division continues

to conduct business as usual. Business as usual means:

688-1 costs are gut of control
key event schedules continue to s1ip
e ]

Special Property is still uncontrolled
e ————

the Division has two separate cost accounting systems
the Division has two separate progressing systems
shipyard manning is poorly matched with available work
paterial doesn't appear on 55552215

the trades work partials and out of sequence

there are still no valid measures of the capacity of the
shipyard (1) to perform work, (2) to utilize machines, (3)
to employ people - .

— - e m e -

k____data processing costs are up; service s _down

there are major discrepancies in the production plan between
key events and feeder details

- work occurs before or 1n spite of the paper issue date

etc. JWERC
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2.1.0

2.2.0

2.3.0

Objectives of 1.E. Plan

It is critically fmportant, in view of the foregoing, that 1.E.
negotiate or be assigned objectives which are both relevant and
schievable. For example, the simple objective of cost reductfon

is irrelevant so long as & valid baseline for its measurement §s
absent. Such global objectives also lead to a diffusion of effort
simply because they are too broadly stated. Industrial Engineering
can make contributions in three areas, ;;;;; that Division objectives
tre stated realistically:

at

Produce, for the Division, a realistic cost performance baseline.

This objective involves both the definition of initial parameters
(values) and establishment of 2 mechanism for maintaining the cost
performance baseline on 688-1.

Continue to perform assioned or chartered broduction support functions
within assigned budoets.

This objective recognizes that approximately 2/3 of the personnel
assigned to the department perform routine “service" functions.

Pursue opportunities for major, specific cost-reductions.

In meeting this objective, Industrial Engineering can pursue both
the Division's commitment and 1ts own need to establish a clear,
vigorous jdentity. To qualify under this heading, opportunities
must be identifiable in advance and their resolution consistent
with other Division objectives.

(The Business System; Applications Review - expected to result in
the development of a 1977 dats processing plan - serves as a usefy)
model. OtMer similar opportunities can be identified in advance. )
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Upgrade Qualifications of Personnel

Of the 286 personnel assigned, 133 (47%) hold degrees; breakdown
is as follows:
BSIE 3%

MSIE - 8
Other BSE - 37
0

Other MSE

Partly for historical reasons and partly as 2 result of development
policies over the past few years, the 1.E. degrees tend to be con-
centrated among younger, more recently hired persons. An upgrade
in the capabilities can and should be taken in conjunction with 2
general headcount reduction.
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INDUSTRIAL ENGINEERING
(6/10/76)

BS ¥s PhD sosoc. | TOTALS
INDUSTRIAL ENGINEERING 39 7 1 a7
ELECTRICAL ENGINEERING 8 2 0
MECHANICAL ENGINEZRING s 21
BUSINESS ADMINISTRATION
MANAGEMENT
INDUSTRIAL MANAGEMENT
ENGINEERING MANAGEMENT
INDUSTRIAL ADMINISTRATION
INDUSTRIAL SUPERVISION 1
INDUSTRIAL ENGR. TECHNOLOGY
INDUSTRIAL TECHNOLOGY
ELECTRICAL TECHNOLOGY
ENGINEERING TECHHOLOGY
CIVIL ENGINEERING

CHEMICAL ENGINEERING
NAUTICAL ENGINEERING
MARIKE ENGINEERING
MANUFACTURING ENGINEERING
AEROSPACE DESIGN
ENGINEERING PHYSICS
MATHEMATICS

ACCOUKTING

MARKETING

FOREIGN LANGUAGE

FORESTRY

GENERAL SCIENCE

PHILOSOPHY

PSYCHOLOGY -

SOCI0LOGY

ENGLISH

EDUCATION

TOTALS
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Problem Statement

The Divisfon's major problem can be factored fnto four elements.

The Division's major problem s excess cost.

Continuino Cost overruns in direct production work

Performance to date fs 1565 to the standard. Performance since the
strike is averaging only slightly less (Exhibit 2). Efforts tomeras
a continuing improvement continue to be plagued by every fmaginadle
obstruction:

. ¢ late paper
-8 rework
-¢ plan revisions

.8 lack of material

-~¢ out of sequence work
o poor methods 5
-¢ inadequate supervision DYNAWICS COZPORATID:,
-0 lost material

-0 unskilled labor

s etc.

THIS DOCUYIERT CONTA. TR"-"E S[“"E’Tc A"D COVMERCIAL

Excess cost of production support personnel

Production support costs continue to run at what are judged to be
excessively high Jevels. There are currently 3228* supervising,
indirect, and direct production support personnel for 10,307 direct
production personnel (Groton and Quenset). The vist majority of these
are directly involved in the planning and control of production work.

Production planning is a highly labor intensive process characterized
by "do it the way we did last time planning” and "let’'s get all- the
delinquencies out at a meeting” control. Substantial quantities of
paper are produced vet many of the trades maintain supplementary

detailed planning and control systems of their own.

*Planning, Production Planning, Industrial Engineering and Operations
supervision.



63

Industrial Engineering s viewed largely as an organization whose
chief purpose 1t is to place someone on report. Industrial Engineer-
ing admittedly wastes a great deal of time and money:

~¢ wondering what {ts role is

~o defending 1ts existence

¢ devising methods to compensate for unplanned production
evolutions (torpedo sleeves SSH 701, machmery alignment
on 696, etc.)

~ ¢ gathering information,

3.3.0__ Excessfve backlog of material D e

- — —_—
&( RN The Divisfon recently leased 2 modern, high utilization warehouse.
- —_—e—— A
L his event was a testimony to the fact that: -

hudt f‘f‘ «ee. >0 we have 2 Yot of the wrong material
o we don't plan and control our storage space effectively.

Excess material generates three types of excess costs:

e “8N" costs - in-process stowage so jammed that the material gets
lost - for awhile

o “Waterford Warehouse” costs - the raw cost (excluding
investment) of storage

Lk .... .. .. . .3 "muitiple mnufacturing” costs - excess investment and
storage costs of uncoded material we made to save money.
(See Exhibit 3)

3.4.0 PManacement Systems and Information Costs

The most obvious symbol of excess cost in this area is the computer.
The_computer §s blamed for everything from Jost material to chipped
paint. 1t is generally acknowledged to be out of control.

More pernicious, if only because it is less obvious, is the excess
cost associated with the tangle of manual systems supported by the

Division. The sheer man i mpt clear 2
r L r i d _end

use is enormous.
SU3€ 15 enormous.
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4.1.0

4.2.0

Issues for Top Management

The effort required to gain control of costs in the Division must be
a joint effort involving top management 8s well as operating manage-
ment. In prder for management in gereral to perform its tasks, top
manzgement must release the artificia) but real constraiu_s_nm_r___
w: $p plan and control 1t34%ork. At this
point, top mansgement must then re-establish 2 new and more promising
set of “givens” or objectives which can be translated into more
efficient and effective operations.

Schedule

There are a number of interrelated actions which should be taken in
connection with the schedule (See Exhibit 4). The current practice
4s that the schedule drives a number of the Division's key operating
systems. To the extent that the schedule is unrealistic or one of
the several operating systems (e.g. production control) does not
follow the schedule, the smooth functioning of the overall system

{s destroyed.

Management should direct the jmplementation of an operating schedule
to drive the severa) operating subsystems in a coordinated fashion.
yariances between the operating schedule and the “official” schedule
should be summarized and reported so that a true schedule baseline
is maintained and tracked. A1l “recovery plans” (plans designed to
specover” the official schedule) should be made explicit and formally
fncorporated into the operating schedule. All operating subsystems
should be driven by the operating schedule.

Organfzation

Recent organizational changes have created a vacuum of purpose.
Although it 1s recognized that certain changes were made in con-
Junction with management changes, ronetheless, there remain a number
of unresolved organization fssues:. “THig pocur
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4.2.5.0 Directors in General

4.3.0

There are too many people reporting to the General Manager. This

§s a direct indication that top management does not articulate its
own priorities.

Operating Philosophy

The key fssue facing the Division follows direcﬂ; ‘the answer to
one simple questfon:
o Does the Division formally recognize that whatever
it §s it §s doing, there has to be & better way?

If the answer to the above is "yes”, then the key issue demanding
management's attention is the initiation and management of change.

There are many factors in the local environment and in the way we
do business which combine to produce a natural resistance to change -
besides plain 0ld human nature:

~eo 55 acres on the side of the river - means that facility
changes tend to be marginal compromises

“vo formal separation of “engineering” and “production”
reinforces image on production side that engineering
won't work when it comes to ship construction

«% historically fluctuating employment levels - the
feeling among blue collar and white collar workers
that this is just a place to work

ve¢ adverse planning economies - at any particular point in
time, the marginal economics of altering the way we do
business generally appear unfavorable - it's easier to
continue past practices becsuse people remember them, they
appear to have worked, and there is never any direction to
the contrary.

[ jtimate fear in top management that - {f called upon -
7% we couldn 't write down al] the things required to build a
Submar] ine

\'- 2 management'development process that staffs the production

support areas with ex-trades personnel thereby solidifying
further the old way

Ve on "organizational"” perspective on problems which leads to
organization changes but few changes in the things people do.
THIS DOCUL'ENT CONTAINS TRADE SECRETS AND COMMESCIAL
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4.4.0

4.5.0

YTEnS, etc.

De2ling with the Customer

The fact that we have only one customer seems to blind us to the
fact that he has only one E.B. As a consequence, we appear willing
to take 2 10ss on each boat in the hopes that we can make it up in
volume.
Wil

Our compliant attitudes towards customer generated “needs” has
caused us to:

o start construction before the design is stable

e accept multiple changes to that design after construction
fs well along

e design operating contro) systems which soothe the customer
but do not necessarily lead to profitable operations

o produce an organization structure which is unmanageable
o deal with problems in 8 piecemeal fashion
¢ kid ourselves, more often than not.

A clear, unequivocal, written policy on customer relations would be
a tonic to the Division. The policy might mention that:

o EB {s a division of a profit-seeking commercial enterprise

* e customer "engagement" hereafter will be severally
restricted to legitimate, contracturally required
incursions.

Vanagement Information

Division top management currently receives status information on 2
rather "hit-or-miss” basis due to a lack of reporting discipline.
Related, but uncoordinated, bits of data arrive in varied format,
detai) and frequency. Essential mess;ges or requirements for executive
action are not readily discernible. Information in conflict, which
should be resolved at lower levels, arrives unresolved. Top manage-
ment §< loft with the task of sorting the important from the unim-

portant, the executive decision ftems from the pyrely §nformational
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Required to overcome this s & clear statement of Division
objectives, the development and acceptance of a plan n support
of those objectives, the assignment of organizational respon-

sibility for accomplishing pieces of the plan and 2 set of measures
which track to the plan.

5 pe
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5.0 Industrial Engineering Contrfibutions

Industrial Engineering employs resources {personnel, financial and capital)
in support of two broad aress of activity:
e routine, reasonably well-defined tasks in support
of either the production process or the planning

and control process
e pe
e emergent work activities - generally special
studies or projects - which require industrial
engineering technical input or are relative to
basic industrial engineering functions.

This plan makes explicit the distinctions between the two kinds of
activities much in the way that an automobile owner makes a distinc-
tion between wheel bearings and pin stripes. The former is necessary
Just to make the car go. The latter is an extra which may or may nc
increase the value of the car.
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5.1.0 (Chartered Industrial Engineering Service Activities

HEADCOUNT
FUNCTION Current Possihle
1. Cost Performance Reporting - various 20 <10
2. Cost Variance Analysis - . 6
635 3. Earned Value Input 20 =10
4. Baseline Maintenance
5. Activity Sampling
L 6. Standards Development 4 -8
676 { 7. Systems and Procedures 13
8. Data Systems Control
[ 9. Handling/Storage Engineering
10. Facilities/Equipment Engineering 13
11. Shipyard Processes 12
12. Shipyard Standard Procedures 8
393 ( 13, Producibility Review (TRIDENT) 14
14. Tool Design 23
15. Transportation Engineering 5
16. Tool Engineering 13
17. 393 Clerical/Staff 12
\ 18. Clerfcal {various) : 10 -
191

5.2.0 Contributions towards reducing cost overruns in direct production
work

5.2.1.0 Required Outcomes

¢ Increase, substantially, the level of "materia) availebility"
for installation work,

« 1. adopt valid schedule baseline to preclude using scarce
,.-capacity to produce ahead of real need date

+ 2. f{ncrease emphasis on real delinquencies.
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§.2.1.0 Required Outcomes (Continued)

Establish a valid configuration for 688 Class construction.
Develop @ mechanism to identify and clessify emergent work

at the wet dock areas to improve performance visibility and

to provide quicker and more reliable Justification for contract
improvements.

Establish 2 Division-wide policy that womkewill be completed
by the production area to which it is assigned. Conduct 2
program to reduce the number of DWO-type work transfers.

Upgrade substantially the level and professionalism of in-
process inspection. Strive to eliminate the shipment of
bent decks, tanks with reversed members, frames without
chamfers, etc. that are the cause of substantial amounts of
rework fn the installation areas.

Establish clear lines of authority and responsibility for
cost and schedule performance within the Operations Depart-
ment. .

5.2.2.0 Specific Industrial Engineering Tasks

A Spotlight Cost Improvement

Develop an ongoing prioritized 1ist of specific shipyard
tasks to be engineered for improvement. Tasks to be
selected and assigned priority on the basis of past budget
performance and hours required, (f.e., a 2,000 hour task
running 2002 of budget would be investigated prior to & 1,000
hour job running 110% of budget).

~ Focus Industrial Engineering talent to the areas which
which have the most potential return

- Develop a group of production engineers with the capa-
bility to optimize the methods, tooling and produci-
bility of individual shipyard tasks.

Identify and categorize root causes of cost performance
variances THIS DCCUNENT CONTAINS TRASE SECRETS AND

epe oy

« Paper problems

- Methods sl i wedl
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Identify next similar job in sequence and define conditions
required for cost improvement. Identify responsibilities to
assure conditions are met. Track commitments.
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Spotlight Cost Improvemesnt (Continued)

o Accumulate variances as & basis for fdentifying generic
production support, training, supervision kinds of
problems on a broader basis.

Contributions : .

¢ Direct cost reduction possibilities through forma)ized
capture of experience and transfer of experience to
downstream tasks (“learning").

e Estadblish 2 basis for continuing upgrade of production
support functions.

o Direct, hands-on application of Industrial Engineering
skills. -

A Site Producibility Project :

¢ Form a producibility team in the specialized areas of
mechanical, structural, piping and electrical whose
task would be to review the work at the SBG Site
periodically.

'- Convert available information from the SB6 Site
fnto factual changes for use on the TRIDENT ship.

l - Che2k current issued and preliminary drawings
against actual utilization of these drawings at
the S8G Site. Recommend appropriate drawing
changes.

'- Establish a schedule, using key events and other
important construction phases, to determine the
most advantageous time to conduct trips to the
$8G Site.

Contributions:

® Avoid reinventing the wheel in the development of tools,
methods, layout and sequences.

® Capture “]earning" aspects of site experience.

o Cost avoidance opportunities by not repeating
unforseen problems.
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A Special Property and Major Tooling Utilfzation

o Evaluste utilization, handling, storage and disposition
of Divisfon Special Property and Major Tooling ftems.

¢ . Londuct post-acquisition audit of economic beneffts ™~ _ __
derived,

a pe
o Evaluate design in field areas.

o Develop a special property control system.

e Initiate disposal of underutilized special property
and major tooling.

ContriButions:
o Establish a more cost effective set of criteria in
connection with the justification and acquisition
of special tooling.

o Decreased cost of special property/major tooling
through follow-up reporting and control.

o Improved utilization through control reporting and
{dentification to user.- :

[\ Establish a Shipyard "Problem Central®

@&

® Set up an office and a small staff to handle shipyard
initiated problems/questions.

e Establish 2 mechanism for recording, summarizing, and
following up on inquirfes.

Contributions:

® Reduce confusion existing among shipyard personnel
in connection with the appropriate production support
department to call for assistance.

e Improve the responsiveness of the production support
operations in a constructive fashion.

A Ares Manlgading

o Establish on a production area basis the requirements
fclar Production Control to meet its detailed m&gp&%e& MERCIAL
. Planning objectives UMENT CONTAINS TRADE SECR R
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Area Manloading (Continued)
s Develop for each production arcs the approach and
detailed procedures required to develop an area man-

10ad plan.

o Jdentify software requirements necessary fo*Support
manioading. .

o Produce for each production are2 & Manload Procedure
(or its equivalent).

Contributions:

e Reorient Division manpower contro) policies in the
direction of applying manpower to schedule availabllities
rather than to the schedule in the absence of available
material.

Reduce excess cost created by the presence of scheduled
manpower over and above material availabilities.

COMMERCIAL

A Revise Operations OBS/WBS
o Establish on behalf of the Operations Director a revised
OBS/WBS structure.
§-
of o Establish a simplified OBS coding structure consistent
with & revised Operations Department organization
structure as a basis for sorting cost and schedule
: . performance reports. Recode data processing files as
wbdt appropriate.
Initiate revisions to the Management Account Dictionary
to simplify the collection of cost and schedule control
information.
devise a mechanism for “capturing” such revisions
on issued work packages.
{mplement & crosscharge reporting mechanism.

L B 10 GEALRAL

-
HY CONTAINS TRADE SECRETS AND

Contributions:
o Establish clear lines of authority and responsibility
within Operations.
o Provide a uniform basis for the possible application
of C/SCSC to 683-1.
‘e Reduce the complexity and cost of the Shipyard Direct
Labor Cost Control System.
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A Trade Entry-Level Training Requirements

o Establish baseline skil)l level requirements by trade
department.

o Translate requirements into specific and measurable
training objectives. o

s Establish a program for measuring the impact of entry
level training programs in terms of baseline skill
level requirements.

Contributions:

e Improved control and assignment of entry-level trades
personnel resulting from the creation of uniform entry
level skills. )

£0PORATION

o Improved utilization of educational resources through
better definition of a broader range of entry level
requirements.

A Area Industrial Engineering Support

'S TRADE SECRETS AND COMMERCIAL

o Assign to each major production area a specific
Industrial Engineer to coordinate delivery of 1.E.
support and preparation of requests for support.

3P0 nabi B HoncE 1) LB RAL

ANDA,

s Assist trade management in the development and
coordination of area productivity improvement plans.

OYRAMICS Cu..Pus

Contributions:

¢ Reduce demands upon trade manager to coordinate
production support. .

e Provide initiative for direct productivity improvement.

5.3.0 Contridutions towards reducing cost overruns fn production support
© areas .
5.3.1.0 Required Outcomes - X
’ v

ulr Conddct a 2ero-base budget review of each production support
area, function by function.

o Redefine functions and responsibilities of production support
areas so as to provide a baseline for a more objective assess-
ment of their performance.
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Required Outcomes (Continued)

e Upgrade the Division's non-operations people cost control + ’
system. Provide consistency within the CTC, budget Yedger -
and headcount dubeats. | e —t . f :

o Ildentify opportunities to achieve substantial cost reductions
within production support areas Ly: . e

1. simplifying the production planning process;
2. reducing the manual component of reporting systems; and
3. adopting a valid schedule baseline.

5.3.2.0 Specific Industrial Engineering Tasks

ICS Materials Requiremernts Planning

o Establish a time-phased plan for the implementation of
integrated materials management to include:

Materials Requirements Planning

Parts Numbering System

Inventory Control

Usage Controls

Materials Accounting

Automatic Requisitioning and Staging

Materials Handling Planning

f Material Control Reporting

D e T S

o Establish a baseline systems definition; fdentify loss
functions; control points and codify operating decision
rules.

o Estadblish overall requirements framework from design to
inspection of finished item. Assess probable impact of
design/specification changes on stability of material
baseline.

o Establish process requirements of materials planning/
sourcing/acquisition/control/disposition.

e Establish 1nformation/réporting requirements and perfor-
mance objectives. Initiate dats processing plan changes.

o Establish detailed implementatfion plan. .
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Contributions:

o Reduction in Division inventory levels.
o More explicit and cost effective meke/buy decisfons,

o Reduction in Dperations Department costs.expended in
working around material shortages.

s Reduction in the number of personnel supporting Procurement.
Production Planning, Production Control and Material Control.

» More profitable cash flows.

o Reduction in materials handling costs.

s Increased manufacturing economics through the selected
application of group classification and scheduling
technologies.

o Reduction in capital requirements.

A Manufacturing Planning

Review the Division's current approach and practices in connection
with the planning of manufacturing work. Review production paper
coding practices, methods employed for the sssignment of work to
production area, the application of production methods and production
support requirements to work paper, the role of work paper as an
accounting and material collection practice, etc. Review the process
of deve'lopmg B/M paper and its role in planning and controlling pro-
duction in the manufacturing areas and its role in providing group
available material.

distinct manufacturing
locations upon the Division's tra Ttional practices:

A4 CD‘JTAIP\S TRADE SECRLTS AND COMMERCIA
WTIDN CF GE € A DY &%

§ work assignment and scheduli
7 materfals sourcing
14
4

control of manufacturing feeﬁﬁ . .
group staging requirements Ef: iF .-:.J:'i L LT
f change order planning and coREHEY Cuation, st R
*group technology )
f capacity monitoring

v o Clarify the relationships between Groton and Quonset
. (also Avenel, Cenadair).

V ¢ Devise more cost _effective approach to the development of

manufacturing paper.




(g

Contributions:
® Reduced cost of "production support™.

¢ Improved loading of manufacturing areas leading to
more stable production and reduced cost.

¢ Improved cost/schedule control in manufa;;qring.

¢ Improved material availability leading to reduced
installation costs.

ZQ\ Ship Construction Methods Engineering

Conduct 2 comprehensive review of Division activities responsible
for the engineering and design of ship assembly techniques. These
include, but are not limited to, Construction Engineering, Production

Services, Production Engineering (Endloading), NCAE, Ship Assembly
Engineering and Planning. -

e Determine departments originating requests for services,
schedules and events driving the support level of
activities.

o (Establish a production event construction schedule
identifying requirements for engineered support.

¢ ldentify established construction techniques and
formulate necessary approval channels for departure
requests from the established methods.

Contributions:

o Eliminate redundant methods, planning and engineering
activities.

® Avoid conflicting schedules and priorities through
elimination of parallel management.

o Consolidate technical support skills and needed
expertise.

o Avofd conflict of work operations caused by incompatible
tooling interfaces. )

¢ Esgablish single point responsibility for cost and schedule
performance for engineered moves required during ship
assembly. ' o
! XTAI%'S TRADE SECRETS AND COMM
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A Managemrnt Manual Improvement Progrvam

¢ Consolfdate Standard Practices.

® Reorganize Management Manual to align with Divisicn
xajor management decision areas.

o Integrate OC/FR Functional Respon51b111t1ez with
Standard Practice activity requirements Timinate
conflicts between “"charter” (form) and action
(substance).

s Integration of Standard Practice versus departmental
instruction requirements.

e Establish criteria for procedures audit, surveillance
and control program.

o Reduce level of resources required for SP maintenance

and upkeep by 50%, thereby providing more resources
for systems analysis and systems cost reduction efforts.

Contributions:
o Direct cost savings in Procedures group.
o Streamlined Yibrary of Division reference documents.
o Establish basis for extending uniformity throughout

1ist of "verbatum compliance" documents.

5.4.0 Contributions towards reducing backlog of in-process material

5.4.1.0 Required Outcomes

e ldentify, status entire in-process backlog. Define work
remyining on backlog, estimate earliest completion dates
based upon ideal mix of offload/in-plant facilities.

o Initiate offload programs as required to minimize {n-process
delays once material is available for work. Assure priority
assignment of available resources to delinquent work.

e Upgrade existing production planning and control systems
to assure adequate visibility is provided to potential
future problems and to provide for more cost effective
Jocal scheduling and statusing procedures.

THIS DC"L"[\"I’ COCTAINS TRECE SECRETS AND COMMERCIAL -
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¢ Industrial Engineering Tasks

A Manufacturing Capacity Analysis

Establish and promulgate capacities for production areas at
Groton, Quonset, Avenel, Canadair. :

AWVIS0LS UF THE FREEDOM

QTHEL APPLICACLE SIATUTES, 1T
IT,ON TilAT TS CORTENTS WItL NOT

DYNAMICS CORPORATION,

Formally determine preferred capabi]itie;f'
Determine currently assigned work profile over time.

Determine most appropriate measure(s) of capacity
for each area.

Use measure to determine and state effective production
capacities.

Develop appropriate measures for reporting capacity
utilization (current plan, current actual, forecast).

Contributions:

. Establish Division manufacturing capacity baseline.

.0 Upgrade basis for {nitial make/buy decisions and

follow-up tracking.

.8 Provide Production Planning/Control with framework

for more cost effective assignment of B/M work.

e Establish basis for possible integrated materials

requirements planning.

o Provide Production Control with ceiling for ares

planning, manloading, offload.

[QS Machine Shop Production Control System

Estab

1§sh upgraded production control system in the Machine Shop.

o Formally assess factors leading to recent excessive

growth of backlog and work-in-process in the Machine
Shop.

[} Detgrminé causes for low or improper utflization of
current 3P system.

o Modify as required current production control system to:
» update detailed schedule/dispatch priorities to :
reflect actual. (as opposed to Master Schedule)
conditions.
- rpeduce necessity of physically staging {in-process
work on the floor. :

'

.
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calculate and distribute & comprehensive ECD 1isting.

provide visibility for work not physically within the
shop (feeder material).

- provide machine/work center schedules and forecasts
for manloading.

o Esteblish an integrated productien contro) *Program to
include organizational statements of responsidbility,
operating procedures, interface with Dperations, etc.

Contributions:

e Reduce in-process inventory levels on the floor leading
directly to a reduction in throughput span times.

¢ Reduce the uncertainty involved with installation
planning by providing higher confidence ECD's.

® Reduce costs of Machine Shop work through improved
manpower/workload balance.

¢ Improved schedule control throbgh earlier and more
accurate fdentification of local, short-term overloads;
more flexible and responsive offload.

Consumable Materials Control

MSICERED

e Establish a permanent management system for review and
control of expenditures.

IniIs

o Identify and implement improved budgeting, ordering and
reguirements planning policies and procedures.

AL DYARICS CORPORATION

LpeIne e
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¢ Increase management awareness and cost consciousness in
the area of consumable materials.

o Provide the measurements and tracking mechanisms for the
realization of $2 million cost reduction by the end of 1977.

Contributions:

s TAIS TRADE SECRETS AND COMMERCIAL

T 20

o Direct cost reduction of $2 million.

DYNAMICS COiPORATION,

TINS OCCU

Waterfront &pace Utflization

o Conduct a detailed survey of the current utilization of
a1l waterfront space (including floating facilities).

Establish criteria for planning future utilfzation which
makes appropriate cost/benefit tradeoffs among people

needs, materfa) storage needs, and production work
area needs.
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Waterfront Space Utilization(Continued)

Contributions:

Develop & detailed three-year plan for waterfront space
utilization and upgrade.

Integrate plan with 1977/1978 Capital Budgets.

o g0

Permit the efficient staging of materials and support
services in support of outfitting during 1978 (7 ships).

Obtain economics in service material support of out-
fitting - consolidate storage and issue points - reduce
costs.

Establish a basis and initiative for the subsequent
development of an "outfitting and test" area plan to
coordinate delivery of software, consolidation of
service requirements, reduction in trade planning
support requirements, reduction in the cost of
level-of-effort services.

ICS Integrated Capital Budget

Identify capital expendftures required in the production
and production support areas which directly affect:

- lower production costs
- f{ncreased efficiency of materjal storage.
- special property/tooling utilization and control.

Establish engineering-based economic Justification in
support of cost reduction capftal proposals.

Establish a comprehensive and integrated capital
expenditure plan_for production/production support
departments., :

Contributions:

Eliminate redundancy in the capital request/iustification
circuit. -

Redute span time in development of capital plan,

Upgrade impact of capital expenditures from Year to year
in terms of satisfying some positive, longer term objectives
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5.5.0 Contributions towsrds reducing the cost of management systems

5.5.1.0 Required Outcomes

o Establish a Business System Control Board with overall
responsibility for the Division's data processing
planning and control. ®

o Establish a comprehensive and integrated plan for the
expenditure of resources on business systems dats

processing.

o Establish forma) procedures for the reporting and
control of business systems data processing.

e On-going functional review of Division operating systems.
o Speedy corrections of 7000.2 validation deficiencies.

Specific Industrial Engineering Tasks

ECRETS AND COM

5.5.2.0
Data Processing Applications Review
Conduct a review of data processing utilization in a1) production
and production support areas. Identify major data processing
applications and their actual/potential impact upon the efficiency
= and effectiveness of key management decisions. Jdentify, by
r & applications area, cost reductions to be inplemented, needs not
2 g='5 being addressed and consolidations which are desirable.
28 .=
BE.EuE o Define a data systems baseline for the Division.
ESH
;E_‘ﬁ, e Evaluate the magnitude and variability of "controllable”
g‘; data processing expenditures.
==l
sz o Consolidate data processing applications.
gk
g5 & e Provide visibility to top management of data processing
wer £ expenditures.
< 3
E 3 e ldentify manager and responsibilities for data processing
£ &z expenditures.
£ 58
8 £z o Establish a Division Data Processing Plan and 2 mechanism
= : 8 for tracking and controlling ongoing and proposed data

processing expenditures.

o
i

Contributions:

o Increased effectiveness in the expenditure of what amounts
to an annual fixed charge for data processing services.

THIS DOCUME,
DYNAMICS Co;

‘s Improved control over continuing expenditures for develop-
ment efforts through:
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- specific assignments of responsibiiity.

the existence {upon completion) of a plan fur =~

business systems dats processing, .
erfacc betwesh the

-
.
v

4 clear definftion of the int
Division-ang DSS/FEDSC. -

L1}

A DODI 7000.2 Implementation
e Simplify the Divisfon's current approach to C/5CS
implementation by:

- reducing the complexity of the current systems design

- integrating the criteria of DOD] 7000.2 into the
Divisfon's basic control systems.

e Establish criteria and procedures for continuing systems
sudit, surveillance and maintenance.

Contributions:
o Provide a basis for a single facility-wide cost and
schedule control system leading to: -
- reduced system costs
- {mproved control.

A Data Processing Paper Drive
o Review hard copy reports issued by DSS.

=
B

§ Eeb ¢ Identify commonalities and possibilities for distribution
2. S.;_fs to multiple users.
PE_==§
€8 E i _:_. £ o Redefine user requirements and DSS distribution to eliminate
gl 2 reports.
2 : ;e Contributions:
g ‘j o Elimfnate duplicate and excessive computer output.
g: § o Increase management awareness of data processing costs.
- .
E §_ o Reguce overioad of computer output requirements placed
z ig on the Eastern Data Center.
- -
=¥ 23 o Surface opportunities for sharing of data, consolidation
= ER of reports, reduction in frequency of computer printout
£z¢s z8 orders.
gLiesnsag
S @ E ¢ Direct cost savings.
ela -3
ESR £33
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5.6.0 Contributions towards general ].E. objectives

5.6.1.0 Required Outcomes

e Define clearly routine requirements expected of
Industrial Engineering in connection with:

- performance reporting L
- tooling design, engineering and control
- methods determination
- capital plan development
- systems analysis and design
- 7000.2 support
- generél support activities
e Define management expectations in connection with the

maintenance of an on-going level of effort devoted to
general cost improvement activities.

o Define management expectations in connection with:

- headcount reduction
- personnel upgrade/improvement

5.6.2.0 Specific Industrial Engineering Tasks

A Reallocation of Resources

v

Entributions:

=
z § - e Reorganize for more efficient delivery of support.
e weo
F4 % E “ ; < ¢ Reduce overall headcount.
gE-EcF 2
$8ExEpZ s Establish criteria for upgrade of Management Systems
Eg=z2era® _ function.
(=3 wz
£55:484 e Upgrade general skill levels by combination of hesdcount
noZ2283 reduction and selective hiring.
EEeiReg
Ee :szg e Establish formal project control system to assure
w2 g competent delivery of productivity improvements and
E 5 = vigorous follow-up
= 2
gz £ -
< - -
s &
[ T e
- 58 o Establish a stable I.E. charter.
e 28 .
% ‘n 0 Eliminate overlapping responsibilities.
g uE
Z :§ o Establish a valid basis for measuring I.E. contributions

to Division objectives.
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CONRAD KUNZE

GENEMAL MANAGER-VALVE DIVISION

Dear David:

After much thought, I am writing you about the problems at
Electric Boat. For more than two years 1 had been hearing
of developing difficulties in the Shipyard.
the team back on April 28, with a second assignment, the -
difficulties seemed to be more rumor than fact. After a

week of digging I was most shocked at the depth of the

problem.

The organization recommendations the team made for Planning,
Manufacturing Control and Industrial Engineering would help i
make Shipyard support more timely and effective, but the :

Electric Boat problems are more serious than indicated by

our recommendations.

/ The cost-to-complete forecast of Shipyard hours of 27,500,000
1s understated. With present operation productivity a cost-
to—complete of 34,500,000 hours appears more probable. Assuming
the improvements to meet 34,500,000 hours for the seven ship
program the cost curve will project a high hour situation into
the eleven ship program where an overrun in excees of 10,000,000

hours is likely.

in my opinion, wrong.

major step improvements should be possible.
budgets can be met and courses of required actions necessary
for bringing the Shipyard to budget immediately should be

instituted.

88

CANADAIR

LIMITED MONTREAL

June &4, 1975

- The approach being taken of slow, incremental improvemeats is,
When performance is as bad as it now is
The direct-labour

Until you sent

i OFFICE OF————~"" ~
i
.
|

RECEIVED
JEE T s

THE CHAIRMAN

This éocument centains trade secrats snd commarcial ef financial inlovm;ﬁon of Genersl Dynamics Corporation and is priviteged or confi-

dentisl, 1t & considered exempt from

lill‘- the p

ions of the

e —lemen - asios sa anaesdl Mvnamice Daroarstion.

reedom of Infermation Act and/er sther appFcable statutes.
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CANADAIR

LIMITED MONTREAL -2 -

In outlining a course of action for major improvements in
Shipyard costs, an analysis of Present management ghort-
comings, and how they came sbout, is necessary.

Esrly in 1973 a major shift in management technique was
introduced. There were diverse reasons for the moves that
vere made. 1In planning (1971-1972) for the expected heavy
work load three major points were developed:

One, that, of the Shipyard management then in being,
most of the managers would be retiring about half-way
through the Trident program. Thought was given to the
possibility of putting new managers into place prior
at the start of the Trident program. :

Two, that certain of the Shipyard managers, 0'Neil,
Britagna, Impellitteri, were adverse to changing |
their management style to that of a planned, control- ;
led operation.

Three, that the projected work load of 688 Class, Over-
haul and Trident would overload the most competent trade
manager and that a solution to this projected difficulty
could be management by product line.

In March 1973, product lipe management was introduced, trade
managers were set aside, and young managers who could be
expected to have a work career throughout the life of the
Trident program, and who could also be expected to accept
new planning and control concepts, were placed in charge

of the Shipyard.

While the éoals of the product line management concept were
laudable, insufficient analysis was made of vhat was being
lost and methods of providing for the losses were not devel- i
oped. o

When the trade managers,’ 0'Neil, Britagﬁ:, Pia, Impellitteri,
Bauer and Jones were set aside, Shipyard operations lost three
things:~

This document contains trade secruts and is! or financial inf. ion #f General Dynamics Cerporation and is privileged or confi-
ST M ccesleced ccemny foam disrlnurm under the orovisions of the Freedom of Information Act and/or sther applicable statutes.
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CANADAIR

LIMITED MONTRTAL -3-

1.. Trade know-how. Planning at Electric Boat is "what to
do” with the craft trades providing the "how-to" capa-
bility. The best "how-to" capability was set aside.

2. Fairly competent management. Some of the trade managers
were mediocre managers of people, but several were quite
competent.

3. Problem solving skill, All of the set aside managers
were experts at building submarines and resolving
difficulties as they arose. This ekill was completely
set aside with no replacement.

The product line managers appointed in March 1973 have, with
one exception, since been replaced and several of the replace-’
wments have been replaced. The management skill in the Shipyard
. ~is probably of a lesser quality today than the management that -
existed prior to the change to the product line concept.

v Two major problems now exist at Electric Boat: ineffective |
management in Operations and the Shipyard, and unsatisfactory
manpower and cost control techniques.

Proposing an effective solution to the manpower and cost control t
problem requires recognition of the type of work involved im a
Shipyard. Submarines are comstructed not assembled, and air-
craft assembly line techniques are generally not applicable.
This is the main reason why, after two years of work and
application, crew-loading has been and is proving, ineffective
Shipyard crews, by crew-load definition, do not exist.

Although Electric Boat now has 18 submarines of the ‘688 Class
to build and low-cost production techniques can be introduced
in such a long run, assembly line concepts are not usable; as
an example of the problems, the hull erection plans for the
first seven submarines are all different. Low cost production
methods and manpower control techniques must be based on the
facts of ship construction. 70% of all Shipyard work cam be
categorized as one man jobs and Shipyard work can be done on

a low-cost basis 1f the kind of work to be done and the control
problems are recognized and provided for.

This docement contains trade secrets and ial or financis! infi ion of General Dynemics Corporation and is privieged or confi-
e e “4 8 eeics Beams dlntesise uader the nravitinne af the Freedom af Information Act and/er ether appficable statutes.
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CANADAIR

LIMITED MONTREAL -4 -

Between 1967 and 1969, first at Electric Boat and then at
Quincy, I was responsible for developing effective Ship-
yard manpower control techniques. Essentially, we devel-
oped small (less than 80 hours) work packages, based on

BM's and Groups, that provided the first line supervisor
with a tool for work assignment to, and performance measure-
wment of, the individual worker. Because the work span-time
was relatively short, two weeks or less, close control of
work performance with resultant corrective action of
indicated poor performance resulted in & major cost turn-
around at Quincy. The attached chart, produced by the Quincy
comptroller, shows the remarkable improvement in performance
achieved in 1969. Unfortunately, Bergeson was named gemeral
‘manager in October 1969, and he immediately junked the program i
with adverse results. )

Installation of a similar cost control program at Electric
Boat could, with effective management, result in a rapid,
major improvement in cost performance.

The talent to organize and manage a low-cost Shipyard . i
operation exists at Electric Boat or in other General i
Dynamics Divisions. Use of this talent with a proven cost .
control system could make Electric Boat the profitable Division
you have a right to expect it to be. .

Sincerely,

David S. Lewis,

Chairman, President and Chief
Executive Officer,

General Dynamics,

Pierre Laclede Centre,

St. Louis, Mo.

63105

This document contains trade secrets and fal ot financial inf ion of Genenal D ies € ion sad is privileged of confi-
daatiat ¥ i canddersd exemot from disch under the isions of the Freedom of In'ommmn m lnllar odm |ppl'mlt statates.
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GENERAL DYNAMICS MEMORANDUM @
Electric Boat Division .
(
Yo: ‘Mr, P, T. Vellotis pete November 23, 1977
FROM: T. S. Wadlow
FILE NO.!
SUBJECT: 1; Shipysrd Current Performance CICs
2) Assumption to Meet 688~I Forecast CTC
REFERENCE: 3) .Sumary of.Cost Engineering Forecasts

At your request I have, with the assistence of Bob Jamuske,
prepared & current performance CTC for the shipyard, The

results are;
{¥azhours 000)
688-1 - 43,436
688-1I 60,112

Also attached to this memo are the list of essumptions to
meet the 42,4 million manhour estimate on 688-I, and e
chronologicel summary of Cost Engineering forecasts on
688-T and IT. It should be noted that farmout differences
have not-been corrected for and therefore the growth is in
fact somewhat more than the nurber indicated.

T. 5. Wadlow

53-461 0 - 87 -4
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November 23, 1977

The following items are assumptions or requirements to meet the 1&2 4

million manhour estimate for 688-I shipyard trades:.

Stop workforce buildup thereby allowing the skill mix to improve.

Take necessery discip]_i.nary/administrative action to begin to
reduce absenteeism,

Meke & major reduction in the mumber of plan changes that are
going to the shipyard.

In order to continue to improve, as forecast through the second flight,

_ other actions required would include:

Reduce unnecessary work such as:

- Poor fit ups that require extra weld deposit.

- ‘Oversized fillet welds (not required by spec).

"= ' Grinding to smoother finish than required.

. Assure that same method is followed on repeat work, unless a

clear benefit results from a change.

Work to real schedules (proper sequence, ete. ).

Get automatic welding equipment used when it should be.
Complete work on fabrication before it gets installed.

Reduce the a.mou.nt of meteriel which is not available when needed.
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Noverber 23, 1977

Cost Engineering

Summary of Cost En ineering Forecast
{Menhours in Millions)

688-1

688-11

Shioyerd Support (Total Shipyard

“(June '71 - 688-1  22.2 v.9 211
(Nov. 'T3 - 688-II) . - 32.2

Estimate -

(Nov. '73 - 688-1I)

Review uiti;
D. S. levis

(2/1/7h)

4o,k

28,7 - - -

Study for Plerce -

and Curtis
(8/9/74)

Betimate smew-—¢  28.0

. Risk Estimate

8.8
i8.8

oo
[
T
= F
No

33.6.

fLyya ,_/.'a (0 s vomi e

Review with  °
D. S. Lewis =
(11/19/74)
Estimate
Risk Estimate

Review with
D, S. Lewis
(1/6/15)

Cost Engineering

Review (7/3/75)
Optimistic
Current

36.5 . .
38.9 10.9  %9.8 18.9

Cost Engineering Study

(5/17/77)
Best Possbile
Moit Probable

11.6 51.0 k1.6
12.8 54 .4 49,1

i
o

o5t Engineering Study
possible (6/7/77) k0.7 13.0 53.7 44,8

Cost Engineering .
Estimate (11/17/77)  h2.b 13.1 55.5 50.3

Suggott:
8.4

8.k

bt
Eﬂm
- O\

9.6

12.3

12.8
13.5

14.0

12,4

Total

40.6

k7.
61.

o £

65.6

55.0

58.8

62.7
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GENERAL DYNAMICS MEMORANDUM ' \
Electric Boat Division o ' \_//
o Mr. A. M. Barton : " pere July 3, 1975
" FROM: T, S. Wadlow

HLE NO.E
sumsicT:  688-I and II Costs
:.:'mmé:: i ) . ‘
Manhour Forecas

Schedule Analysis
Rate Calculation . N

Enclosure:

FWN -

~—~
|

Cost Engineering has recently updated its projection of costs on the
688-I and 688-1I contract. Revenues, exclusive of the REA, were also
.forecasted so that a net loss could be calculated. While a relatively
gross basis was used for adjusting these rates, Cost Engineering feels
that the projections are nonetheless accurate within normal estimating
error. Included in this update ere the results of the Cost Engineering/
Industrial Engineering "scope" review., Also included are the results
of a review of the functional area manhours which makes them consistent
with the 688-III bid,

D)

- Two forecasts have been made. The first is the updated Cost Engineering
estimate, The current performance on the ships indicates that this set
~ of pumbers is somewhat optimistic, though certeinly still potentially
achievable, The second set of numbers (lszbeled "b") is more consistent
with the Industrial Engineering forecast end, while recognizing substan-
tial improvements in the future, starts from cost levels based on cur-
rent performance trends. .

" Attached sre four. enclosures. The first contains the summary and pric-
ing, the second shows the manhours forecast, the third sumuerizes the
schedule analysis, and the fourth shows the rate derivation.

84.20.0332 REV 7.73



Enclosure (1)

i 1]
i

688-1 and II Analysis Summary

688-I ' 688-11 688-I and 688-II

. Y 8 . .. b a b - a b
‘Shipyard Manhours (000) o 36,489 38,889  L5,801 48,891
Other Manhours (000) ‘ ' 10,270 10,930 12,315 13,040
N | ‘ "
-:Total Manliddrs (000) : 46,759 19,819 58,206 61,931
‘Spent Manhours (000) . 15,998 15,998 322 322
.To Go Manhours {000) o 30,737 33,821 57,884 61,§09
Ratc on Spent Manhours : $10.79 $10.79 $13.45  $13.45
Spent Labor Dollars (millions) 172 172 - L
Rote on To Go Manhours $14.82  $15.56  $1B.07 121.1&
To Go Dollars (millions) $ W56 §$ 526 $1,0L6 1,302
toserial CAC (millions) $ 212 § 217 $ 471§ L93
'T&tal Cost' (millionsg) $ 8w ¢ 915 $1,521 $1,799
Revenue: Current Forccast (millions) $ 523 i 523  $1,224 11,22h
: Additional Changes (millions) $ 7 7 $ 20 20
Total (millions) - ’ $ 530 $ 53 $1,244  $1,2L4
| % (310) $ (385) $ (217) $ (559 $(s87)  $buo)

(Loss) ($millions)
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Explanatory Notes

Negotiated Reduction

For pricing purposes only - no reason on either of these contracts
to.think estimate was high.

Estimate Reduction - v

(688-II) approximately 100,000 hours/ship cut by E.B. General Manager
-before St. Louis review - 500 000 hours/ihlp cut by St. Louis in two
cuts of 300 000 and 200,000 hours.,

.

~ Scope

What the estimate would have been if the estimator had known what he
knows now about the ship and its design., Much of this has been claimed
as defective design on the 688s,

Schedule

The labor and material costs of longer schedules. Does not include
economics of higher rates or more expensive meterial price ce levels,
Does include current service cost levels in labor, Also includes more
lost material, ete.

Other

Includes performance, disruption, low estimaie.
) Escalation

Includes price level increases in materiel - not limited to index

growth rate. In lebor it includes all rate growth - both due to schedule
slips and rate changes.

Farmout

Current estimate. Based on no net impact to support hours.

Totel Cost

Assumes current schedules (Claim schedule on 688-1II),
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Enclosure (3)

Schedule Analvsis

a b

690 Delivery o May 1976 ) June 1976
Intervals . 692 - 6 months 692 - 6 months

694 - 6 months 694 - 6 months

Then 4 months . ©  Then 5 months for 10 ships

Then 4 months

Delivery of 710 May 1982 . April 1983
Slip of 710" . 15 months 26 months -
Note:

1, Neither "a"nor "b" have any strike contingency.

2, "b" reflects what is felt to be the impact which TRIDENT will have

: on the overall production capability. "a" ignores TRIDEIT but assumes
a production rate of greater than three ships/yea.r unlikely considering -
the size and complexity of the ships,



LdlciUava w1y

Rate Calculation

The rates are based on the First Querter 1975 CIC rates of $1k.11 for
688-I To Go menhours and $16.13 for 688-II To Go manhours with the
. following adjustments:’ RN

. 688-1

For alt "a"

Estimate a six month slip in the midpoint because of schedule
slips and the fact that the later ships will have the majority
of the added manhours. Use a 10% total rate escalation rate,
"since most of the shifted manhours will not cross the first
" year of an MIC contract. .

Therefore the rate is:
$14.11 X 1,05 = $14.82
For alt "b"

Add three months more shift to the midpoint due to more
schedule shift and add five points to the overhead to be
consistent with the less optimistic manhours.

Therefore the rate is:

élh.aé X 1.05 = $15.56
688-1IT '
For alt “a"

Estimate a one year average slip in the midpoint: Use a 12%
ennual total rate escalation rate, since most manhours will
cross the first year of a MIC contract.

Therefore the ré.te is:
$16.13 X 1.12 = $18.07

For alt "b"

e wi Estiihﬁé “a’two year average slip in the :ﬁ.dpoint. Also add
’ 10 points to the overhead to be consistent with the less -

optiisistic manhours.
* Therefore the rite is:
e PR

: $J:8.07 X 1,17 = $21,1k
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Hs o/ /M% Vo Wy June 7, 1977

Vi ad -
¥ amiinN
C 7/ )
e e [
688-1 and II -
(000)
688-1
. 2nd
December Quarter
* Forecast -__CTC Possible A to CTC Ato Possible
Manhours
~  Trades 36,307 37,003 40,700~ .
Others = 10,752 11,910 13,000
Total 57,059 18,913 53,700
Labor $ ST 67 19 . . *
Material § 225 231 . 2L
Schedule & AR 2 5
Rates - - 7
Total [:in 850 572 36 128
688-11
Manhours o
Trades 41,899 k2,847 44,800
Others 10,615 12,472 14,000
Total 5,510 55,319 58,800
Labor $ 8s8 906 965
Material $ 531 531 550
Schedule A - - 50
‘Rates - - 8
Total 1,389 1,537 1,573 - L8 184

" Total 688-I and II - 8k 312
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SSN688 PROGRAM STATUS

($000's)

SSN688 I 1977 Plan Cost toComplete - $ 843,690
SSK688 II 1977 Plan Cost t;o G'omplet_e 113891’429'
. . . B
Total-Cost $2,233,119

- Estimated Revenue 11,858,787

Loss Before REA - ' . ~$ (374,332)

Incréase in Cost to Complete
Foley (including IE and Maintenance) - $ 9,127
Nardone 2’* 5733%
Hunterw 8, 5231
DeMartino 7,023
Victor- . o 1,310 .
Herndon - 14,851
Mavro T 5,917
Kelley( ) . 1},336.18&

. Other including material ' 3

Total Increase™ 3 79:575
New loss Before REA $ (453,806)

*Includes $17,000 for Quonset Machine Shon/shlpya.rd..

( r/l/z Cér ML{, %ﬂé—a C(/é”’.}“/,(/ - /-L"l)’/..sjs“/»ﬁtzxk),L

/{W—ﬁd—%‘# ?30/4’4
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“lectric Boat Division 17 /ﬂ&‘
&astem Point Roed, Groton, Connecticut 08I0 « 203 445-5960

N

Gen/14 February 2, 1973
Subject Productivity I }L‘L "70

Reference §a SupShip letter, Ser: 710-7, dated January 8, 1973
b} SupShip letter, Ser: 713-26, dated January 17, 1973
(c) SupShip letter. Ser: 710-39, dated January 25, 1973
(d) SupShip letter, Ser: 100-26, dated January 23, 1973
(e) EBDiv letter dated January 22, 1973
(f) SupShip letter, Ser: 100-30, dated January 25, 1973

Supervisor of Shipbuilding
Conversion and Repair, USN
Groton. Connecticut

Attention: Captain P. G. O'Keefe
Sir: ’
1. References (a), (b) and (c) expressed the Supervisor's concern at the

apparent amount of non-productive. idle time existing in the shipyard together with
the results of his observations in several shops and ships in support of that thesis.

" Reference (d) observed that there was a consistent lack of aggressive management

attention to reduce idle time and concluded that as a result thereof. the Contractor
should be penalized in the determination of profit and fee for change order work
and on proposals for overhaul’conversion, repair and new construction contracts
in accordance with weighted guidelines calculations for the “below the line" input,

2. Reference (e) advised the Supervisor that the Contractor’s actions in this
regard would be transmitted to the Supervisor by February 2, 1973.

3. To put this whole subject in perspective. it should be recognized that the
Contractor has been directing its atlention to the subject of productivity for some
time and has taken specific actions to improve its performance.” The following
actions have been undertaken: ’

a.  The WOFAC program was initiated in November of 1970 and has
been carried on by our expanded Industrial Engineering Department.
Coverage of the Operations Department work force is expected
to be essentially complete by the end of the third quarter of 1973.’
As a result of productivity improvements achieved through this
program. the Contractor was enabled to reduce its proposed ship-
yard hours for overhaul of SSN638, SSBN616 and SSN607 by over
ten percent, :

ot - ----RECEIVéD:'_"' -
FEBS 1973 —
W, I, PAIGE
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GENERAL DYNAMICS

™ Electric Boat Division

( Gen/14

Supervisor of Shipbuilding
Conversion and Repair, USN
Groton, Connecticut -2. February 2, 1973

This document containg trade secres and ¢

A team of three rn:anagement personne) under the supervision of
Mr. N. S. Hill. former Project 740 Program Manager, has been
assigned to make continuous idle time obs®rvations throughout the
shipyard, verify that apparent idle tin:e is, in fact, loafing or
standing, insure that first line supervision is correcting the problem
and identifying the causes therefor. Where the reason for idle time
is beyond the control of the worker and his supervisor, suchas
waiting for a support trade or materizl, the supervisor will be
instructed by this team in the most expeditious method o escalating
the problem to get relief, Finally, this team will identifx those
supervisors requiring additional coaching or change in assignmient.

A revised supervisory training program has been established by
Operations and Industrial Relations on the basis that the control of
non-productive tinie is primarily the responsibility of the first line
supervisor. This new course which started on January 2. 1873 will
ultimately be giver to0 all supervisors in the shipvard. The curriculum
which is still undergoing some refinement in content will last 40 hours
and. to date, 32 new supervisors have con:pleted the course. Emphasis
is being placed on the basic skills required to be a good supervisor
with specific attenzion being paid to controlling idle time and im-
proving productivity. A new shipyard supervisory selection and
training coordinator has been assigned full time. reporting to the
Operations Director to aggressively progress the effeciive and total
implementation of our supervisory selection and training program.

We have estabiished a schedule. with iargeted completicr of May 31,
1973. to evaluate and formally establish the scope of responsibility
and support for the major shipvard pesitions of Ship Manager. Ship
Superintendent. fi-st line Foreman, General Foreman. and Account
Manager (for implementation on contracts invoking DOD Instruction’
7000.2). These scopes will identify the salient parts of each job,
identify the amount and type of support to be provided by other
functions and will provide a means of measuring whether incumbents
are making most effective use of their time. This will also improve
the selection process described in ¢ above. .

. -————————— -
e
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~~ Electric Boat Division

2n/14
supervisor of Shipbuilding
Conversion and Repair, USN
Groton, Connecticut -3- February 2, 1973

e. Break time for workers has been more clearly defined to all
Staff Managers and the rules and regulations governing this
area including instructions for implementation have been-
communicated to all supervision.

f. A work simplification ‘'work methods improvement team of four
Industrial Engineers started that phase of our productivity effort
in the sheetmetal shop in November. Further areas are under
investigation and will be entered as resources permit.

g. Industrial Engineering functions were consolidated in December.
1972, to svnthesize the activities of Work Measurement Control,
Work Methods Improvement, Production Engineering. Welding and
Materials Engineering and Direct Labor Control.

~ 4. On January 29, 1973, Mr. M. C. Curtis was assigned as Deputy General
‘Manager at Electric Boat with a primary assignment to improve procuctivity. This
( :tion will consolidate all production and related activities in the vard under one
experienced manager. Mr, Curtis was General Manager of the San Diego operation
of the Convair Aerospace Division of General Dynamics and brings to his new
position 2 long history of successfully solving production problems at the Canadair,
Fort Worth and Convair Divisions.
5. Electric Boat regards the above response as representing a nieaningful state-
ment of actions underway to satisfy both the Navy's and our own interest in im-
proved productivity and this letter therefore constitutes a proper response to ref-
erences (a), (b), {c), (d) and (f). Mr, Curtis will keep you advised of progress on
a regular basis. In view of Electric Boat's overall performance in tinelv meeting
the Navy's requirements for construction and overhaul of subriarines. and in view
of the intensive effort we have been miaking and will continue to n:ake 10 improve
productivity, we do not believe it appropriate for the Supervisor to take the action
in respect to profit ‘fee stated in paragraph 4 of reference (d).

Very truly yours,

;o '
Tooaed .

R . - —J_"' T D. Pierce

{ General Manager

cc: NavShips (Ships 02)

Distributi ttached . . ;
This document uggmam?.c}.’mu and ial os financial inf. ion of Genera! Dy Corp and is privileged or confie
P .. 2 ek Pacdam ot tafnrmotinn Bnt sndfar nvher annficable satutes.
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Distribution:

A. M, Barton

T. S. Cramer

M. L. Curland

M. C. Curtis

M. Golden (St. Louis office)
D. A. Goldstein

W. Gorvine

D. S. Lewis (St. Louis office)
H. W. Paige (St. Louis office)
J. W. Rannenberg

G. W. Roos

D. L. Suydam
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SUPZRVISOR OF SHIPSUILDING, Y
CONVERSION AND REPAIR, USN

GROTON, CONNECTICUT 06340 “ Lf.)o-?’

’ _— Coce 710:MR:nd}
L350
Ser: 710-39

25 Januarty 1973

" From: Supsrviror of Shipbuilding, Conversion and Repair. usu, Groton

To: General Dynamics Corperation, Electric Fost vivision, Groton
(Mr. J. O. Pierce, General Manager)

Subj: Control of Monproductive Time

Ref: (a) SUPSHIP GRAITCH Itr Ser: 710-7 of 8 Jan 73 . o
(b) SUPSHIP GROTON ltr Ser: 713-26 of 17 Jan 73
{c) EBDIV 1tr of 22 Jan 73 same subject

1.. The purpose of this letter is to forward additional observations .
relative to the problem of shipyard idle time. - -
2. References (2) and (b) expressed my concern over the problem of

idleness in the shipyard. Reference (b) stated that systemztic observations
have bsen made to define types of idle time and discussed the issue of break
early idle tims in particular. Continuing observations have shown a serious
tstanding' problem. As usec here, the work "stonding'' is meant to be the
observation of a worker at 2 work site (e.g., onboard ships or in production
shops) but not engaged in actual work, These stznding observations were all

* made at times during normal working hours other than the first and last half

hour of the shift and the half hour before and after the lunch break,

3. The results of these observations indicate that 41.5% of the shipyard
work force are in 2 condition of standing idle; shipboard observations zlone
indicate 2 standing idle rate of 47.5%. These figures are based upon the
cumulative observations of 1667 workers at various work sites and 710 workers
at shipboard work sites. e L. .o :

4, Some illysirative examples of-this'stéﬁaing idle portion of the overall

idle time problem are provided below. They are a cross section of incidents

_ observed during 2 recent two week period. . ..

AN

.a. SSNS71 . 1915: Two of nine workers observed working; the others

< : - were talking and drinking coffes, Four of the
seven were insicde shelters - all seven left the
erea immediately upon noting the observer..

b. SS58H616 1060: One man in sail resting, four men idls in LL ANR HW

- . two men idla in LL AMR #2, five men idlg in LL ors
compartment. Eight men wers .loafing around the
partitionsd-off area of Reactor Fompartaéﬂt_ .
{43T-5 in basin). - S



Subj:

Control of Noaprodictive Time o Y

Plate Shop

‘Morth Yard "~ 1010:-
Fabricating

and Assembly

Area .

UT Test Lab.

Clean Room -
Area 6P

.

10&5:
SSHB50 10306
1450:

SSH607 .

SSH507 1500;

1420

1005:

1030:
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Code 710:M2:0d)
L350
Sar:

710-39 -

Fourteen of twenty-eight workers idle. .
Returnsd to plate shop ten minutes later and
found.2pproximately the same per cent (and
Inle:duaIS) standnng around. -

Approxnrat-ly ten p-ople were ooserved stand:ng
idle in thls area. - _-..

Nine men observed in lab. Five stand:ng and *
four sitting; 211 appeared to be loaflng. Same5
condltnon ex:sted flve minutes later.

E:nht of fourteen fxrst observed udle. One
man had eyes closed sitting in front of a
non-operating machine on the south side of .
building. Most men returnsd to work when -
observer was noted. B

ElgHt men were observed on bottom of ways,
standnng around for at Ieast ten nlnutes...u

Thurty six of forty- -three men observed were
not working: Sixteen-of eighteen in the .
engine room were ‘idle.

Sonar Control Space - three work-rs observed -
none worklng. Five minutes later five of )
five- not workvng. !

Nins man bunkroom - Four worLers observed
all ldle and talking. .

Englne Room - Eighteen workers o:served
sixteen idle sitting or standing ln sna]]
groups.

) Ce '~m: :._ . :
Chserved six out of six uorkers |dle in the

heated enclosure in the forhard rortvcn of T
the bU|ld1ng viays. . . .

— - .. Lo .. .o

tor Co*p?rg-en; - Gbserved four men
King abOUL ‘'eccon hunting,'

UL Rea
idle talk

s e MR LE
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I © Code 710:JMR:nd) i
. v 4350 PR
S © Ser: 710-39 :
Subj: Control of Yonproductive Time - A SRR S
" k.- SS633 2000:. Topside Area - Three worksrs standing idle

undsr a canvas enclosure. Five standing at
the brow talking. : co.
5. In refsrence (c) you indicated that by 2 February 1873 Electric Boat v
Division will respond to the Supervisor's requests for immedizté corrective ° -
acticns to control noaproductive time. In that the overall problem of idle

time includss the issue addressed in this letter, it. is expected that the ‘e
reduction of standing idle time will be addressed in your 2 February response.

P. G. O'KEEFE -
Copy to: v : U ’ .
Codes: 100, 101, 700, 710, 711, 712, 713, 164
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.Recent Exanples of Abures of Producti e Time
st ltotlectr‘.c ;oa: — ”L/' IS&

These are but a few tvpical exanples of a large pumber observed in the Past two
ponths, These examples should not be construed as comprising s complete listing

of instances of poor productivity. They serve only to illustrate the unsatisfuctory
situation concerning idleness, loafing and irefficiency in the yard as deterzines
randanly. The situation hss been and conticues to be endemic st Eleciric Doat.

Jdote: The examples in paragraphs A, through H, below all occurred durizg sqift '
vorking hours - not during lunch treaks or betwesn shifts,

Lack of Action by Supervisors Present

1. On March 8, 1973, sscond shift, 30 tradesuen and 5 supervisors were abezrd

USS WHALE (SSN638)., Ten wvere idle. One men was looking at magazine pictures

in a ship's office. One man lezning against & rail started talking about the
veather in Comnectiecut, Two idle men were watching a third man vorking pear the
engine room work bench. Three men vere in the lower level operations comparir-nt
snoking and joking. Two men were in the upper lsvel cperations’ compartment sroking
and talking. One man was Just standing in the auxiliary machinery room with a rag
in his hand. None of the 5 supervisors present took action to get the idle
werkers back to work,

2. On Merch 9,. 1973, first shift, 10 of 13 workers in the Building 130 Elestrenica
Shop were idle. 4 supervisor wvas present tut took no action wvith the idl2 voriers,

3. On March 10, 1973, first shift, 7 of 16 men at Wet Dock D and E prepari-g
for the arrival of USS GEORGE BANCROFT (SSBN6.3) were idle. Six supervisorc wire
Presert in the area but took no action to get the idle men to work.

4. On March 13, 1973, first shift, 7 of 17 workers in the mockup building
vere idle drinking coffee, eating or engaged in idle conversation. Throe
supervisors were present but took mo action with the idle workers.

5. On March 15, 1973, first shift, 56 of 83 workers at the Nerth Yard Builéing
Veys vere idle - mapny vere taking & coffee treak. A supervisor present teck nc
action with the idle workers. . .

6. On March 17, 1973, second shift, 3 of 4 men in the engine room of WIALF wire
idle for an hour. 4 supervisor was in the area frequently but took no sction to
get the idle men to work, N

7. On March 21, 1973, first shift, 20 of 46 workers abcard USS KAUTILUS (3m57)
were idle. Five supervisors were aboard the ship but took no action with tis

idle workers. .

8. On Hucb' 22, 1973, first shift, 8 of 13 vorkers in the Maintenange-Masirine
Shop were drinking coffee and eeting. Two supervisors vere seated at dosks in

+ The supervisors tock no.action-with-the—idle-vorkers— — —  —
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9. Oa March 24, 1972, first shift, 9 of 11 workers topside on U35 GECRGE
WASHINGTON CARVER (SSBN656) were idle. Two supervisors present toox no action to
get the idle men to work. :

10. Op March 26, 1973, first shift, 21 of 30 workers in the mid ship
ccapartment of GLENARD P. LIPSCOMB (5SN6B5) were idle. Two supervisors were in
the cazxpertment but took nc action to elizinate the idleness.

11, On March 26, 1973, first shift, 2 supervisors vere leaning sgainst a vosk
bench in the Graving Dock Pipe Shop talking vhile 26 of 34 workers in tie shup
ware eating, drinking coffee or otherwise idle.

12. Op March 29, 1973, first shift, one supervisor vas in the chief -petty officer
quarters abcard USS LAFAYETTE (SSHN616) resding a newspaper vhile ancther supervisor
and 6 workers were loitering in the area. : .

Arsiving After Shift Beins, Ouitting Work Fer and Returning Late {rom lunch )

1. On March 22, 1973, first shifi, in one caupariment of WHALE 12 men had storped
work and stacted gathering around the ladder to leave for lunch 10 minutes tefcre
the start of the lunch pericd. Ancther 17 joined them 5 minutes before the start
of lunch period., Several supervisors were’in the area tut took po action to
prevent stopping work early.

2. On March 28, 1973, first shift, 20 of 27 men in the lower lavel missile
cempartment of LAFAYETIE,including two supervisors, had stopped werk and were
vaiting for lusch 7 minutes before the start of the lunch period.

3. On March 28, 1973, first shift, 28 workers and tvwo supervisors returned
FAUTILUS five to eigbteen minutes afier the end of the lunch pericd.

4. On March 28, 1973, at the beginning of-ibe second shift in tbe gravipy 4otk
area, 101 ‘radesuen and 6 supervisors arrived 10 to 20 minutes after the o

begaiz and 75 tradesmen and 7 supervisors arrived 20-30 minutes ufter thy &
tegan. A number of supervisors asrived 35 minutes after the shift sleried.

5. On March 30, 1973, at the begimning of the first sbift, 49 psreznt of L2
workers errived at the north ving wall of the graving dock 15 to 30 minutec
afier the shift began and 15 percent arrived more then 30 minutes alter tre &iIt

tegan.

Ixcessive ?ecmig Assirmed to Job or Vork Site or Observing Work

1. Co March 27, 1973, second shift, 18 workers and 4 supervisors who oppua.et
4o ¢ assigped to the job were stending around vatching a cranme 1if% A stean

generator on the dock adjacent to WHALE.

2% On Mazech 28, 1973, first shift, 8 tradesmen and one supervisor apw:r:;.t'n..y

- assigned to ths job were observing a semi-antonstic hull out being made on §

nmissile tube penetration topside on LAFATETTE, Six of 19 other vorkers topside -
were also idle. . /-_,________ —

(

l
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3. On March 29, 197, first shift, 5 riggers were spparently assigred o a
rigging operationp near tha #2 missile tube .on LAFAYETTZ, Only 2 Tiggers vere
needed for the job; the other thres vers idle.

4. On March 30, 1973, first sbift, 2 vorkers wers standing at the entrznca <o
the SSNESO reactor compartment varning people to waich out for falling rporie
and slag fram hot work in the caupartment. Ons person could have serves the sute

purpose.

5. Cn April 11, 1973, first shift, 47 people were in the lover level engins room
of LIPSCOB. Only 16 of them were vworking. Five wvorkers were vatchiag one wen
srind a pipe. Seven other men were in tbe area where one man was grinding on a
bolt. It appeared that at least 4 people were assigned to the area 4n excess of
the mmber which could be expected to work in the space available,

Cong:.ggfing et Refreghment Stands and Vending Machineg

1. On March 9, 1973, first shift, 28 pecple stopped st a refreskment stand ir the
graving' dock support building during a 15 minute period.  Another 17 people wers
congregated around the stand loafing during this period. .

2. Oo March 28, 1973, 23 men vere idle around the graving dock vending rachine
during a 10 minute period. The area had the appearance of en orgenized cofive
treak,

/
3. On April 11, 1973, first shift, 8 pen’ congregated for about 5 minutes in tae
vending machine shack at the graving dock,

L On fpril 11, 1973, first s!iift, 6 men congregated for about § minutes 3 the
Sovih Yard vending machine shack.

Notices on Pulletin Banrd: ,

2erzornel Peading or Posting Unauthorize

1. On March 28, 1973, a totel of 113 personel or camercisl noticas wae prsted
on tulleting boards in various locations of the shipyard,

2. On Mareh 28, 19;73, first shift, 59 personal or commerical motic:s vars
oulleting board in the main machine shop. During a 15 minute period 6 :ver
to read these notices.

3. On March é8, 1973, first shift, 7 personal or commerical noticns wa=s
on a tulleting board in the first floor of ihe Nuclear Design Buiiding.
were drinking coffee and reading the notices.

S .,
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Femzle Froduction Workers Contritutinm to T3leness

1. On Febmary 26, 1973, Tirst shift, one fezale worker spent an hour
ip the port passagevay of the Auxiliary Macirinery Roem /2 of LAFAYGSZ
to various male workers. Arother femaXworker atiempting, unsucessiull
a cover on a switchtoard received advice and assistance {rom 12 o=
fron several different trades. Fer atiempts to install the panel were Intey
©y a 10 minute cobversation unrelated to work, * .

%. Cn Harch 28, 1973, second chift, a famle shipfitter delivered :our oops of
ccffce to idle workers in the South Yard Fricicztion Area.

2, Cn April 5, 1973, first sbift, two workers - one male and on= Jyaalc - wor2

- Vissing in the missile cumpartment of USS KAMEZHAMEMA (SSEN642).

Idleness Resulting from Coffec Praaks

1., On March 12,-1973, first shift, 18 of 40 men in the graving dock ba 1l
TAFAVETTE and USS DACE (SSH607) were idle. Four of the idle men were aking
cofice.

2. On March 15, 1973, first snift, 21 of £7 men in the North Yau¢ Fubriz-den
Area vere idle. At leust 10 of the idle men were drinking coficz.

3. On Merch 21, 1973, second shift, 4 of 5 vorkers in the welding koo =
head of the graving dock were talking and joking., One was driniting cof:c:.

L. On-March 22, 1973, first shift, 4 of the 5 workers in the South Turd Sliut. wdes
shop were idle drinking coflee and eeting szndwiches.

5. On March 28, 1973, first shift, 50 out of 102 workers in thie §2iTiaiion
facility at Midway were idle for 30 minutes drinking coffee, mmckiny ot
talking in small groups.

" 6. On Merch 30, 1973, first chift, outside the Mockup Building 7 wexkiar s

vare idle taking a coffee break- )

7. On April 5, 1973, ﬂ‘:st shift, 5 workers and one supervisor wo.'¢ ke ‘n Ui
reactor vessel storage house takipg a coffee ‘oreak.

Genarel Idleness

1. On March 8, 1973, second shifi, 26 of 3% den in the South ¥ard F
area were standing idle. The men were standing around in groups of 3 o ..

2. On March 14, 1973, second shift, fowr men vere sitting on trash cam: i5 b

£

Overhaul Outside Machine Shop smeiing and talking. . 0

Ve —————
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3. On March 16, 1973, first shift, ope man vas performing what was supposed
to be the latest dance steps to the arugement of 3 other workers.

4. On March 20, 1973, second shift, 4in the dry dock in which NAUTILUS 4s docked,
4 of 8 men were sitting underneath the bull talking.

5. Op March 21, 1973, second shift, 4 men vare idle in the wet dock sheet
matal shop. One was sitting down with his feet Fropped up and one was eating
2 sardwvich.

6. On March 24, 1973, first shift, 7 workmen were sitting down idle 4n the
Chief Petty Officers Quarters aboard LAFAYETTE.

5 .
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PRCSLENT

Trare is a lack of visithility in Electric Eset Dlvu ion Tastallation end

-cnufu:urmg schedules. The formets of ths group and 8/M masters and the connngancy

i tlm buﬂt into them makes it virtually m;osrxhle to analyu then. As L resul:.
it is lm;:osslblo to evsluate to what axtent tho Design Agcn:'s deslgn and procuresent
schedules are Impacting Electric Boat Dlvislon's schedule for SSkSSO. The compartment
.schedulus do permit some appraisal of design and material support at the grou;; and
major mnufactull'Ing Jevels, However, they are not specific &t the lower levels of
detail.
PROBLEM:
Electric Boat Division has not developed th.e recessary planning tools required (o
‘properly schedula work through. the manufacturing shops. As a result it i:s virtvally
hﬁ;ossib‘!e to detect schedule .cor;f!ict: and ovariocad conditions unti) it is too late
to menage them successfully. The problem is compounded by the lack of visldility
In the manufacturing schedules and by a lack of reslism &nd credibility in
manufocturi'r?g intervals, ’
KECCKMZRDATION: R
ths following program would aid In resolving these t\fo_;r:oblems. T?:e:;::;hould b
zccorplished in the 2pproximste order listed.
» 1. The publishéd compartment schedules should be reviewed and concurred in by
Op*eratl‘x;ons and Procuremsnt for manufacturing an_d procuremsnt spen tizas and
for installation sequences,
2. Orce the above is accomplished, the Design Agent's existing design and grocuremnt
. dslinguencies zgzinst those schodules should bs flagged to the Design Agent ‘
and RAVSHIFS. This should be done on-z concinuina basis, using the compartmsnt
znd manufacturing (see below) schedules @s & criteria for datarmi.r\; whet .
constitutes a real deiinquency.

3. Detailed eanufazturing schedules stould be pregarnd for those ram faetured

Ttons which are cecmed 0 ke probdiem items from z schedule and/or capacily

£2androint.  Thace sonsdules shouic show the renufscture of seven shipsets

H
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cr saterial In support of the compartment schedule iastsllation schadules.

“The 'schedules should show the flow of czteriael throuzh dach work centar and
.

. itee

should be based on realistic manufacturing span tims and Electric Boat

i -
Dlvlslon'l ;; ng or readily cvailable capacity (spacs, machines, manpower),
ﬂn sd\edules should reflect prarequisite des»gn and mterIaL requlred dates.

_#._ Uslng the manufacturing schedules developed ubovc and the Information generated
ln Marufacturing Engln«rlng $ shop capecity studies, machine and work center

losding schadules should be developed for those production areas which are

suspccted of Raving Insufficlent or marginal cagacity for all firm ond likely
buslness. These schedules must support the detalled monufacturing schedules

deve loped above.,

PEIOOIL 04 100 (1t GEAYOD T1] 11Y) VELIIPESI FY) HO PALIILIEE 1 1)

® Wepest] oyl j¢ twentanid ow) N

5. The detailed manufacturing schedules should then be rescheduled a3 required
by work conter overloads to the msxim:m extent possible. If an overload

condition cannot be resolved in the manufacturing schedules, the installation

-sehrdules should ba revised (if possible) to relisve the problem. . If the
overload condition cannot be resolved by rescheduling a farmout program should

be developed for the 'inpacted work center and the manufacturing and work center

schedules should be zdjusted accordingly.

oad

. All schedules (compartment, manufacturing and work center) should ba reviewed

and revised as necessary on a regular basis.
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{ To: usssre, B, foltff, V. FlerentfT, C,
F3d s 0. Vietor -
s e
oL SSKSES Class Reccmmended Recovery Frogrem . )
ROTRINIL:

/ Ouring the past vear we have encountered a number of problame which have pravented
us from effectively using our stael tradz m

" pover Zo mect our schedule cermmitsants, |
%, These problems have Included:
sz
3.
4 H / 8, The cffect of extended lzbor negotiations which razuited in zn inability
H to hire stee! trades in support of @ pesk overhaui workload as uell _as
I 1 .

the “increasing damends BT the SSNG8F CT38. — —

b. Zmargent work deminds on stoel trade u.anpr,wc.' which have occurred on
SSN57! overhuul, cue to late icentitication of cdditional work packages
by the Gevernment, and wihlch have also resulicd frem uranticipated $Si667,
§S81521, and SSN6ZT NAVS in recent months,

and Iy

“ 3 Att and/or other applic

+ Gensral Dynamics Cor|

=. ieta recript of drowings frem the Goverrnent's SSN6BS Class Dosign Agant,

which 2ffectivaiy delayed the start of SS4483 Class conmstiruction, Laie
drawings alsc pravented us from working 2 pesitive s'.:el fz.b.-ir.ation
backliog in =n..nc1p..nan of a csnstantly mcraasmg steel trads manpower
demand cemmencing ir. the fail of 1572 anc conniruing through l°73 end
beyond,

of Qeneral

for work on SSH333 Ciass ships and, to 2 lesser degree, on SSHECS <rd in the overkoul
progroms, 19 a3 :iterpl to re sady the steel trade mrnporer shoriace created by the
predlens stoted.abeve, we have twice comprasied sur schecules on the early SSN63S
Cless ships to the extent that the schedules for the Tirst thres ships now only
marglraily support Leunch, Mevertnaless, SSHESS Cless schiedules heve stlpped and

53 will continuve zo slip until steel trede manpower input can bo increasad to the level
£3 required to mect the schaduiss, Altkough a3 of todsy serinusly affecting cnly the
é% © first three ships of the 682 Class, the probiem will extind to the later skips
i

2

H

H

3

i/

B The result of thess problems hes teen a manpcwer thortage in the steel traces
¥

v

2

or financlet

withln =he naxt few months as their febricatisn start dates become cue, SEHESS
is In ¢his positien nav, This situation wiil be further zegravated this sgring
. by & heavy <emand for X-ray quality weiders o weld the =cizhes on SSH685 in suppoit

of tzunch, in parzllel with She comsistently high demsno of the overkaul prograer.

t
v White thiz cricicel minpowur shortags is well recognized, und &
Pregrza is undamiay, an ieterim short range plan wust be
mzmning increase catches vp with the new werklead dem
backlsg, | belicve thit 1t it eccncumically wiser to
fnize rother than xo weit in the here thal the gradual
frcm the hiring ard tralning progran will w sut the k.
_P_..:k cn_schadu ?e in my cpinicn this Is highly unllkeiy,

n {nieasive hiring
=lemzatad urtil
plus the dalinquenay

ke immediate drastic actian

3
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SSN68B Class Recoomended Recovery Progrom Janvary 17, 1973
Pege 2

course of action would be ot best o heavy expenditure of overtime canhours lata
in the progrems to recover or ot worst a failure to mcet delivery cormiteents en
s2ny ships,

To best cescribe oy feeling on the econcmics of pushing the 'front end" of the
688 pregren, 1 subalt the attached "Basic Submarine Construction Work Profilst
which graphically displays the cost peyoff of driving the first twelve conths

of & construction program, Control of the effective use of overtios manhours is
Taherent in the low nucber of trades involved in the front end, Control Is also
tore readily achieved through the ability to identify and progress the finlte
large structurs) units, There is caximun visibility of what a relatively few
number of workers are sccomplishing,

Cn the other hand, the consequences of ollowing early work to slip teccmes
progressively nore serlous by cormpronising Vork Phase 3, essentially reducing

tice, Any overtime recovery cffort late in the program appiies not only to core
people but also to the higher waca rate of the future. A mexioum effort to regain
$SN688 Class schadule nos through the usc of overtice mears that these hours will
be spent by experienced men, In the near future, the ratio of experivaced to learner
will decrease markedly .as the hiring and training program output becomes felt,
Thus the greater productivity which will be experienced In working overtime now
will to a considarabia dzzree offset the prenium time pay differential, In addi=
tion, the risk of delays Incldent to unknown problems In the installation and

test programs of the early SSN68S Class ships is high, since these are “fmew' ships,
The cost of such progrenm delay would probably exceed present expected overtine
costs, in eddition to Jeopardizing our 8bility to meet al} progran centractual
obligations,

"1 Act and/or ot:
© Generat Dynam|

H
&

In sumary, for the reasons clited above, our nost cost-effective course of actlen

Is to take immcdiate steps to prevent further schedule slippage and 2o reduce the
delinquency backiog-on the $5K688 Class sh I strongly récommend therefore, that
for the next six months all stee! trade work svailable for acceaplishoent be worked
on @ six-day week basis to an orcer of priority to be established by the Program
Hanagers, This | censlder to be the minioum time to achieve any likely reversal

of present trends, Ouring this perlod we will pPregress and —easure results; At
the end of the first two months we shauld be prepared to evaluate the results

and 1f necessory to recommend further drastic action. A slailar review would be
made ecch succzeding month,

£
£
i
i

1o1ure under the provision of
contents wiit not be relessed wi

- [0 order to restrict this recommended overtica program to the minimum durstion,
consistent with mesting the demonds of the SSHEBB Class steel fabrication and
hull erection scheduies, plus ellolnation of the existing delinquency backlog,
t further strongly recermend thet femediate steps be token to institute & subcentract
progran on the SSNE88 Class of s magnitude sufficient to ensure that ivigh quality
ESOIv steel trade aanpower Is wade available in numbers sufflcient to brirg the
early chips In the pregram back on te the schedule, as weil as meeting the demonds
of the later ships s that work is requlred, Thals subceatrect pregiam sheuld be
continced until such tims as tks hiring 2nd trainiag pregram is cezable of ensbling

or ellalnating™visibitTity ‘and ‘budget ‘control when 800 - 1,000 cen are working overs
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SSn638 Closs Recerrarced Accovery Progrem ry 17, 1373
‘ fage 3

us to maintain on in-house cifort sufficizas o werk & pesitive zochlog chasd of
the $30 683 Class schacules as nas bsen direcied dy the General Man

. Z

) . M&? 7

. - . N. D, Vietor
Slanning Manzger

KDY/rw .

cc: #essrs, 0, Ukeill
. D, Pierce ’ -
G. ¥. Rocs

an

* = Adt andfor oth
Qeneral Dynamis

Its contents will not be

S
s
H
:
H
4
2
H
H
s
£
g

trade secrely and

# the condlition that
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’ To:, J. D, Pierce

N

ST ‘/ ’t; / ‘(‘/h
(./{v'r\_u&.-ﬁf b

GENERAL DYNAMICS -
Electric Boat Division

To__ 4. ce ' 6/15/73

Date:

From: J. F. BURNS

. There 1s nothing wrong with this Critical
Items letter 8o I have signed off on 1it.

However, for weeks we have had the same -
two 1tems, Haterial and Manpower, in a format
that 18 no longer meaningful. How many line
items are late, how bad is the deficit, and
what 18 the trend? Re manpower, how many
hours are we behind, etc.?

It's time to stand back and give HGR a

' meaningful, overall assessment, and stop the

fregmented details we put out each week.

For future consideration, how about

* major components, procedures, plans, ete.?

This letter could serve a purpose for EBDiv,
but in its present format its stereotyped
and thus lacks a lot in my opinion, :

N ,/

F. . § s

ety Meginen

; i .
Ni

£ (e e

'A-/Z/C (7:_( : Al el /Iu’-"/_' //“/
R &



124

. Tde

- el . .

CENERAL DYNAMICS
Eisctric Boat Division

£estecn Foint Roag, tisoton, Conneciicut 06340 » X2 448-5060

‘File No.:  6BB8/559/EH/JDP March 23, 1973
Subject: SSN6BR Class Critical Items Letter No, 40

Vice Admiral H. G. Rickover, USN
NATSEIFS 08

liaval Ship Systems Command Headquarters
Navy Department

washington, D. C. 20360

SIR:

The following items are considered critical to the SSN688 Class Program,

ITEN 1 - LATE RECEIPT OF 688 CLASS MATERIAL

A A e

Material receipt, other than Steel, is not occurring to
support scheduled manufacturing and installation efforts
on the SSN630, .

Present Action

In our March 9, 1973 Critical Items Letter we stated that
the Purchasing Department commitment was to receive 1800
shop order line items during the month of March, For the
first two weeks we only received haif the line items that
were committed. This has been reviewed with Purchasing
and they still feel they will meet their commitment.

ASTION . Action Required
Rolt Continue expediting material through receipt, collection,
Painter and availability.

Victor
EB Assistance Peguired

A e

None

ce: ¥#s. RM Forssell, Nav3HIPS 08
¥ EC Brolin, KAYSHIPS 08
wp. EJ 51lskin, AEC Rep-Groton
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GSENERAL DYNAMICS 688/553/L4/IDP

Electric Boat Divisi Page Two
viston March 23, 1973

—

ITES 2 - MANTOWER NOT AVAILABLE FCE SZIPBOARD WORK

v Marhours are not belng expenied at the rate required to
meet SSNG6BB Class =hips' scaedules.

Present Action

We have accelerated our hining rate. Since the beginning
of October 1972 we have nired 2,480 people. Our Welding
Scheol will have to quallfy about 350 qualified welders;

20 far 145 qualified weiders have been sent to the shipyard.
Emprasis has been placed on moving employes from siructural
shep work to shipboard work, with later ship structural
shcp work being farmed-cut to qualified vendors. Action
has been started to qualify about 75 pipe welders by
September 1, 1973, of which 23 have been gualified to date,

ACTION Action Reguired

Holt Better projections of manpower requirements based on
Roos material avallability and ship readiness.

Cramer

Aregory, RK

(EB) : Assistance Required

None
The writer understands that the reporting of these eritical items Zoes not
relieve him of the responsibdility of seeing that the necessary corrective
action is taken on these items,

- cesn Very truly yours,

465G

General Manager

cc: Mp, RY Forssell, NAVSHIPS 08
¥r, EC Brolin, NAVSHIPS 08
¥r. EJ Siskin, AEC Rep-Groton

53-461 0 - 87 -5



126

CUNERAL DYNAMICS

Electric Boat Mivision
( iern Pcint Road, (110100, Connez* z:1 06340 + 203 445-5960

File No.:

Subject:

SIR:

633/825/244/IDP May &, 1973
SSKE3E Class Critical Items Leotter No. 46

}, Rickover, USN

2va
Navy Department
2ehington, D. €, 20360

The follo@ing items are considered critical to the SSN688 Class Program.

ITENM 1 - LATE RECEIPT OF 688 CLASS MATERIAL

ACTION
. Byman
‘Painter
Victor
_(EB)

c¢: Mr., RM Forsseli, NAVSHIPS 08
Hr. EC brolin, NAVSHIPS .08
Wr. EJ Siskin, AEC Rep-Groton .

Material receipt, other than steel, is not occurring to
support scheduled manufacturing and installation efforts
on the SSN690,

Present Action

Expediting actlion for Pipe Shop material has resulted in
material availabilities for about 1,000 detalls,
Continuous action is beilng applied in this area to
accelerate deliveries,

Material receipt for the month of April was about 100
shop order line items below target.

We have Just reviewed vendor promise delivery dates of key
hardvare, Many items are arriving later than schedule dates,

but co not require the change of major key events,
Detail schedules are being revised.

Acticn Regquired

Continue expediting material through receipt, collection,
and availability,

Assistance Recuired

l-ione
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TINSRAL DYNAMICS 053 /600/ZHI1/IDP
Electric Roat' Division Page Two
P May 4, 1973

1I7E¥% 2 - MANPOWER NOT AVAILABLE FOR SHIPBOARD WCRK

Manhours are not teing expended at the rate required to
meet SSN6BE Cliass ships' schedules.

Present Action

We are farming out SSN696 and SS:i697 Grapn Cut work to

- Quincy Shipbuilding. Since our April 6, 1973 letter,
we have added 214 people to our payroll with an additional
106 people hired (but not on roll).

Previously, we reported that forty-eignt welders were being
qualified for pipe welding. In addition, we have added
twenty-seven welders to the program for a total of seventy-
five. We have qualified four welders, thirty-eight have
passed initial qualification and are undergoing selected
material qualification, sixteen are undergoing initial
qualification, seven withdrew from the program, and

ten were disqualified.

ACTION Action Required
Hyman Better projections of manpower requirements based on
Victor material availability and ship readiness.
Rocs .
Gregory,R Assistance Required
(EB)
None

The writer understands that the reporting of these critical items does not
relieve him of the responsibility of seeing that the necessary corrective
action is taken on these items,

Very truly yours,

Y

Z. Henry iynan R
SSN6BE Class Program Manager -

-
ot

Approved
" D, Pierce
gceneral Manager

cc: Mr. R4 Forssell, NAVSHIZS, 03

Mr, EC Brolin, NAVSHIPS 08
-~ Kr, EJ Siskiun, AEC PRep-Groton
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GENIRAL BYNAMICS
Electeic Boat Division

Custwen Fount Rosd, Groton, Conneclicut 06340 » 203 445-5960

¥

Flle No.:  €82/722/ZBH/JD? . . . -Septembey 14, 1373
Subleat: SEN68¢ Class Critical Items Letter No. €5

Vice Admiral M. G. Rickover, USN

NAVZZIPS 02

Na Ship Systems Command Zzzdquarters
Na Department

Wasaington, D. €, 20360

SIR:

The following items are considered critical to the SSNGES Class Progran.

ITEM 1 - LATE RECEIPT CF 688 CLASS MATERIAL

Material receipt, other than steel 18 not occurring to
support scheduied manufacturing and installation effor:s
on the SSN690, : . .

Present Action

The SSN690 material receipt of shop order line items for
the veek ending September 7, 1573 was 103 line items.

As of Septemder 7, 1973, 13,771 shop orde—r line itenms
have been ordered for the SSN550. A total of 10,1789,
approximately 74%, have been received. .

9,433 of the 12,302 1ine itenms scheduled to be received {i.S’
~-have been received, resulting in a schesdule delincuency 27
approximately 23.3%, compared to 23.7% the previous weel,

The following ey delivery improvements have been realizs3

this week, :
Boat Item Vas Now
SSN6G0  Boiler Water Sample Cosler 8/15/74 5/31/70
SSNE90 . 3% Fez Nuts (S:im Ger) 3/25/74 Q/1h/7%
SSKESD Hys Zy-Pass Vivs 3/25/14 33/%/ 1%
SENST Hyd Ewer Contirol Vive .. 3/23/74 1715
SSKGCO Hyd Servo Vlvs 3/23/74 11/1%/7%
ce: ur. B HAVSEIPS 08 i e -y s oy oy oy 13101
Mr. EC 5 DR EL © i N
;_:r_ El S KDISPIANTE L 0;“’:5 P

1 b7 it L < é .

=L F WFGRWATIDI RE £ /100 L T

gm&nm N Th.E CIXLITON TnT 158 CONTENTS WALL NOT
& AEUEXSED WITHDET PRER WRITTEN ADTICE TO GENERAL
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GENERAL DYMNAMICS 68a/100/: 'r—/'_._‘_
Electric IJnar at Division September 14, 1373
ACTION Action Reciuired

Continue exzediting material through receipt, coilectlzr,
and avallatility.

viitor
(£3)

Asclstance Tscuired

Norie

ITEM 2 - KANPOWER HOT AVAILABLE FCR SHIPZOARD WORK

Manhours are not being expended at the _rate required to
meet SSN682 Class ships' schegules.

Present Acticn

Progress continues to be evident on the SSN690,

The second wimessssssmes ;- th GINENEEP purps installed,

cEaamasstaslenngilp pumps and the @B air compressor

have been landed in the GESEEEENR. Additionally, the

piping to the CEpEEwEEEEEER» tank 1s being instzlled.

Installaticn of bank piping is continuing in the cd -
. compartment,

A temporary re-assignment of structural welders and support
trades from the SSN688 Class program is being accomplisied-
to support cther critical shipyard work.

ACTION - Action Reauired
Hyman Assess the i=pact of the temporary reduction of struct
Victor welders andé zupport trades on the SSN688 Class constru
Gregory,R program.
(EB) L
Develop a program for the most effective utilization of
the availa®le structural welcers and other shipya“d H
to enture that progress on the SSN690 is not signific
affected,
Assistance Pesuired
None )
Y
ect Mr, R¥ Forcsell, NAVSHIPS O8

Mr. EC Brolin, NAVSHIPS O
Mr, EJ Sickin,” NR2{-Groton

5N THE o A ur
Bf RELEASLS Witkgu1 PRIOK WA ey cmm’.tl wor

BYHAMISE COAPORATION,
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GENERAL DYNAMICS 6ER/ 2/ 211/ IDP )
Electric Boat Division Scptember M, 1y7;

The writer underztands that the reportins; of these critical items does it
relievi him of the ren poncibility oi seeinb that the nccecsary corrective
action i:x

taken on these items.

Very truly yours,

L.0m .

Z. #enry Hyman
/555638 Class Frogram Manager

Approved:

General Manager

cc: Mr. RM Foi-ssell',
Mr. EC Broliin,
Iir, EJ Siskin,

NAVSHIPS 08
NAVSHIPS 08
NRRO-Groton

—_ -

AND co;mzmm

OR FIRPICHL
LD 15 FRNL
(XIMFT F i .
OF INFR i

SJB?&TK*" ol o ..u\, .
g P €ALE5 WITHOJT PRIOK WE
" BYEFLES SORPORATICR.

T

-3- ’



GENERAL.DYNAMICS

Electric Boat Division

stern Point Road. Groton, bonnxticul 08340 » 203 445-5960

File No.: 688/782/ZHH/JD?

131

lizvexber 21, 1973

Sudlect: SSN688 Class Critical Iteas Letter Yo. 75

Vice Adm =; H. G. Rickover, USN

N‘""HIPS 52

Naval Shaip S,stems Command Headquarters

Navy Depzr-iament
washing:ten, D. C. 20360

SIR:

The following items are considered critical to the SSNEER Class Program.

ITEZ: 1 - LATE RECEIPT OF 6B82 CLASS MATERIAL

laterlal receipt, other than steel, is not occurring to
support scheduled manufacturing and installation efferts

on the SSNEJ0.

Present Action

The SSN69QO materiai receipt of shocp order 1ine items for
the week ensing Novemter 16, 1973 was 87 line items

As of November 16,

-,-3. 14,485 shop orce
have been orcered for the SSNSQO A tota

iire it
of 11,4

r
1

approximately 72.5% have been received.

11,100 of the 13,582 line items scheduled tc be received
have been received, resulting in a2 schecduls delinguency of

approximately 18%.

ACTION Action Recuired

Continue expaditing
and availabillty.

tesistance Racuired

rzcerial through receiz:, collectlion,

U]
KR
0"
g
o
]
S




GENERAL DYNAMICS
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G808/ ZHA/ S0P

Electric Boat Division

ITES 2 -

ACDION

Hyman

Victor

Grggory,a
B

o,

R¥ Forssell,
ZC Brolin,
ZJ Siskin,

Navember 21, 1972

MAYPCSER NCT AVAILASLE FOR SHIPBOARD WORK

Fannours are not being expended at the rate rerquired to

meet SSNSZ2 Class ships' schedules.
Present Astion

Seven (7) structurzl welders, that satisfactorily
completed their qualificaticn on November 19, 1973,
have been assigned to the manufacturing area.
Progress continues to be evident on the SSN69D:

Adéitilonal piping has been installed in the pipe banks
in the engine rocx: and reactor compartment.

Lagging of the przssurizer has been started.
Action Recuired
Continue to evaluate ship's progress and expeZite shipyard

nistallation trades based on ma»eria1 availavility and ship
readinﬂss

hkssess the impact of the texporary reduction of structural
welders znd support trades on the SSN6S2 Class construction
program,

tical items coes
he necessary

Very iz;}v yours,
j%%ii7 ,42L4¢//

Z. Aen“j Hyd n
SSNEZ2 Clag;

4/

zram Manager

L~"°.IP: o2
VSHIPS 0Q
LIRRO-Groton
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‘GENERAL DYNAMICS

\
Electric Boat Division
Easiesn Point Road, Grazon, Conneclicut 05340 « 203 448-5560

File No.:

Subject:

©38/807/ZHH/JDP December 1k, 1973
11688 Class Critical Iteas Letter No. 78

sdmiral H, G. Rickover, USN

.VSHIPS 08

Naval Ship Systems Command Headquarters

Navy Departm

Washington,
SIR:

ent
D. C. 20360

The following items are considered critical to the SSNB88 Class Program.

ITEN 1

- LATE RECEIPT OF 688 CLASS MATERIAL :

Material feceipt, other than steel, is not oécurring tb
support scheduled manufacturing and installatlon efforts
on the SSN690.

Present 'Action

The SSMN690 material receipt of shop order line items for
the week\ending December 7, 1973 was 10€ line items.

As of Deéember s 1973, 14,717 shop order line itens
have been ordered for the SSN690. A tctal of 11,834
or 81% have been recelved.

11,484 of the 13,887 line items scieduled to be recsived
nave been received, maintaining a schecdule delinquency of
17% comparad tc 18% last week.

Mr. L 1ulin, NAVSHIPS (2 B RELEASED 'WITHCUT PRIOR WRITTEN 1

ACTION Action Reguired
Yyman Continue expediting material through raceipt, cellection,
Painter and availabdbility. )
lctor .
(EB) Aszistance Required
Jone
- (3]
PEPP 2 TR ST % TAE FREEDOM
. . -~ ——. o IEFORMATION AT A5/03 07 ats s, T
de: AMr. i Forssell, HNAVSHIPS o2 \ITTED ON THE-CONDITICH TiAT (76 CORTERTS ¥ i
’ {9 SuB! i

1

(< ‘TO GENERAL

Mr. kg iiskin, NRRO-Groton DYNAMICS CORPORATION.

-1~
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. GENERAL DYNAMICS T ~‘,' : g'e‘q,eoym/’m,
. Electric Doat Dlwsmn . ;.' Decrmber 1u 1973

ITEM 2°'- MANPOWER NOT A\IAILABLr. FOR SHIPBOARD NORK T

{ PR

N . Manhours are not being expended at ‘the rate required to
meet SSN688 Class snips' schedules. .

Present Action

Fifteen (15) structural welders, that satisfactorily completed
thelr qualification on December: 10, 1973, have been assigned o
to the manmacturing area. ¥ :

he. welding of the upger tank, }:op plate.o
-‘tank 18 concimrlng
; ¥,

Action Required

5-..‘ n

ACTION T

}Lygan' P

Is5-progress d expélite. 1
Victor oo n*materia¥ gvailab: o
{ ‘iregory,R”
E3) - &

mporary reduet n oIy :
‘the SSN688 class%dnstruction T

General I anagcr ) A-‘WQ:N{ERCAI;—'\”

‘* THIS oocu-'.t.‘r 'c..w\s TR

e TIN GF SRR nw.a‘ucumwﬂ
~ei M M Parssell, + HAVSHIPS 08, O eanltiRen By ciSFoEAR,. 1 MK -
\ 2 Hr.. EC Bralin R NAVSHIPS c2- EXEMPT FROM DISGLDSURE M&RMP

CF INFORMATION ACJ AND/03 OTEER PP,
) COR!

TESUBMITTED_ ON 1




GENERAL DYNAMICS . | -

éElec‘t(.it: Boat Division °
Eastern Point Hosd, Grotan, Cunneciicut 06340 » 209 «o-mir

. - ~ € a Tt . -
e } 688/818/ZiH/JDP > Lo - - December 21, 1973
e D e '
Subject: “§SN683 Class” Critical Items Letter No. 79

Admirzl H. G. Rickover, U3SN .
NAVSHIPS 08 .

Naval Ship Systems Cczmané Headquarters
Nayy Department b :
Washingtan, D. C. 20360 .

51IR:. .

The foilowing items are considered critical to the SSX683 Class Program.

. LATE RECEIPT OF 688 CLASS MATERIAL

. . Material reéeipf&}other than steel,.is not occurring to
.-~ support scheduled manufacturing and installation efforts
- % * on the SSN690. o L - L

. Present Action ;-

As a result of expediting efforts, the overall material
- -+, -pecelpt delinquencies have been reduced to less than 15%.
PO "~ Tpis delinquency is manageable and will allow specific

’ - attention to be directed to those critical items that can
adversely affect schaduled manufacturing and installation .
efforts. D . T

Only scecific problem areas will be reported on this iten.

- Pipe Fittings and Valves

" A major effort is.continuing to expedite delivery of incone:,
monel, and CuXl butt weld fitliings anc ¥avy Standard Valves
to 810-2177525 required to support fzorization of the

service systems. To date, 84% of the S3i1630 rit
ave been received. Ta2 balance are estimated to Te rece

by 2/15/74. The initial shiprents of iavy Standard Valves 33
810-2177525 were made from Electiric Boal tvizina'a prime
source (ilorlan: ‘fool Comgpany ) Guring the week of 1::710/73.
An additional shipment is promised ror tne wee¥ n) 12/17/7
It is 2nticipated thakb 211 §S8ii630 reauirenents wii' be
satisfied by z/31/74. .

[0

cc: 4r. RM rorssell, NAVSHIPS 0O¢
“r. EC Brolin,  NAVZHIPS 03 . , R
ti. #J Siskin,  NRRO-Grotan : iR ¢ Jr THE FREEXC

: g £ G THE CoiolT UTES. iF

8L RELEASED &ITHCST FRIR v v "
DYNAMICS COSPORATION, -

W
-
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Electric Boat Division

ACTION

Hyman

Painter

Victor
(E8)

ITEM 2 -

Lecember 21, 1973

Engine Room Fre:h Waler/oult Wsatesr lhe-at kExchanger

The vendor's (Carrier Corporation) estimated shiprment cates
for the nheat
exchange.s have slipped from the original promised delivery
catz of C:iobor 1273 to the current estimated dairs of
2/15/74 (Zirst unit) and 2/23/74 (second unit). late
receipu c{ the heat exchangers will delay timely completion
the el NSNS syste~ in suprcrt of launch.
Electric Boat Division has assisted Carrlier Corporation by
providing critically needed raw materials where Carrier was
unable to obtain them within reasonable periods of time.
Procurement is closely monitoring vendor progress and
naintaining contact with the vendor's management to ensure
the earliest possible completion of the units.

Action Reguired

Continue expediting material throush receipt, collection,
and availability.

Assistanze Required

None

MANPOWER NOT AVAILABLE FOR SHIPBOARD WORK

Manhours are not being expended at the rate required to

" meet SSN688 Class ships' schedules.

Present Action

There are 162 additional egzuivalent structural welders assigne
to the SSN682 Class program, and more specifically the S3INEJ0,
than vere assigned on 14 September 1973, when str..uural welde
vere temporarily assigned ¢o other critical werk in the ship-
yard.

The present manning on the SSN690 is satisfactory for the
ship readiness condition and material avatila®ility

This item will no longer be reported unless the correcsive
action taken does not continue to achieve the Jesired rasuits.

Action Recuired

None < AND IS Py
EXEMPT £+

NS

Assistance Reauired

1S Sty -

None . [33 gﬂ“su "
- DYNAM
ec: HMe. Rid Forssell, HAVSHIP3 ¢2
ir, EC Brolin, HAVSHIPS Of M
Mr. EJ Siskin, 'RRO~Groton

-2-
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SENIRAL DYNAMICS
" Electric Boat Division

683/818/2ZHH/JDP

D2cember 21, 1573

The writer understands that the reporting of these critical iteins does
not relieve him of the responsibility of sceing that the necessay
corrective action is taken on these items.

Very truly yours,
Z o )
- 2. Henry HymAn

- SSN688 Clasg Program Manager

ipproves; lstel -,

J. D, Pierce T,
General Manager Sl N

ce: Mr. RM Forssell, NAVSHIPS 08
Mr. EC Brolin, NAVSHIPS 08
Mr. EJ Siskin, NRRO~Groton

THIS Bocuyeny ag
6R Findsic sy s

9 i$ PRIy
EXEMPT Far
'%F INFORMS;
suamTreE | . £7.)
BE RELEASED s oo THAT I
o5 RELES HHLUT Prprp weee o TS LORTENTS w1t w
BYhARIcS CGRPMH{,M""’R FRATER Norcr o cz'r"i?zr o
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SSN6BB Class Schedule Develooment

The schedules for the FY 70-72 SSN68B Class ships were designed to deliver seven
(7) ships from EBDiv's existing hulll‘le‘s with minicum new capital lnvul’mnt. The
principab: features of the schedule l‘-zrc: . .
V. Five.(5) month [intervais b;th.een the start fab dates of the ships to level
the worklosd in the stee! fabrication areas and preclude a capacity problem,
2, Four-and-one-half (‘:i) mnt‘h intervals h:lween,the vessel launch dates to
tevel the installation trade workloads, ’
3. Four (4) mcuth intervals between deliveries (dictated by RFP),
Following Contract Award on 1/8/71, a decision was made to accelerate the schedules
TTTORTBN TsRips By moving the launch dates s i’i-zé)’:e__k's' eariier. This was done tor
’ 1. lmprove E8Div's competitive pasition for the FY'73-74 awards.
2, 'A::elerne the start-up of steeltrade work to avert laying off welders and
shipfitters,
3, Provicde sdditicnal assurance of meeting the FY 70/72 contract schedules,
4, To maintain maximum “pressure' on the Design Agent who was delinquent to his
Oesign Schadule, A ’ ' ’
The objectives of the accelerated schedules were met throughout late 1371 and
early 1972. The steelwork progressed generally as scheduled, By mid-1972, however,
EBDIv began encountering technical probiems (partic;alarly in the nuclear srea) which
started to slow progress, A significant :omyfiuting factor was that Newport News heo
fallen far behind schedule on the SSHEB8 and EBDiv was encountering many of the technical
protglems before Newport News. Each time this oc:urre:{, delays were encountered whlle'
the Design Agent resolved the problem, ’

Throughout 1971 and until August 1972 the Design Agent rescheduled the Class Drawing
Issue Schedule repeatedly. These slippages did not::l:‘afem: great impact on the steelwork,
The protracted labor negotin;dns through the summer and fall of 1972 - during
vl a

. [ B Uoa?d
which tioe the shipyard waspnot-hraing - stalled 3%e steeltrades w-'w.'ag/pragram that

3 hagepaed’s
was required to meet the’\rising workioad. The s+rotrererys- buildup of the shipyard's
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braft - $SN6B3 Class Schedule Development - Page 2

overhaul and rezair werklscd in the hll of 1972 mposed 2 higher priority demand on
temiabie 1Y

the’(steellra es at the same time u (he 688 Class denunds were growing. To met
the overhaul and repair requnremenu. shnpf:uers lnd welders were transferred
from the 688 Class throughout the fall of 1972 and winter of 1973,

The SSN6YD, 652, and 654 schedules were pregressuvely slipped throughoul
the summer and fall of 1972 as actual progress continu:d to lag the published
schedutes,

The latest SSN690 schecdule is roughly equivalent to a follew-on SSN637. Class

ship s:hedule for the period from now to Launch - an exceede/eptmuun: schedule

s i e e e s ST
Pttt

J

wammmer— fOr-8-prototype shi

stats
‘I"he current status against the latest published schedules Is as follows:
SSN6GD approximately B-10 weeks delinquent s
. 692 approximately £-10 wecks delinquent
694 approximately 8 weeks delinquent
696 approximately © weeks delinquent
697 approximateiy 2 weeks delinquent

. These delinguancies are grn«mg at an average rate of two weeks per month

due to a lack of sufficient stecltrades manpcuer.

Lo _RECOVE L

What Must ke Dore to Recover ) . . R
The immediate needs of the program are additionsl welders and an effective

fl-mcut/subcomrau program to offset the mounting backliog of' delinquent work,

The‘ﬁ?r'ogr/m has gained little sdditional manpower ir:"lhe past six sonths and .

the farmout and subcontract programs have not had & significant impact to date.

tn the meantime, overtime should be used to the maximum extent possible,
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Drafy - SSN6BB Class fchedule Development - Psge 3

|"' Out look . -_ ..

The slippage of the steeltrades work will have a pronsunced impact on the installa-
tion trades, The installation trades will be ihe victins' of late drawing issuve; late
material identi'ficnlon. orderi}\g and re'celpti and poor €80iv m:hi';ae shop support due
to capacity problers (material, manpower, priority). Tbe: problems will be further

aggravated by late accomplishment of prerequisite structural work (decks, foundations,

etc.) due to the steeltrade delinguencies,
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- o New Construction Planning

. . 3 © o April 24, 1973/C8H =

‘ - ' o ¥

’ M =

i FACTORS THAT_HAVE IMPACTED THE 688 CLASS SCHEDULES ';-;

The 683 Class was worked on or ahead of schedule throughout the latter half of 1971 s §'
and first six (6) months of 1972. The shipyard's parformance to schedule began &
to deteriorste in July 1972, There were three basic factors that contributed to . T
the deterioration: Y

"1, The protracted labor negotiaticns which dragged on from July to October
resultad in low workar sorale and lower-than-norms! productivity,

2. The shipyard-refrained from hiring during the labor negotlations in spite
of the fact that the scheduled workload was rising.

3. The overhaul a;\d repair workload ross significantly in the fall of 1972
with the arrival of SSBNGI6 and SSN607, plus the growth of emergent work
“on SSNS71. ’

The impact of the decislion not to hire during the July=to=October 1972 pariod and
the growth In the Overhaul and Repair business during the fall of 1972 can be seen
in the attached chart. The 688 Class began to fall behind schedule In mid=1972 and
has contlinued to 3lip as the number of hours ded on the program has continved
to fall short of the program‘s manpower plan,

The 688 manpowsr problem has been particularly hampered by the large amount of structursl
work in the SSBN6I6 missile tube conversion. The 616 requirement fell on top of s 688
tlass structural workload that is expanding at the rate 7500 manhours psr month during
the period September 1972 through October 1973, The overhaul program requiremsnts

are continuing to gfow, continuing to be accorded tirst priority and continuing to

drain qualified welders from the 688 Class. A complicating facter has been that the
shipyard's requirements for pipe welders, structural inspectors and weider supervisors
are also rising and these requiremsnts are being filled from the ranks of the more
experiencad first class walders,

A shortage of machine shop capacity (prisarily attributable to & shortage of machinists
and overhaul ship priorities) has also impscted the 688 Class program, The protiem
is being alleviated through the farmout of machining operations, but the volume of
farmout to date has not been sufficient to make an apprecisble dent in the sccumulated
backlog of delinquent 683 Class work,
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SSN 690 CONSTRUCTION CONTRACT
'cOST PERFORMANCE REVIEW

AS OF 11/24/73 ) -

CHART #l. GENERAL COMMENT
2. KEY INDICATORS STATUS AND CHARTS
3. POTENTIAL PROBLEMS
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GENGRAL L SHENIS

Ti% OVERALL PICTURE FOR 5SHG690 I8 NOT IMPROVING. WITH . ..
SEPIBOER THE ONLY RECENT EXCEPTION, COSTS PER MONTH CONTINUE TO
RISE WHILE PROGRESS PROCEEDS AT A GEMERALLY STATIC RATE. :

IS VARIANCE BEIWEEN THE CURRENF BUDGET AND C.T.C. HAS WIDENED
CCUMPARED TO T PREVIOUS MONTH WITH THE GROVTH IN MANHOURS AND,
RELATED OVERIEAD THE PROME OFFENDER. ‘HIS MAIHOUR GROWTIL 1S

. THE MOGT SERIOUS PROBLEM AFFECTING SUCCESSFUL COWPLETION OF

SSIG90, EVEN AFTER EXCIUDING THE GROITH CAUSED BY CIANGES IN
CIARGING PATTERNS, UNEXPTAINED MAMICUR CHARGES HAVE AFFECTED
SSI690 SO ADVERSELY TIIAT OVERALL PERAFOIMANCE IS WORSE THAN
ANY SIP IN IECEHT YEARS (SEE PAGES 4 & 5).

T0 DATE 53.G7 OF THiI': TABOR AWD OVERI[EAD BUDGET HAS BEEN EXPENDED. .
AS

A MEAES OF REIATING ACTUAY IADOR EXPENDITURES TO ACTUAL SUIP PROGRESS
THE POLLGMING COMPARISIQIS ARE PROVIDED. . o
A

. mw-won PROGRESS TIGW 11/24/73 IS 60%. ACTUAL PROGRESS
13 4o.0%.

B. B/M COPLETIONS ARE S00 OF A TOTAL GF 4,490 IN THE MASTER
. (20,0h%) 1,628 ARE ACTIVE. GROUP COMPLETIONS ARE 85 orF
A TOIAL OF 3,369 Ii Til& MASTER (2.52%).

c. - Closed Out o . Cumilntive
: Viork Authorization, ~  Manhours Month's Performance
Hanhour Budgets Expended Increment To_Budget
Avg. - ' -— e 134.0%
Sept., 266,507 367,572 137.9%
oct, 269,195 » _ 103,937 160.3% 139.7%

Nov, 317,536 © 156,09 186.9% o 3.9

‘BtEedn] tnweei() pavey €3 3000 00100 200 LAOTI PO 04 100 [ RESISEI 0 1 SHIIPUEI DY) BO PRLITEGM B ||
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* Page 2

I. orc AALYSIS (Nov){IN DOLIARS, 000's OMITTED)
- - NOVEMBER ACTUALS

IABOR 1,045.1 860.9
o/H 1,193.9 N 951.3
MATERIAL 9h,2 NA .
. TOTAL | ,033.2 - :
II. ¢ &Mﬁt A £ . SEPT, OCT. NOV. .
‘Ig . ﬁﬁ*ﬁﬁni' %%}épﬁt?vmmmc ADJ.CAC. | 4TH Q.TOT, CUM.VAR, (OVER)/UNDER| EUDGET
IABOR 12,921.4 16,502.9 . - 29,464.3 29,331.3 ) Elsa.o
om . 132ore abed IR |Rlsd gt
TOTAL 752028 . B0.B67.9 UIT,‘OUG:‘% B, 9 s (17T327)
IIT. MAIN CAUSES OF VARIANCE # (000's OMITTED) . COMMENTS

Y

SSN 690 - KEY INDICATORS STATUS

NOVEMBER C,T.C.

DIRECT IABOR HOURS
APPLIED OVERHEAD
DIRECT IABOR RATE
MATERIAL

. VARJANCE (OVER)/UNDER

184.2
242.6
A

DJ
OVER ) /UNDER*

2h,805.8
R
:

Iy .
-

.7 hours.= $59.6

2,275.8 due primarily to increased

$(5,110.1 . Performance ahd'chnrging pattern chahges.
6,025 .8 1] ] . n " [}
© 59,6 D/L rate underrun of 3.0125 x 4746
(2,234.7)

Material increase of
" subcontracting and farmout estim

*(see page 5 for details)

MANIOURS PER PERCENT O

F PROGRESS (S/Y OPERATIONS ) - ADJUSTED FOR CHAR

september 1973
October 1973

November 1973

SSH 637 at Completion
SSN 650 at Completion
sSN 678 at Complcetion

MONTHLY INCREMENT
66,083 /11'6/% progress
67,339 M/H's/% progress
91,305 M/il's/% progress

OGRESS

ates.

GING PATTERN CHANGES**

5
53,156 u/H's/% progress

42,220 M/H'6/% progress

39,221 M/H's/% progress
32,218 M/H's/% progress

CUM = 1
50,3 H1s/4 progress
1,358 M/H's/% progress

COST PER_PERCENT OF PR
— - . § PER % PROGRESS

: BUDGET CUM, THRU 10/2 NOV. INCREMENT  CUM, THRU 11 2l UTH QTR, EST, A ;1
TOTAL 731,529 _U‘B‘l'Puz 79 3,506 FZ— 3 Big, 585 T Cott.
GROSS TABOR 2IB,058 * 303,071 RN 37 )
gxg%g?ﬁg Egg;ggg » 357,?1 615,3?5 369,836 327,413
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...... . , Puge 5
(( COST VARIANCE ANALYSIS
NOVEMEER 1973
85N 690-§00024-71-C-0268
" ADJUSTED - -
. BUDGET AS OF  4TH QUARTER - VARIANCE
. COST FACTORS . 11-24- C.T.C. = INCREASE
& T HOURS . . 'LETW'O')_, " .
$ BDIRECT IABOR RATES $4.8886 4.8761 . L0125 .
s BOVEREEAD RATES - 119.3105% 119.3417% _(.0312) %
bsT zLEMENTS . :
RECT OLLARS $23,204.9 $28,255.4 $§ 5,050.5
Jic TEREZAD DOLLARS 27,685.3 33,7 2 6,034.6
3 .ngzcr OVERTIME 1,239.2 418.2
? SPRECT SHIFT 61.7 887 9 (26.2;
g;z:‘mcm‘ MATERIAL "_20,661.2 (2,234.7
§§§s'mm'£ AT COMPLETION $73,152.9 $86,080.7 $(12,927.8)*
£§S
fis : : -
3s3 ' -
,[!gm.c'r IABOR HOURS . (Increase of 1048.0 @ su 8761  $( 5,110.1
‘¢ "§PPLIED OVERHEAD @ 119.3105% 6,096,
;5 §0ST I E TO DIRECT IABOR HOURS (11,207.05 -
228 . R . .
13 JIRECT IABOR RATES 746.7 RS, @ $.0125 59.6
£ 1 §PPLIED OVERHEAD 1g. 3105% 3.1
3 £ §OST DECREASE' Tonmcrmonmm .- _ .
' .
1, WVERHEAD PATE - INCREASE (.0312%) x $28,355.4° (8.8)
ii;b ECT IABCR - OVERTIME DECREASE . mB. .
f | PIRECT LAECR - SHIFT TNCREASE T (26.2)
gf IRTCT MATERIAL.. . . .. OO R €3 -J% .. 3 4 OO
B $(12,927.8)

-

ties thyt ity

£
:

OTAL COST VARIANCE

empt by

Overrun variance of $12 927,800 is understated since the Class budget
contains $11,642,000 more in escalation recovery than the 4th Quarter
C.T.C. estimate. A por-.ion of this $11 61.2 000 dii‘ference 1s attri-

butable to SSN. 690. .

9t s tudmitted on o condi

fomtial, It n comidy
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POTENTIAL PROBLEMS

THE Cm&ﬁIATIVE COST PER "AVERAGE" PERCENT OF PROGRESS FOR
THE PAST THREE MONTHS CONTINUES TO GROW AS SHOWN,

SEPTEMBER 1973  $819,932
OCTOBER 1973 . 828,479
HOVEMBER -~ 1973 851,117 .

CONTINUED GROWTH AT THIS AVERAGE.RATE INDICATES A POTENTIAL
COST INCREASE OF BETTER THAN 16% PER ANNUM (THRU SEPTEMBER

 1974) TO ACCOMPLISH ONE PERCENT PROGRESS, FURTHER, BASED

3,

mmins sqEidte e 20/pue 1y wenEWIO)Y)|
di0n A

UPON'ACTUAL RETURNS AND PROGRESS TO DATE IT IS APPARENT THAT
THE C.T.C., WILL CONTINUE TO GROW (SEE ITEM 1, PAGE 2). UNLESS
THIS TENDENCY IS REVERSED AND/OR PRODUCTIVITY IMPROVED TO
EXCEED SUCH GROWTH OR AT LEAST COINCIDE WITH IT, THE OUTLOOK
FOR SSN 6950 IS A SIGNIFICANT OVERRUN,

IABOR PERFORMANCE TO MANHOUR BUDGETS CONTINUES TO SHOW A
DETERIORATING TREND (SEE PAGE 1, ITEM 2.C). WHATEVER THE
REASON(S) (PRODUCTIVITY AND MATERIAL DELINQUENCIES ARE THE

_MOST FREQUENTLY MENTIONED) THERE IS NO DOUBT THAT SUCH

PERFORMANCE IS A PRIME CONTRIBUTOR TO THE COST GROWTH SHOVN
TN ITEM 1 ABOVE AND THE MANHOUR GROWTH SHOWN IN ITEM v..

I7 IS RECOMMENDED THAT PROGRAM MANAGEMENT INITIATE A
RECOVERY PROGRAM WITH THE LOGICAL STARTING POINT BEING
PROGRAM OFFICE REVIEW OF THE UPCOMING 1ST QUARTER 1974
COST TO COMPLETE FORECASTS.

‘800004107 THWEVA() 020087 8} FINE BELIMM .q.i

$ e 5q 100 | 10y wenp o) uo P ;meuy
. atgti 19 wWepsssy syl jo wemanid og) seped Limepsp -“n. 1wexe pesspiiued 1 ) ‘Envep
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GEMERAL DYNAMICS @

- MEMORANDUM
Electric Boat Division
To: Messrs. M. C. Curtis and Dete Januvary 14, 1974
J. D. Pierce
FROM: Z. Henry Hyman
FILE NO.:
SUBJECT: SSN688 Class Construction Program - Contract NObs 0268 -
Projected Cost at Completion
REFERENCE: :
Enclosures: (1) Order of Magnitude Profit & Loss - Based on Current Estimate

(2) SSN688 Class - lst Flight - Current Expenditures
(3) SSN688 Class - 1st Flight - Estimated Cost at Completion
{Total Division)
(4) SSN688 Class - 1st Flight - Comparison of Basic Budget and
Revised Budget
- (5) SSN690 - Comparison of Current Estimate and 4th Quarter
1973 CTC
SSN688 Class - 1st Flight - Current Estimate of Cost at
Completion - Shipyard/Machine Shop
(7) SSN690 - Current Estimate of Cost at Completion & Current
Expenditures - Shipyard/Machine Shop
(8) SSN688 Class - 2nd Flight Estimate
(9) Electric Boat Division Historical Overhead HeadCount

(6

Background

At the present time, studies are being accomplished by the following groups to
establish the projected cost at completion for the subject contract:

(a) The Corporate Oifice at the request of Mr. D. S. Lewis.

(b) Arthur Andersen & Company as a p.art of their review of the Electric
Boat Division's profit forecast.

(c) Industrial Engineering under the direction of Dr. D. A, Goldstein
at the request of Mr. M. C. Curtis

(d) Cost Engineering/Financial Analysis at the request of the SSN688 Class
Program Office. . .

To date, the only study that has been completed that I have seen is the study accomn-
plished by Cost Engineering/Financial Analysis. Ihave however participated in
discussions with both Dr, D. A, Goldstein and Mr. o P EMARENe study being
accomplished by Industrial Engin&%‘;ﬂ?ﬂ ,kalxt'%?%é,@ééi@zg%pbxsmnwu the early
part of this week. AUD IS PVI E°E2 01 (5 FEESTIEL 1T IS CONISIDERED ool
EAENPT F OM DSC 035 € UIIDEX THE PACVISIONS OF THE méz
OF 1;:FORMATION ACT A4DjOR OTAER APPLICASLE smmss.mJt
1S SUBMITTED it TrE C3HiCITION THAT 1S CONTENTS WILL
BE RELEASED WITHOUT PRIOR WRITTEN NOTICE T0 GENERAL

KB cazmzvIzies DYNAMICS CORPORATION.

P

53-461 0 - 87 -6



158

Messrs. Curtis/Pierce ~2= January 14, 1974

Summary

Enclosures (1) through (9) represents the results of the study accomplished by Cost
Engineering/Financial Analysis and their assessment of this contract. This
assessment will be discussed in detail in conjunction’with any required explanation

of the enclosures.

As you can see, enclosures (1) through (9) presents a very bleak picture. It is
important, however, for you to realize that this is essentially the same picture that
was presented in May and June of 1973 as part of the 2nd Flight estimate review. This
realization must be emphasized and re-emphasized because after having had a potential
problem identified, we, as a Company, chose a course of action that assurned that we
could overcome the problem and realize a successful program both in performance and
cost. I previously concurred in this course of action and today re-affirm that con-
currence, )

As Iindicated, there are four studies being accomplished. While the study accomplishe
by Cost Engineering/Financial Analysis is the only one completed, that I have seen, 1
am convinced that all of the studies when completed will not differ-significantly from
each other. Therefore, an assessment of the problems based on the Cost Engineering/
Financial Analysis study is considered worthwhile at this time in order to establish
some quantification of the problem. '

1 recommend that as the other studies are completed, that a comparison be made in
order to refine the magnitude of the problem. In any case, the corrective action
required, in my opinion, will not be significantly affected by differences in the results
of the studies. ,

The enclosures for the most part are self-explanatory. However, where necessary,
clarifying explanations will be provided.

The format of the enclosures are such that an assessment is possible of the identified
problems. I believe that a careful review of each of the enclosures will make the
implications of each of the enclosures quite clear. The areas that in my opinion are of
special significance are as follows:

(a) The major impact is the apparént scope growth and supervisory transfer
to direct charging. (The Supervisory impact is approaching 10%).

(b) The analysis assumes (and correctly so) that problems experienced on’
the SSN690 will not be transmitted to follow-ships.

(c) The analysis assumes that an assessment is made of production techniques,
as utilized on the SSN690 and where possible, positive action is taken to
prevent recurrence. THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL

OR FINANCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION

AND 1S PRIVILEGED OR CONFIDENTIAL. IT 1S CONSIDERED .
'EXEMPT FPOM DISCLOSURE UNCER THE PROVISICNS OF THE FREEDOM
OF INFORMATION ACT A%D/OR OTAER APPLICABLE STATUTES. IT

1S SUBIAITTED O THC CONDITION THAT 118 CONTENTS WILL NOT

BE RELEASED WITHOUT PRIDR WRITTEN NOTICE TO GENERAL )
DYNAMICS CORPORATION. *



Messrs. Curfis/Pierce -3- January 14, 1974

)
(e)

(f)

Discussion

/ The fact that we are faced with proble“\SEk? i?ﬂﬁk‘ml‘- Early identification of this
fact resulted from the efforts associaPIiMY

The analysis assumes that the deterioration in our performance caused
by new hires does not exceed current levels and at some point within
the next year or year and a half, it improves,

The analysis does not reflect any savings to be realized from
Productivity Programs that have been and are being planned for
implementation. oL
- *p CIMNERS
-ars TRACE SETTETS A 0' <~
The analysis is optimisti ‘i‘?&\?\gﬁ%%m“m of thé Biﬂs»&ggiﬁé.’ﬁmmmm{ze
the impact of the identifi %Do{gq&}ama ci(n At n.;lLElL lévio\os‘s SF THE FREEDOM
s i E3 TRE PAOVISIC:
EXEMPT :;,\%o?i +CF hip/ 07 OTrES APPLASLE STATUTER. ngn
OF ILFORMATIO: \T.ON THAT F15 COWIENTS WILL

AITTED O THE CU
Is SUEAIES ollmom pA10R WRITTEN NOTICE T0 GENERAL

(2]

PN

Al

JiPh

e development of the estimate for

the 2nd flight of ships. Early identification of our problems has to be considered an

advantage.

To date we have only expended approximately 17% of the total manhours

in the original basic estimated manhours.

The task we face is an improvement in performance. ‘To meet the 1974 Plan, we must
reduce the projected manhour expenditures by approximately 4, 500, 000 manhours, if
the Cost Engineering/Financial Analysis estimate for the cost-at-completion is used
as the base. This task may be different when the other study results are available;
however, as indicated previously, I do not believe that the magnitude of the task is
going to vary significantly. Improvement in the material area is also going to be

necessary,

J

particularly with regard to our subcontract and farmout programs.

I am not yet ready to throw in the sponge and admit that disaster has to be a reality.

I am convinced that there are others throughout Electric Boat Division of the same
mind. Iam, however, firmly convinced that now has to be the time. Time is
creeping up on us day by day. Promises of the future have to be realities of today.
T=he program must be turned around no=w!

Suggestions For Improvement

1 have attempted to be objective in assessing the analysis provided by Cost Engineering/
Financial Analysis. In doing so, various suggestions for improvements came to my
mind. I am positive, that when collectively the entire Division addresses itself to our

. problem, that many more and probably better suggestions will surface. The suggestions
that come immediately to my mind are as follows: -

(a)

There must be a change in attitude towards the SSN688 Class Program.

We must recognize that we are fighting for. our existence. If we do not
solve this problem in the next year, some of our present management will
be unemployed and those remaining will spend the next eight years

fighting for their lives. When one considers the potential profit contri-
bution of the SSN688 Class program to the Division's and Corporation’s
overall profit, we must be No. 1, and not 2nd, 3rd or 4th. How this
message is communicated by you to your staff, and they to their respective
subordinates, is one of the most pressing questions facing us.
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Messrs, Curtis/Pierce -4- January 14, 1974

(b)

(<)

{d)

(e)

(f)

- people is mandator

There has to be a reduction in the number of learners assigned and working
on the SSN688 Class Program. This should not be a goal for the future,
but there must be a positive pragram implemented immediately to

change the balance of skill-mix ratios throughout the shipyard in favor

of the SSN688/Class Program,

P

*Scope reduction actions such as the Producibility and Design Improvement

programs must be expanded, The results of pending discussions between
NAVSHIPS and the SSN688 Class Program Office have to be carefully
evaluated to determine the course of action for Electric Boat Division.
Indications are that the Design Agent {(Newport News) may not be able to,
or may not want to, respond so that Electric Boat Division can realize
the maximum benefits from these programs. It may be necessary to
implement these programs within Electric Boat Division. This

decision, however, must be based on firm data as regards real savings,
rather than just a desire to do it the Electric Boat way.

Industrial Engineering efforts must be concentrated on that activity for
which it was established initially, namely, reducing costs. Those
areas that come to my mind are as follows:

(1) Assure maximum utilization of automatic equipment.

(2) Implementation of those ideas that have been proven their effective~
ness such as crew loading and where possible expand these
concepts. What was accomplished in twp weeks by crew loading on
the cylinders used for the keel laying of the SSN696 is an example of
what can be accomplished.

(3) Continue and expand improvements in setting up a production capa-
bility throughout Electric Boat Division for three SSN688's a year.
This capability is mandatory if we are going to come anywhere close t«
the present schedules for the 2nd Flight.

A schedule must be developed and issued immediately to the shipyard for
guidance and direction of their production efforts. Without a achedule,

the shipyard is hampered in their efforts to effectively allocate their
available manpower resources. The schedule must be the tightest possible
without being hopeless to achieve by the shipyard.

A positive manpower control plan should be developed. Manpower should !
assigned to the SSN688 Class program by name, rank and serial number.
a program would facilitate checking to insure that the right people are
assigned and retained on the program.’ The development of teams of

|to ina’:..\ $ A mﬁrﬁmﬁimmmm to ship and
also to insure that &m&w \BERE ﬁm%m[mtmamtvemmmlh ship.
AND 1S PRIVILEGED OR € NARENTIAL. 1T 1S COI-!?!DEREDH FREEDOM
EXEMPT FROM DISCLUSURE GIITER THE PROVISIOES OF THE "
OF INFORMATION ACT A%ND/OR OTaER A?PLI?.’\CL.P. STATUTES. o .
IS SUBMITTED ON THE CONDITION THAT 1TS CONTENTS WILL NOT.
BE RELEASED WITHOUT PRIOR WRITIEN NOTICE TO GENERAL .
DYNAMICS CORPORATIOR. =
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Meassra. Curtis/Pierce -5- Janvary 14, 1974

(g) Most frequently, shipyard manhour improvements are discussed.
Recognizing the magnitude of our problem, I feel that a close look
has to be made of all SSN688 Class manhours. Over 20% of the total
manhours that will be expended will be expended by departments
other than the shipyard.

(h}) The present procedures in effect for evaluating the impact of changes
initiated by the Design Agent (Newport News) should be carefully re-
viewed to insure that Electric Boat Division realizes the maximum

v price adjustment for each change. Additionally, a plan should be
developed to insure that the proper groundwork is established to support
_any "claim'' action that may be appropriate for Electric Boat Division
to initiate. I have an outline for such a plan that I intend to discuss with
you in the next week or so.

(i) A realistic assessment is necessary for all of the Productivity Improvement
and other improvement programs contemplated and these savings reflected
. in all of the study results. For the past year, the cost-to-complete
forecasts have only increased. Identification of improvement programs,
resulted in the increased manhours to implement and manage the program,
but little or no savings reflected in the cost-at-completion of the SSN688
Class Program.

I have to admit that for the most part the above suggestions have been talked about
before and are not new. This fact, however, does not diminish the need for imple-
menting these suggestions nor any others that are developed as we look closer at our
problem. It is noteworthy to me that there does not appear to be any one single action
which will solve the problem. The problem can only be solved by reducing costs
wherever we can in everything that we do on the SSN688 Class program.

Last but not least is our overhead costs. A review of enclosure (9) indicates that an
expansion of overhead headcount can be realized without exceeding the established
overhead ceiling level. It be must clearly understood by all, that overhead costs can
adversely impact the SSN688 Class Program. Discipline must be exercised to insure
that overhead costs are not allowed to become a problem during 1974 and subsequent
years.

/ ‘/L /._- 77
Z. Henry Hyman
SSN688 Class Program Manager

ZHH:MR

MENT CONTAINS TRADE SECRETS AND COMMERICAL
L';ISFIE{%‘({.IAL INFORMATION OF GENERAL DYNAMICS CORPORATION
AND IS PRIVILEGED OR CORFIDENTIAL. mis .CONS.IMRED ¢ FREEOON
EXEMPT FROM DISCLOSURE» UNDER THE P;'!OV.AS‘I’O?\S OF TH o
OF INFORMATION ACT AND/OR OTHER APFLICAULE STATUTEt. ot
1S SUBMITTED ON THE COXEITION THAT TS COMIENTS WIL
BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL

DYNAMICS CORPORATION.
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ORDER OF MAGNITUDE PXL BASED ON CURRENT ESTIMATE

s ‘ HOURS
Basic Bid 7 Ships Estimated C 27,039
Supervision ost a’ogg $452,758
Scope Increase ) ?
Fotential Productivity e bSTL - $h9,924
Farmout 1’ 5og)
' 31,610

Rate
Overhead 116. I . .
‘Direct Lsbor $5.1a$ ?f‘l"" (7,828)

Shift & Overtime (2,739)

Material Cost Increases
Farnout
Farrnout Preaiums . 16,383
Spent $L,81
. »013
Forecast 3,187 18,466
2

Other Overrun
“Spent L
Forecast $6 :g'?i

SUB-TOTAL ‘
» $ 74,206

TOTAL ESTIMATE AT COMPLETION : $526,%
52! 13

Ceiling Price - N '
, . $501,548

Profit(loss)* ’
. _ $(25,416)

#Does not include any im
0 pact of schedule slippage beyond T
An additional 6 month per ship slip would eda $l3,5%>’0,000*:ie:§2 :sui:s"s'

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
OR FINANCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION
Enclosure 1 AND IS PRIVILEGED OR CONFIDENTIAL IT 1S CONSIDERED

1-1k-74 FYERPT FROM DISCLOSUZE UNGER THE PROVISIONS OF THE FREEDOM
OF INFORMATION ACT A:D/0R OTHER APPLIZABLE STATUTES. 14
IS SUBMITTED O ThE CoxDITION THAT ITS CONTENTS WiLL NOT
S& RELEASED WITHOLT PRIOR WRITTEN NOTICE TO GENERAL

DYIAMICS CORPURATION.
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SSKé88 ¢
LASS 1ST

F
EXPEVDITURIS 10 DATE

ComTTTED
COMMITTED
Lbor Do
M.ater:ad $ 21"398 _Q‘;T.AL_
Overt 1-?11 26,823 $136,5% $
me & Shift 123)120 160;0’-&9 157 :991;
1,081 51,580 186,872
6,317 174,700
TOTAL . 7,398
HOUE 354,542
URS 526,964
612 26,508
0,7
31,610
UMENT CONTRINS {RADE SECRETS AND COMMERICAL
NARCIAL \NFORMA OF CENERAL DYHAMICS CORPORATION
AND 1S PRIVILEGED OR CORACEMT! 1 1S CONSIDERED
EXEMPT F |SCLOSURE UHDER T PROVISICNS THE FREEDOM
OF INFORMATION ACT AND/CR OTH APPLISAEY qutes. 1T,
S SUBNITIED ON T ONEVTIO) s WiLL NOT
¢ RELEASE JITHOUT PRIOR OTICE TO GEN
DYNAM\@ CORPO! .

Enclosure 2°
1-2h-7h
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Cost at Completion First Flight 688

Total Division lowrs (X 1000)

Cost Engineering ‘1974 Plan

Shipyg.::élia.:_hjn: Shop 27,6105 22,46
ontr 2 00.0) . 2
Subcontrac (1,500.0) - (2:203:3)
VWelding Engineering ('2’7 2'9) ( "
. ~0- . , 13.5)
Total 558508 CRGICE
orocus 25, 5 © 20,151.0
exent ’
Production 2 1.1
Pro Control 168.6 el
IQC 536-0 ;ggg
Maintenance . 5002 ' 500:8
) ‘.’t:gustrial Engineering 3';;.2 .2
Fngineering -2 ggg g
Eng . 1,013.0 1,013.0
Comptroller 228 99:8
Security " 8.
g&s;? anager 133.3 101;.2
. 0.b
r;;term Control ‘ é??,'ﬁ '572'3
anning ’ : 3¢8.0
gflding Engineering Bg'g 303
Subcontract Administratior; ’ 1,u3-8 1’1hé§,:2
Miscellaneous Charges 100.5 <
' . , 1.2
Sub T . |
ub Total ' 31,610.2 - 25,99.3
Contracts 0 .
- -0- 60.6
‘Total
To 31,802 26,055.9.

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
OR FINANCIAL INFORMATION OF GENERAL DYNAMICS COR_PQ_R_AT!ON

. AND IS PRIVILEGED OR COFIDENTIAL. 1T 1S CONSIDERED .
EXEMPT FROM DISCLOSULE UKDER THE PRCVIZIONS OF THE FREEDOM
OF INFORMATION ACT AND/OR OVRER APPLICA SJATUTES. IT
1S SUBMITTED ON THE COLDITION TART VTS COZERTS WILL NOT.

£E RELEASED WITHOUT PRIOR WRITIEN NOTICE T0 GENERAL
DY:AMICS CORPORATION. .
?

Enclosure 3

1/15/7%
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St WRITTEN NOTICE Ad,jus?:ments Budget Hours at Completion (Over) Under Thru Nov. 19’

DYNAMICS CORPORATIO e ATOOH
EOL Mechine Shop "1,767.0 1,074.1 39L.6
EO2 _Shipyard 20,398.3 L . 19,190. 4 2,619.3

Sub_Total- 22.165.3 1,477.3 23,612.6 20,26h%,5 3,318.1 3,213.9
EO7 Production Control : 5049, 1
E29 Material Control 368.0
E32_ Plenning 360.5

Sub Total 863.9 61.b 925.3 1,277.6 (352.3) 39, -
EO8  Hanagewent Engineering z - L (1) .
E18 Industrial Relations 125.0 - 125,0 10k4.6 20.4 4.1
E12 Maintenance & Construction 77 7 1.5 79.2 78.7 .5 19.4
EO5 Procurement - - 168.9 (188.9) 59.3
Bl3 Industrial Engincering 3oo 0 8.6 348.6 333.5 15.1 125.2
E21 5SHG38 Class Program Mgut. 53.0 (9.7) 43.3 50.b (7.1) 25.3
E2]_Radiolopgical Control 34.8 (3.2) 3L.6 72.3 (ho0.7) 7.1

Total 23,619.7 _ 1,575.9 25,195.0 22,370.6 2,825.0 3,8049.4
E3L Quality Assurance 1,503.2 (7.4) 1,495.8 1,167.2 28.6 336.3
El5 Engincering : 982.3 48,6 1,030.9 1,013.0 17. 151.2
E10 Iuclear Construction & chnir 349.8 12,6 362.4 536.0 (.173.6) 2k,9
Ell lluclear«Quality Control 71,0 - k71,0 500.8 (29.8) 125.7
El6 HNuclear Engincering & Design 102.6 3.1 105.7 99.8 5.9 59.7
E23 Contracts . 10.5 - 10.5 60.6 (50.1) 65.0
E37 Program Mgr. Reserve - (61.0) (61.0) 1,951.6 (2,012,6) -
E17 Comptroller - 8. . 8.7 . .7

All Other - .2 (.2) 1.5

Sub_Total 5,637.9

Grand Total 27,039.1  1,580.6 28,619.7 28,008,5, 611,2 4,612.4

Profit Revicw Adjustments 1974 Plan : R
R - ol (1,952.5)

Profit Review Total 1974 Plan 27,119.7 26,056.0 *

*This is the manhour number uged in the 1974 plan which produces $28,894%,000 profit

Enclosure 4’
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|
Enclosure "L" reguires thz following explanation:

The adjustuents are the resilis of change orders issued to date and
changes to charging patterns such as supervisory transfer to direct
charging and functions reassigrned between departreants. This revised
budzat has not teen adjusted downward for fermout. The eaclosure was
prepared to ascertain from en estirating point of view what the revised
budzet should be to nmake it consistent with the origiral besic budget.
Since the farwout is 2pproxinately 1.7 rmillion mennhours of Shipyard
lcbor, it can be seen that elinminating the adjustzeat for the super-
visory transfer and the farmout would bring the Shipyard manhour budget
in line with the Lih Quariter C-T-C. The reason for pointing this out
is that whean tie supervision was transferred to direct charging, E3
steted that this would be accomplished without an increase in the pre-

viously issued pudzets. This goal is yet to be accomplished.

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
OR FINANCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION
AND IS PRIVILEGED OR CONFIDENTIAL. IT 1S CONSIDERED
EXEMPT FROM DISCLOSUKE UNGER THE PROVISIONS OF THE FREEDOM
OF INFORIATION ACT AND/OR OTHER APPLICAZLE STATUTES. IT
IS SUBMITTED ON THE CONDITION THAT ITS-CONTENTS WILL NOT

: BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL
DYNAMICS CORPORATION.

/14 /7%
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Division Comverison for SS!N530

Shipyard/Machine Shop
Subeontract
Suo Total

Procurerent
Production Control
HCR

QC

Maintenance
Industrizl Enginsering
WAC

Engipeering

=D '

Cozptroller
Security

Prograa Manager
RADCOXM

Hateria2l Control
Planning

WW2lding Engineering
Qc

Subcontract Adninistration

Miscellaneous Charges
Reserve

Sud Total
Contracts

Total¥

*Unadjusted for farmou

R L4th Quarter Actuals
Cost Engineering CTC 11[30{13
4,643.9 3,856.3 1,636.1
(127) - -
L,516.9 . 3,8%.3 1,636.1
ik, 6 188.9 59.7
31.1 31.1 26.6
105.2 105.2 23.9
99.0 93.0 €3.6
12.0 12.0 8.3
100.6 100.6 78.2
281.8 231.8 23%.5
345.5 3u45.5 13%.9
63.1 63.1 55.5
6.0 2.1 .2
13.6 13.6 3.1
23.9 23.9 21.1
15.5 12.3 3.1
54.3 52.5 15.7
€3.8 63.8 29.3
28.1 - -
262.0 225.7 130.0
12.7 - -
- .8 1.0
- 250.3 -
6,173.7 5,729.5 2,530.8
- 53.6 59.9
6,179.7 : 5,763.1 2,5¢0.7

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
OR FINANCIAL 1HFORMATION OF GENERAL DYNAMICS CORPORATION -
AND 1S PTIVILEGED OX COXFIDENTIAL IT IS CONSIDERED
EXEMPT FROM DISCLOSULE USP.ER THE PRCVISIC:S OF THE FREEDOM
... OF INFORMATION ACT AND/OR OTHER APPLICALLE STATUTES. IT
“13 SUDMITTED ON ThE CONDITION THAT TS CORTENTS WILL NOT
i [ PE'E3LED WITHOUT PRIOR WRITTEN NOTICE TO GENERALlosure 5

FTLALISS CO.PLATION, YA/
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%’Z’%f " /vlz:,,, Olsigy ,,,:.‘ o leg Jetion for First Flite 688
T Mgy Jggggﬁgwchme Shop liours_(X 1000)
€€ g GZ‘? g, T M
Basé Estimote L,189.2 3,937.8 3,797.9 3,701.6 3,628.7 3,570.0
Production Problems* 104.0 18.0 13.0 10.0 6.0 6.0
Prorates 112.4
| Sub Total © GE05.6  3,985.C 3,010.9 3, 71.6 3,634.7 3,576.0
Miz Locs 38,3 184.3 - 175.9 1h0.7 105.5 70.3
. Total®r L,603.9  Eim.I 3,968 3,8%.3  370.2 55,3
Original Estimatc 3,517.3 3,266.3 ‘3,178.la 3,116.7 3,060.2 3,018.7
Verionce 1,126.6 877.8 808.4 735.6 680.0 627.6
Supervisorsxrx 286.1
Scope X% 288.4
Mix Loss 105.5

Subcontract hos not been rcmoved.

699 Total
3,521.6
6.0 163
3,527-6
70.3 989.3

35979 27,0115
3,007.7 22,165.3
590..2 - 5,5k6.2
2,093.0

2,201.1

1,152.1

*Prodiictinn problems were not fo'rcrnst. on work not started in the systems accounts. Problems may well occur
oc they have on the structursl accounts. .

»*Unadjusted for farmout
+**Included in Bose Estimote

~

891
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620 Shipyard/Machine Shop

To Date

630 Spent to Date

. . Cost Enzineering 11/30/73
Original Estimate 3,517.3 . 1,251.6
Supervisors 345.2 68.5
Scope 330.3 132.0
Mix Loss - Attrition 233.3 80.0
Production Problems 104.0 ’ 104.0
One half Saip Learning 108.8 -0-

Total# L[,663.5 1,636.1

*Unadjusted for farmout

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL

OR FINANCIAL INFORMATION DF GENERAL DYNAMICS CORPORATION
AND IS PRIVILECED OR COMFIDENTIAL. 1T IS CONSIDERED

EXEMPT FROM DiSCLOSURE UNDER THE PROVISIONS OF THE FREEDOM
OF INFORMATION ACT AND/OR OTHER APPLICASLE STATUTES. IT

1S SUBMITTED Oil THE CONDITION THAT ITS CONTENTS WILL NOT

BE RELEASED AVITHOUT PRIOR WRITTEN NOTKCE TO GENERAL
DYNAMICS CORPORATION.

Enclosure 7
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Second Fliznt 623 Istimate

699 700 699 .01
1lst Qtr. 1573 Estimate Cost Engineerir Budget
cl'c .
Machine Shop . 231.2 2L6.0
Shizyard 2,625.9 3,062.5

Sub Total 2,657.1 3,308.5 3,597.9  3,009.3

August Scope c- 189.3 - -
Sud Total 2,357.1 3,497.8 3,597.9 3,009.3
-Msterial Control 3L.6 32.6 kg.3 33.5
Production Couirol 56.2 186.8 21.9 16.5
WAC 4.9 k2.5
Mainbtenance 10.8 T 12.8 10.8 12.8
Indusirizl Enginesring 39.9 €6.5 30.4 35.3
Engineering 107.1 143.5 106.5 128.9
Procurerent - 87.5 10.0 6.0
KCR ko L 50.1 70.0 69.1
Qe . 63.6 82.5 63.8 87.0
. NED 5.9 3Lk 5.8 13.5
Security 15.1 32.0 15.1 32.0
Prograa Mansger 3.7 7.0 3.7 5.4

Contracts 1.5 - - C-
RADCTYN 9.2 10.4 15.5 10.3
Qc 1838.% 211.6 208.6 207.5
Plonaing _ 12.1 7.1 35.7 12.8
Comasrollor - - 6.0 5.2
Sub Total 3,BLL L h,l;79.6 ‘4,255.9 3.727.3
Miscellaneous - - - - 50.1

Prozraz Reserve 62.5 - - -
Total# 3,505.9 5, 173.% §,255.9 7.0

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL

OR FIMAKCIAL IRFORMATION OF GENERAL DYNAMICS CORPORATION
#Unadiv fa & AND IS PRIVILEGED 02 COTFILENTIAL: IT IS CONSILERED

U..LJLSFed Harmony EXEMPT FRO TISCLOSUEE ULISER THE PROVISIONS OF THE FREEDOM

OF IKFORMATION ACT AXD/CR OTHER APPLICABLE STATUTES. IT

IS SUGMITTED ON TiE CONDITION THAT ITS COATENTS WILL NOT

BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL -

DY::AMICS CORPORATION.

Enclosure 8
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H. E. Boyd

15 July 197 )/&\

-~

ELECTRIC BOAT PROBLEM AREAS

1. New Construction
Zew Gonstruction

\/. *  Trend charts presented to you last week indicate performance has
gotten progressively worse during the first half of 1974. This is
occurring during a period of all-out.cost reduction efiort as a result

' of Corporate review of 1 February 1974,

Review on individual cost saving projects indicates high potential from
the pilot programs; however, returns from the various units under con-
struction do not reflect improvements over the long run (repeat units
under yard conditions).

' This could be caused by:

a. Failure to get acceptance of the jtem by yard supervision (do'the
supervisors understand how to implement the program? ).

wrotion ond it prwiiedged or coufl-
A ond/or other applicoble ristwem.

llhu‘-mdnmm‘muhlhm_ﬂmhh-ﬂmw&mwuj-—dﬂmt-m

b. Some programs will not adapt to yard conditions.

Personnel are being shifted {rom job to job and not being utilized
on repeats of the same operation, thereby elifminating normal
learning.

2
o

4, Worker attitudes and morale, both in the yard and administrative
areas, are not good,

o! Gonerel Dynamucs ©
Frosdem of Informetic

The above are generalities but have been noted in varying degrees on
trips to the yard .

2, Overhauls

Overhauls that have been in the yard long periods (571, 607, 616 and 619)
became behind schedule for various reasons and are not improving although
they are receiving maximum management attention. The above overhauls
were negotiated during a period of stable manpower and followed a trend of

underruns (642 and 656).

Recent overhaul inputs (667 and 671) were approached in a very orderly
fashion such as heavy preplanning, early material acquisition and proper
loading of the ship upon arrival - getting components out and in the hands

. of vendors, thereby limiting equipment shortages when reassembling the
ships. These two ships are nearing 50% completion and are holding schedule

and cost, .

L KT BB sdmnvk ol v sRLRIGH INTRIRI UGS

1t from dhslosurs undes the provisiems of the

585 was approached ina manner similar to 667 and 671, but is a much older
ship and only time will tell if the approach will work on all ships.
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INTER-OFFICE MEMO Memo No. HEB-74-127
10 July 1974

‘GENERAL DYNAMICS

To: Max Golden
From; - H. E. Boyd
Subject: Electric Boat Shipyard Performance

Attachments: i’erformnce-‘l‘o-'rargets Charts
- January - June 1974

The attached charts (extracted from Electric Boat Shipyard Weekly Management
Report dated 29 June 1974) indicate the following:

Performance to Tirget )
Con THE WAYS )

1. New Construction: An increase in composite performance from

131% to 142% in the first two quarters of 1974, .

2, Overhauls: A performance that has been extremely unstable but follow-
ing @ trend of increasing cost - 144% at the beginning of 1974 to 185%
at the June 1974 accounting close-out.

CorF THE WAYS SHoF5c0x )

3. Manufacturing: Performance has not moved drastically and has shown

an improvem<ent of 2% during 1974 (133% in January to 131% in June).

4. Nuclear: Nuclear has shown a downward trend for most of the year
resulting in a significant drop (174% to 153% in June).

5, Test: Performance is very unstable on a short run but is trending down-
ward (slightly), The year started at 135% and closed in June at 129%,

Rawo;k
" These charts are intended to‘xeﬂcct rework in the nrious. categories.
New construction rework looks normal and is on an improving trend,
Overhaul rework trending down to 4% (or less) is factual using accounting
data but does not seem to fit the present situation on overhauls. A com-

parison of rework charged on SSN-685 and SSN-571, both of which are
undergoing essentially the same type work, indicate the following:
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Page 2
Memo No. HEB-74-127
10 July 1974

Rework - contd.

SSN-5T1 Less than 4% rework.
SSN-685 In excess of 20% rework.

This appears to be a condition in which rework on SSN-571 §s being
charged to the basic overhaul and not being segregated as a separate

entity,
This will be checked our thoroughly on my next trip to Electric Boat.

’ ' w &.
. . erE. Boyd

/mec
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OR FI"'ACIAL It:FORMATION OF GE'ESY. m.mWUNICAHON 7 / ¢
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R o AT A PLICKBLE STATUTES.

GF 1..FORMRTION ACT A'iD/OR OTHER AP
- S SUBMITTED ON THE CONDITION THAT ITS CONTENTS WILL KOT . .
SE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL ) JULY 30, 1974

DYNAMICS CORPORATION,
SUBJECT: GENERAL DYNAMICS - ELECTRIC BOAT DIVISION ~

o On Thursday, July 11, 1974, Bill Weldon, Dick Boyle apd- - .
I visited Electric Boat and met with Art Barton, controller, to be """~
brought up-to-date on the various programs in progress at Electric
Boat and the results of operations to date for the year ending
December 31, 197;. .The major items discussed were as follows:

The 688 Program - - nem

We have hed serious reservetions about how well the

- Company is going to do on this contract, and therefore convinced

them not to book any profit on the contract at December 31, 1973

since based on their current estimates to complete, they would realize
a low profit margin, This decision was based on the fact that the
contract is a very long (eight years) contract and only a small per-
centage of work had been performed to date. Also, the lead sbhip has
pot been completed and therefore the division did not have any bistory
which they could point to to show that they were going to successfully
build these ships.

4 nhd

P T

Art indicated that this program has encountered additional
problems during 1974. A guideline he pointed out which they use to
measure progress is the number of man-hours required to complete 1%
of the ship., He indicated that during 1973 it was taking approximately
120,000 man=-hours to complete each percent of the ship. In 1974, this
level dropped to about 60,000 man-hours per each percent of physical
completion, however, to bring the contract in at e profitable level
the man-hours are going to have to be further reduced to epproximately
30 to 35,000 man-hours per percent of completion. It should be pointed
out that this was the first time Art has indicated to us any negative
feeling toward this .contract and in the past has always felt that the
contract was going to be very profitable and although there appeared
to be significent problems on the front end, in the engd result these
problems would be ironed out. We are startlng our preliminary audit
at Eleotric Boat in October for this year's sudit and will be looking
very closely at this contrect and the results to date to determine if
a loss reserve is required on this contrect. .

Overhead Ceiling Agreement

The May, 1974 financial statements indicated the division
would overrun their overhead ceiling,which was agreed to in 1972 in
a contract with the Navy by spproximately $1.4 million. This ceiling
overrun will result in & cost disallowance and therefore these cosis

would not be collected from the government. Art indicated that they
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OR FAINAXOIAL IRFORMATION-OF CE-.ESAL DY;.AMICS COZPORATION

ARD IS PIVV EGED 0:t CO" FIDB®IL 1T IS CONSIDERED
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y IS SUBMITTEU 0.4 Ti.E CORDIT.ON THAT TS CONIENTS WILL ROT .

have reassessedgdhriorerinand PRGddit GONSLE P chUpiMay financial

statements 'erenm“éopmrgg Teality the celling overrun at a

minipum, would be from 3-1/ to 4 million dollers this year based

on the current overhead estimates. He elso pointed out that he

has had lengthy discussions with the General Dynamics Corporate

office concerning this overbead agreement and has indicated to thenm

that unless they remegotiate this contract they could wind up with__ _.

a potential disallowance 6f overhesd during 1974 of es high as 12

to 13 million dollars. Obviously, this is the outside 1imit of ihe

disallowance, however, 1t 1llustrates the magnitude of the prodlem

for the divigion. The conclusion reached by the Corporate office - "~

and the personnel from Electric Boat was that they will epproach - :

the Navy end try to amend the contract to include an escallation

clause which will ellow them to recover the inflationary factor

included in the overhesd. Art indicated that these discussions

have not staerted to date, however, they will be in the very near

future, . . > . et e T e . RN

Quons ett Point

During late 1973, Electric Boat started negotiating with
the State of Rhode Island to acquire additional space at the Quons ett
Point Naval Station in Rhode Island. The negotiations on this space
have proceeded very well and Electric Boat currently has personnel at
the site comstructing components to be shipped down to the shipyard
in Groton. The lease negotiated with the State of Rhode Island was
very favorable and should be very bemeficial to the Division should
they be awarded the Trident contract (Trident contract wvas subsequently
awarded to E.B. for $285 million) which will be discussed later. The
finapcing has been nearly solidiffed and the State of Rhode Island
will provide most of the finmancing. Also, the government is going to
furnish a large portion of the machinery and equipment which will be
required to manufacture submarinpe components at that site. This will
be very beneficial to Electric Boet since the lead times for new
capital equipment are very long. Art appeared to be very pleased
with the way things bave developed at Quonssett Point.

Fipanciael Results for 1974

From a review of the May financial statements the Division
is approximately on budget in regard to sales, however, are signifi-
cantly under budget at the net income line., This results prisarily
from additional cost overruns on the ovérhaul contracts which are
CPIF contracts and since the contracts are in an overrun position
are at{ the mininum fee of approximately 2 to 3 percenmt. Also the
costs incurred on the 688 contract have not beem up to budgeted
amounts, however, this 1s Just a timing difference as to when the
cost will be incurred.

It was elso noted that contracts in progress have risen
significently and are currently approximately $30 million greater
than budgeted. We inquired of Art as to the reason for this signifi-
cant increase end he indicated that this was primarily due to the
physical percentage of completion on the boats not keeping pace with
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very favorable on the 688 contrect. !

Trident Program .. .. - —~ - e e e meeeee
iesi.-- - The negotiations for the Trident contract have been completed

in the 1last couple of weeks and Art is expecting an apnouncement that

* the contract has been ewarded to Eleciric Boat. (Contract for $285

million was awarded during week of July 22nd)., Also, Newport News has

negotieted for the frident contract, however, it heas been the feeling
of people &t Electric Boat and also other sources that Newport News

was not really interested in building the Trident sibce they are

having significant problems with 688 boats currently under construction.

Art ipdiceted the terms of the Trident contract were more favorable than

the 688 contract and therefore he would hope that it would be e very

profiteble contract should it be ewarded to Electric Boat. One of the

prime factors in negotiating the Trident ccntract was the fact that

Electric Boat has & very significant workload at the current time and

was eble to take a stronger position with respect to various terms

in the contract.. Lo - .o

New Regional Data Center

¥e inquired of Art as to the status of the conversion to
the pew regional data center which will be located in Groton, and
how the conversion from the Univece equipment to the new IBM equip-
ment wag progressing. Art gaid that he was not persopally involved
in this conversion since this was a Corporate project and Corporate
‘people would be handling all the details. However, he d4id express
concern that they had problems at times with data coming from tbe
computers and sometimes tapes are erased in error or the wrong file
is run end they have to recreate date which is needed by the financial
department. Dick pointed out that in our EDP-107 review during Octo-
ber 1973, items such as lack of header labels on certain tapes were
poted and presumably these problems ere being ironed out during the
conversion to the new equipment. We-also indicated we would be doing
another EDP review in connection with this year's sudit and would be
locking et items of this nature. .

Art said thet he would investigate to the extent he could
to determine why header labels were not used since this directly
affected his department and cavsed long delays for them when errors
were made at the data center.

Avenel

During 1974, the fipancisl and operating control of Avenel
have been transferred to the Electric Boat Division. Avenel is e
plapt in New Jersey which manufactures primerily motors for the
perine markets. These motors are wsed in construction of the sub-
marines at Electric Boat and therefore Corporate felt it was sppropriate
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to transfer Control of this division to the personnel at Electric

Boat. The division has had significant problems in the past, and

large loss reserves were set up &t the end of 1973 to provide for
losses on contreets ip-house st that time, 2ero gross margin has

been booked at this division during 1974, and Art indicated that

until they were sure whether the coptracts in~house would be
profiteble, they would not start booking any gross margin. Various
" people from Electric Boat have vipited Avenel to determine what - -
some of the problems are and Roland Plante has been designated to -~
heed up the financial reporting of Avenel. The division will be ... .
taking & physical inventory probably at the end of August, and we
indicated that we would 1like to observe this inventory and also --
it would give me a chence to visit the plant and gee exactly what
the operation ie 1iXxe., . . . . oL

1974 Audit Scope

. ‘We told Art that we have been in contact with St. Louis, N
and they have indicated they want us to do another full eudit at
Electric Boat this year as opposed to a high-spot review which has
beer done in some prior yesrs. The scope will be approximately
the same as in 1973, however, we will bde reevaluating the internal
control and the fipencial reporting of the division and altering our
scope accordingly. We also told Art that in conmection with this
year's sudit, we would be using AUDEX and audit through the computer
on certain applications rather than around 1t as we have had to do
in the past. Art appeared to be very excited adbout this end was
glad to heer thet we would be echieving better control and have more
asgurance that data was being processed properly by the computer.

We dbriefly explained to Art the concepts of AUDEX and told bim we
would like to get started at an early date on this project since it
wes ipperative that we understand the processing routines and tech-
niques for the applications we will be looking at, Bill apd I had
previously discussed this matter and had copcluded that we should
concentrate our AUDEX work in the payroll area in connection with
the 197, audit since the division has approrximately 17,000 to 18,000
employees, and the distribution of this payroll to the various con-
tiracts is an extremely complex process. Although we would be starting
the audit in October, we would want to get started on the AUDEX appli-
cations at an earlier date. Art indicated that we should coordinate
the sudit with Chuck Kruse, manager of general accounting, and-Joe
Conti, audit liaison, and that we should also contact Jack Currie,
director of corporste internal audit, to arrange to meet with the
data processing people and get the AUDEX work started, Roland
Plente will be coordinating the effort on Avenel and we ahoulg ;o?-
W, w should be on that division,

e ammearr
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“"M%%ﬁ“our return .from Groton od July 11, Bill Weldon

and I called Terry Lengfelder, audit pertner on General Dag
nics

in St. Louls, and discussed the 688 contract with hip ungyrelayed
the comments received from Art Barton, :

cec: Mr, T. Lengfelder-St,Louis
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SUBJECT: GENERAL ﬁYKAHICS CORPORATION

ELESTRIC BOAT DIVISION SULMMLRY OF OPERATIONS

Electric Bost Division of Genersl Dynmemice Corporation
Croton, Conpecticut with te priee manufecturing opera-
tbet locetion. The Divisicn e&lso hes grpufacsturing
Quopset Point, Rbode Island ard Avnell, kew Jersey
tithough these tvo locetiorns ere not a meteriel portion cf the
pivisfion's operations., Duripg 1973 the Divisiop received epprozizsately
ope-third ¢f its revepues {ror pepufecturing mevr subzeripes fcr the
U.S. Nevy, approzimetely one-third from overhaul and repair of subdb-
garipes which heve been builti either by the Electric Bost Divigion or
other majcr meanufacturere of eubmarines ip the United States and
apprexicately one-third froc engiceering and desigr cortrecis fer

the U.S. Nevy. During 1974 e larger percentsge of the Divisior's
revenues wvill be from nev conetruction contracts becsuse large coptracts
were received for the mapufacture of eignteen (18) 688 class subnerines
duripg 1972 and 1973, hovever, tbe overbeul progrer end the engineering
coptrasts will still de ap irportant part of the Division's opersationrs,

Tne

i loceted ir
jonz also at
operations at

surmerites the Divieior's operatiorne by
i.e., nev eonstruction, overbsul

The folloving memo
the three major lines of business,
end epgipesring contracts.

Ner Conctructier Coptrects

puring the last three years, the Divisior bes hed three
malor ner copstruction coptrecte, <Tne oldest ccptrect teipg fer
the construction of four submarines of the 637 class, Thie coztrazt
for $50,000,000 was & fixed price incentive cortrect whick vee subd-
stantially cocpleted at the end of 1972 vith the lest Post being
delivered during 1973, The coptrest terre includel e one zililicn
doller delivery imcentive per boet for or tixe delivery. This
{pcentive vas earned on all bosts.

Another major coptract vas for one boet of the 665 slass,

whiech was & proto-type bost and the only one of its claes.

The pripe objective
Quiet sudbcarine which

This boat Till be delivered

gales price op this contrast was $118,000,000.
ip building thies doat wes to wake @& guper

could not be readily traced uplervater,

The
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during late 197{, The vontract was & fixed price incentive ecoptract
end sudbstantisal cost overruns were fnourred as a result of cost over-
Tuns by & sudboontractor on the propulsion unit. Electrie Bost was
successful in renegotiating the contract terms to receive 100%
reizbursement for these overruns by Genersl Electric, Although cost
overruns have been Sncurred on thie oontract, Electric Boat will
still make a profit of approxizstely $6,000,000 op thie contract
assuning there are no additional cost overruns.

The largest contract ever avarded to the Division 18 for
the construction of efghteen 688 clese sudmeripes, Thie contract
was avarded in two pieces, the fist being avarded during the latter
part of 1972 when an eavard vae made for 7 of the submerines and the
rereining eleven were avarded during the lestter peart of 1973, The
firet boet to de delivered upder thi{s coptrect ie scheduled for
delivery ip June of 1975. Deliveries under this contract ¥ill
continue to be rade until delivery of the eighteernih bost in 1921,
The tctal estipeted sell price on this cortract is $1,50C,000,000
ané will represent s significant portion of the Division's volune
through 1981, As of Decender 31, 1972 the Divieion €44 not recogrize
apy profit on the 688 contrect since the orly costs incurred were
prirerily for materials ané only & nocinal amourt of lsbor haé deexs
incurred, Total estimeted direct labor bours on this contract are
60-65,000,000, As of Japuary 1, 1973 the Divisficn etarted recognizing
profit or thie cortract op the percentage of corpletior bacis and as
of Decerber 31, 1973 bed recognized epproximately 26,000,000 of préfit.
¥hen AR&Co. performed the autit as of December 31, 1973, 1t was evident
that the contract wae not progressing as well as the Division had
planned,. The Division wae eotill profecting a profit on the contract,
hovever, the estimated profit at cocpletion had declined fror the
prior yeer and aleo the Division wee not geking the progress they had
hoped for on thie ship, Because the Divisien was not making the progress
originally plenned and when looked et 4in totel, the progress war still
limited vith the following percentages of oozpietion In each cf the
aress - kateriel (  £); Ladbor ( £) and Overbeed ( %), ve felt
it would be prudent not to recognize any profit on this contrect for
the year ending Decenmbder 31, 1973, bowever, we ¢4¢ agree thet essuning
the contract appeared to be {p & profitedle positicn ae of Decerder 31,
1974 the gross margin ocould be recogniced over the Tereining life of
the contrect starting on Jenuary 1, 1974, Sufficient progrees eshould
be zmede on the lend ship by December 31, 1974 to give & goot indicstion
of how well the Division i going to do on the contract.

-
The 666 contrect i{s a cost plus incentive contrect with
70/30 shareline, 1.e,, any overruns over the estimated target cost
will be shared with the Nevy on an 70/30 basie, Electric Boet receiv-
ing 70% reimbursepent for these coet overruns up to the ceiling cost,
eny overruns in excess of the ceiling cost will be absorded 1005 by
Electric Boet, THIS DCCUMENT CONTAIS TRADE SECRE COMMEC'AL
D
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I JpAxMBTCINATONe met with Art Barton, Controller of ./
Electric Boat Division, to discuss the progress deing mede on the
688 contract end he indicated the work was mot progressing as well
as planned and that the Division etill had to eignificently Smprove
their perforrance if the Division was going tc make a ressonebdble
returr on this contract. One {pdicator thet the Division i¢ not
progressing according to plan on this coptract.is that the dalance
of governmernt contracte in progress on the belance sheet ie
epprozimstely $30 x51lion dollers greater than the originel budgeted
epount ar of June 30, 1974, This significant {ncrease over the
tudgeted amount for goveranment contracts in progress results from
the physicel percentage of oompletion on the contracts not keeping
pace with the rate of cost inmcurrence orn the contract. Billings
are rendered to the government baeed on the physicel percentage of
corpletion and pot in reletion to the actual rate that costs are
incurred, .

DCCUE
]

M P';Vl E£00
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The Divieion started recognicing profit on this ocontract
on Japuary 1, 1974 end has eontinued to recognize profit on e per-
centage of cormpletion bapis throughout the year, Totel estiwated
profit to be recognized for this coniract for the year 1974 is
spproximately $9,000,000, AA&Co, will be reviewing this contrect
very closely to determipe If 1t f{e prudent to recognige profit at
Decerber 31, 1974 based on the progress that ies being made on the
contract apé totel estimeted costs to be incurred.,

During July of 1974 the Divieion wes also evarded a major
eontract for $2£5 million to copetruct the lead ship of the Trident
olass of sudbzerines, Thie submarine will be & super quiet subcerine
ané %411 be approximstely doudle the cize of the subzerinee of the
688 olm6s5. The 688 olass was already sudstentfelly lerger than any
previous sudbzeripe built by the U,S., The tercs of the Trifent
contract are coneidered much better thanm the 688 oontrect becsuse
they proviée for better progress peynents and alsc the spreed betveen
the target costs and the maximur sllowadle cosie or ceiling costs
{s greater, Kowvever, the contract s still s Cost Plus Incertive
contrect and {f the Divieion overruns the target costs by & sudbstantiel
amount, they could ealeo have s prodblem on thie contrast., Construction
on this contract ies Just starting es of July 31, 1974 end the only
costs incurred to date have beep for materiels vith long leed times
which the Division scquired bdecause they were mlmost assured of
recelving the contract,

Overheul Program

The overbaul prograr represents major overhsuls to submarines
after they have been in use for a epecific number cof houre and prior
t0 1973, the subnarine overbaul prograr at Electric Boat bad been
very profiteble for the Division, The boate ere brought into the
yerd and given e complete overhaul which restores ther to "like ne¥"
condition, These contracte are cost plus incentive fee contracts
end therefore the Division cemnot lose money on them unleses the cost
disallovances exceed the minimuz fee (ueually three or.four persent)
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spelled out ip the econtrect. Although the Divisicon &3 practioally
guaranteed of making at least & minor profit or these ocoptracts,
the return on investment {s very poor 1f these contrscts are at
tbe minipun fee 1 any cost disallovances,

These overhauls usually take frox one to two yerrs and "7
four boats can be overbauled at one tize. It {s an exseptional
- case wvhen an overhsul} takes an excesr of tvo ysars, Although the )
Division has resliced very good rates of return on these ecntracts- -
priot to 1973, the prograr hed s sSgnificant downturn during 1973
ené nov the Division is etruggling to stay sbove the minizun fee
o3 these oontracts., A further discuselon of these provliecs will be
®made in the prodlems section of this memo., The Division 1s slmost
assured of ocontinued work {n the overhaul area since with the large
sucber of submarines currently $n the U,S., Fleet thers fs barely -
ehvugh capacity in the shipyards throughout the country to bandle
the overbeul work,

Ingineering Contracts

In addition to the mev conetruction and overheul contracts
the Division receives from the Navy, they also receive many contracts
frox the Kevy for design of mev sudbrarines and new oonponents to be
used in sudmarines, These ocontractis are usually cost plus fixed fee
and therefore the Division is aesuref of weking e profit on these
oontrecte unless the oost disallovances exceed the fixed feae to be
received on the contract. The Division should continue to receive
substential work in the enginesring area since they have a major pool
of very experienced engineers and apparently do very good work in this
ares for the Navy, .

Problems of the Division

Tbe msfor provlen of the Division at this time has to de
the 688 contract apd the uncertainties surrounding whetner the
Division will be adle to meke a profit oo the contrect, When the
contract was negotiated the Divisior 418 not have e large becklog
sné therefore aocepted certain terms whick were not as feavorable as
on prior contracts, For example, the scheduled payrents by the
Kavy were not as favorabdle as in prior years thus resulting ip a
lerger portion of the Divisfon's capital beiug tied up in amounts
reteined on the sontracts, Also, the difference between the target
cost and the celling cost under the contract was very small and
therefore the Division would be sbsording 100% of any costs overruns
{f the ooniraot was overrun by more than approximately 52. Apother
prodles with this contract whieh the Division personnel indicated
bas been sudbatantially solved was thet the design on this dost was
done by Kevport Nevs and therefore the Divisfon wes not working vith
plans thichmtere Geveloped by their own people, This created prodlenms
E IS DOCUMENT CONTAING TRADE SECRETS AND COMMERCIAL
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. The Division acaepted contraats on tvo older sudmarines
and vhen they started repairing them found them to de

in dissstercus condition and therefore have tied up

the yard and not slloved for normal flow of overhauls

into and out of the program,  The prize doat which h

caused this prodblem is the Nautilus which was the -7 .=

firat nuclear sudmarine conetructed, This boat vas ™=

originally schedule for delivery during 1973, hovever,

it 18 still in the yard and will not be delivered until

at least late 197;i. At the present time the Division

i{s transferring soze of thelr best people to the 37 .

Nautilus contrast in an effort to get it out of the yard

and let the vork start flowing at & normal pace sgain,

As scon ss thess fev overbaul contracte with e low margia’™ -

and with the big unknown prodlems are completed, the

Division should be able tc start earning & reasonadle

return on the overhaul contresots again,
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Overhead Ceiling Agreement

During 1972 Rleatric Boat entered an agreement with tae
Navy for the years 1972 torough 1975 wheredby the amount of over-
_hesad vaioh could be applied to contraots would be limited, This
was done because the Navy was putting a lot of preseurs on the
Division to cut overhead expenses since the Division 1s 100%
government contracts and all overhead costs are applied to these
contraste. The overhead ceiling agreepent limite the overbead dased
on & given forsula which is related to direo? lador hours incurred,
The Division has not been sble to reduce overhead as mueh as
originally anticipated and therefore this agreement will result ia
substantial cost disallowvances starting in 1974 unless the ocontract
can be renegotiated, The estimated cost disallovance under this
agreenment for 1974 is currently between §10 and 33.5 million and
could be significantly higher per discussions with Art Bartonm,
The Division is ettempting to renegotiate the terms of the agreenent
with the Navy and hopefully will gain asome relief from the contract.
The prime factor vhich has caused coste to exceed the ceiling agreement
is inflation. The overhead agreexend 4id not provide & faator for
inflation, hovever, the entire ecomomy is ourrently experiencing &
very rapid inorease in coet due to:this faotor, -

Aotivity Level at the Division ’ ’ '

. Because of the 688 contract and now the Trident contrset,
the Division has experienced tremendous pressure from space resirie-
tions eince the yard 1s physically not largs enough to handle thise
subatential increase i{im vorklosd, A major capital improvesment
prograa vas started during 1973 and sontinues 1nto 1974 vith estimated
expenditures for 1974 of approxinmstely 3100 nillfon, This signifioent
inorease in sotivity has ocaused the Division to inorease thelr vork -
force from approximately 12,000-18,000 personnel and thie ezpaneion
of the work force has caueed many prodlems as previocusly :dindicated
in the: digoussion of the overhaul prcgram, Training costs bave gone




during the early stages of the lead ship howvever, theae prodlens
appear to have subsided, Another significant fastor {n thais

contract vhioh is still unknown 1s the effects of inflation, The
contzaot has an escaldtion olause in it whereby materials and labor
sre escalated Dased on an index indicated on the sontract, This
index represents an average for cost inoreases of shityazds taroughout
the United States and is time phased over the tarz of tha ccairact,
If the costs of Zleotris Boat were %o increase at toe same rate as
the average of all other shipyards in the United States and the ---
tiping of costs on the ocontracts vwere {ncurred precisely in acsord-
ance vith the estimate as cutlined in the contrsct, ‘hen the Division

would not suffer from escalation on the contract except to the extent
Sinoce there 1s still & sudstantisl partion

overhend :53t3 fazrsased,
of he 1203%3 to ds i{a3urred, 1t is pot known whether the escalaticn
fazsc>8 711l de a 3ignifizant Item 13 generatiag or reducing profit

on this contract,

. Zhe biggest problem sith the contract has “een the iack of
phyaical progres-~s 22 %he boat3, Art Bartcn indiza‘ed the Diviston
e3%inated the total man hours per perzentezs of completian on sach
boat wTould have to de reduced to betveen 30 and 210 thousand pan
Soura, A% %the present %ime, i3e ran houra jer physical percentage
of completion s running at adout 60 thousand man hours and unless
tais Duster can be reduced, the Division will be in trcudle on the
contract asd could sustaln cubstantial losses, Espsfully, dy
Dezesder 31, 1974 “he Divisicn will have made some progres=s in *his
area and ve will de Detter adle to avaluate the ul*imate sutsome on

the sontrace,

: The prodlans ¥ith the overhaul contracts ¥:ish haeve resulted
ina the Judsiantial decline {n profit from these zonirasta during 1973
and continue <o piague the Divisinn during 1974 ere as follows:

1, The Division had very good coat exzerience on the contracts
coapleted during 1372 aad therefors zhen bdids vere oade
for contrects to be vorked. on 1a 1973 and 1574, they were

SRBgmzeg
m s =3
55%’:;::-; willing to accept a tightsr =margin for srror siace iuey
GFTEE<XS vere ocnfident <hey 3ould =caplete <ie work on these
ga‘fx‘g' LSS  contracts on a timely tasis and witain the budgated
£Ee0-mo 2 2mount, fCertain of these Hudgats vere toos tight and
g; . pé’é‘ the Civision has azperisnced sost overruns co ths contracts,
gg Q'gz The cost overruns rasulted not only from the budgets deing
B - = very tigot but %the faoc% that sany of the experienced
g persoponel vith the Division were taxen off the overhaul

0
o

program and put on the new 683 contract sinee this was

going to Ve the most significent contraot for the Division
Less experienced pecple
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up and also the pool of skilled vorkers has practically been depleted,
The Division has recently entered a contreot with the State of Rhode
Island to start menufaocturing sudzmarine components at the Quonset
_ Point Naval Alr Station in Rhode Island, eince that feoility ves -
6losed by the Navy in recent years, This new facility {s ourreantly
projecting to utilise detween tvo and five thousand exployees and e
has opened up & nev pool of skilled lador for the Diviasion eince -i . .
they can hire the skilled people wvho worked at the ¥aval Alr Station, -
The Divielon is curreatly transferring people to Quonset Point and
is conduoting & vigorous hiring campeign to get these pecple started
construoting components to bde shipped to Groton and installed in the
sudbs, The sudstantial {norease in volume and the corresponding addi-
tional personnel required along vith the space restriotions will
continue to de s prodles for the Division throughouts the 1970's,

t

In summary, tic majoP prodleme of the Division -rof

1. The laok of ﬁhyliatl progress on the 688 prograa and
potential cost overruns on the contrast

2. The poor performance on the overliaul contracts and the
necessity to get this program back on strean and
generating profits for the Division ' -

3. The space restriotions
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GENERAL DYNAMICS ’ MEMORANDUM
Electric Boat Division

™ J,D, Pierce : b July 24, 1974
mom: M. McIntyre

FILE NO.} . IRATION

€ FREEDOM

C* THL £C i
= € THE o0 £T 173 CONTERTS WiLL KOT
BE RELEASED VW.THUT PRIOR WAITILH NJTICE TO CENERAL
DYRAMICS CORPORATION.

SUBECY:  Shipyard Suggestions

"REFERENCE:

1. Job Placement by track record and experience rather than computer -
Pick or selection by educational or social background.

2. Product Line - change or modify to provide beginning to end re-
sponsibility by trade. This ensures material getting to ship
in time and permits quick adjustment of manpower to suit the
greatest need, be it manufacturing at one point, installation

" the next. :

3. Machine Shop- take some action to improve schedule discipline
and performance rather than hope it will improve. Farm out
those items now for the next ships that held up construction
on the 690. i.e. bolted hull valves, in-line valves. Consider
merging Production Control and Operations in machine shop under

- one head; this gives complete control and responsibility to one
man, eliminating all excuses.

- / a, Scheduling- Schedule manufacturing to earliest possible ship need
B -rather than scheduling the ship construction to suit machine
- shop dates. Early in 688 program, manufacturing was re-scheduled
: three or four times merely to reduce delinquencies at that point
in time. Past management realized years ago that the span from
. M completion to Group start should be increased to twelve weeks
- to insure orderly material handling, grouping and have material
ready for ship need. This was done on 37 class programs since
then, in the name of lessening delinquencies, this span has been
reduced from twelve weeks to eight weeks to four weeks. The
result of above makes the ship wait for material and on key itecs,
now the span from shop to ship is one day.

5. Planning - return trade planmning and expediting to the trades.
Present planning and expediting is virtually non-existant. Trade
planners appear to be restrained from truthful reporting because
the truth may reflect badly on other areas of planning or material
control.

6. Production gggineerinz - in many cases a duplication of what Dept
460 used to do. Place oneé in each trade department reperting to
the trade superintendent for closer cooperation and effective
.results, .

RSN SN JORIPIE & JRR 1/1 << .
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7. Work Measurement- appears to be a large department duplicating

9

.

budget depariment minus thirty percent. In most cases this de-

. partment made up of people transferred from trades to work measure-

ment because they could not make budget and are now setting tar-
gets below budget. If work measurement must exist, place one in
each trade department to work closely, in a practical effort with
the trade superintendent. . - -

" Man ower- it would appear that we are manning to a false base
or cost

to complete rather than menning to ships' need. Very-
difficult to understand reports of 250 too many welders when
ships' need reflects a need for 250 additicnal welders.
Presently, manpower shortage is major in the steel trades; /
however, as steel trades improve, I am sure installation man-
power needs will become major &lso.

Dept. 460 Design- presently handcuffed by Program Office due to
fear of Hemﬁg from ND Plans. Best submarine designers in
the country have been reduced to clerks writing LAR's to Newport
News rather than solving problems and getting jobs moving.

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL

OR FINAMCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION

AND IS PRIVILEGED OR CONFIDENTIAL. IT IS CONSIOERED

EXEMPT FROM DISCLOSURE UNDER THE PROVISIONS OF THE FREEDOM
. OF INFORMATION ACT AND/OR OTHER APPLICABLE STATUTES. T

IS SUBMTTED ON THE CONDITION THAT IS CONTENTS WILL NOT

BE RELEASED WITMQUT PRICR WRITTEN KOTICE T0 GENERAL

DYNANKS CORPORATION,
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GENERAL DYNAMICS MEMORANDUM
Electric Boat Division

vo: Mr. J. D. Pierce b July 22, 1574
FROM: T. Pescatello
FILE NO.:

susieet:  Recommendations to Accelerate SSN 688 Program

REFERENCE:

1., Hull Assembly, Hull Erection and Hull Penetrations
should be combined into one department under a .
superintendent who has the experience 1n these areas,
the aggressiveness and decisiveness to run the job
and the foresight or planning ebility to properly
set priorities and sequence the operation. The
Hull Superintendent should have direct control over
all the trades involved in putting a hull tegether.
He should not have to rely on other product line
trades for support because at present there is little
cross product line cooperation. There now exists
conflicts between Hull ‘Assembly and Hull Erection Jue
to .the fact that the Hull Erection Department is
tending to lose sight of the boats beyond the SSK 632.
SSH 654 and SSN 6G6 are dying natural deaths because
of the lack of foresight in the Hull Erection Denar:-
ment. Completed hull assemblies are just sitting on
Ways B and 9 waiting for the erection butts to be
made. More hull assemblies are being completed with
no room on the Ways to land these cylinders., A tour
through the SSN 654 would further emphasize the
graveyard, rather than shipyard, appearance and
performance that exists. What is urgently needed
is increased coordination bétween Hull Assembly and
Hull Erection, coordination that can only be found
when one superintendent is running the operation.

In addition to the increased coordination that would
result from the one hull department there would alsc
be increased flexibility and increased effectiveness
and utilization of the trades. The superintendent
would be able to more effectively crewload high
priority Jobs. 1In ordinary terms he would have the
ability "to put out the fires" in order to get back
into normal operation. The point must be emohasized
that the hull superintendent must have the direct
control over all the trades (shipfitters, welders,
grinders, burners, carpenters and erectors) that are
involved in his end product.

' EGED OR COI'FIDENTIAL 4T 1S CONS!DERED

EXENPT FA0M DISCLOSURE UNDER THE PROYISIONS OF THE FREEDOM

OF 1::FORMATION ACT AXD/OR OFHER APPLICABLE STATUTES. IT

IS SUBMITTED ON THE CONDITION THAT TS CONTENTS WILL NOT

BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL

DYNAMICS CORPORATION.
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J. D. Pierce -2 - July 23, 1374

Subject: Recommendations to Accelerate SSN 658 Prcgram

2.

TENTS WILL NOT

BE RELEASED WITHOUT PRIOR WRITTEN NOTICE-TO GENERAL

DYNAMICS CORPORATION.

SIOKS OF THE FREEDOM
SABLE STATUTES. IT

EIAL DYN'AMICS CORPORATION

o
P EGED OR CONFIDENTIAL IT IS CONSIDERED

MPT F.OM DISC.OSURE UNDER THE PLOVI
UF 1..FORMATION ACT AND/OR OTHER APPL
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OR FI"ACIAL INFORMATION OF GE!
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Industrial Engineering, Dept. 634, should be elimin-
ated as they serve no constructive function. They

have been of no help whatsoever to the Hull Assembly
Area. The general consensus of shipyard supervisory
personnel concerning these "industrial engineers

is "who needs them?" . However, for job security reasons,
very few people, if anyone at all, feel that they can:.
state this fact to higher management. If the function
of Department 634 is to measure work and progress then
they should have the people qualified to do so. They
should not have to rely on the arees supervisors to

do this work for them. /At present the area supervisor
must evaluate each of his jobs for these "industrial
engineers" and all Department 634 then does is color

in the progress and tell the area supervisor how many
hours he earned during the past week. It seems that
the biggest decision Department 634 has to make each
week is what color pencil to use. Department 634

does not sugport Operations, rather Operations supports
Department 634, And Hull Assembly Operaticns has
enough work to support without supgorting a non-constructive
department. Secondly, Department 34 personnel cause &
morale problem within the ranks of shipyard personnel.
The trades people notice Department 63U personnel doing
practically nothing and getting paid good salaries.
Elimination of Department 634 is one of the best cost

_reduction items available to Electric Beat Division.

Production Engineering, Dept. 353, is another depart-

ment that has been instrumental in employing non-ccnstructive
people. Hull construction procedures, which are a

product of Department 293, are actually made by Operaticns
people. These hull construction procedures have been

in existence since the early sixties and have not

changed since. Why do we need these people to gen-

erate all their paperwork? We already have enough

paper to sink the whole SSN 688 Class.

The Planning Departments with their Production centrol
have been very effective in the quantities of cherts,
graphs and tables they draw that serve no obvious
purpose other than to present at Task Force or Key
Events meetings to Jjustify their department's existence.
These charts, graphs, etc. are only another thermcmeter
in addition to those thermometers generated by Depart-

- ment 63%. We don't need more thermometers to tell us

how quickly we're dying; we need hypodermics to get

us out of our deathbed. If Production Control is to

be of any use it must be under the direction of the

area superintendents. We need expeditors to gel the
materials required by the trades to do their job.

Steel, not paperwork and talk, are needed to build ships.
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Mr. J. D. Pierce -3 - July 23, 1574

Subject: Recommendations to Accelerate SSN 688 Program

-4, (continued)

Right now all we're getting from the Planning Depart-
ments 1s a high-priced self-criticism with no realistic
solutions. No arm-chair quarterback ever won a fooiball
game. We have too many administrators and not enough
people who get the job done. Too many people are .
being misused. They are sitting behind desks where ° -
they could better be used on the line. :

The head counter who supposedly measures productivity
should be eliminated. This measure is both unfair

and unrealistic and is Waste of more money. We don't
need monitors to tell us to keep busy. We are presently
doing the best we can with the resources we have to
work with today. A head counter is not going to make
any area produce more than it is already producing.

If increased productivity’'is our goal then let us

have more people so we can keep them at their Jjob

site rather than sending them to other sites where v//
their services are needed and where enroute they are
counted as non-productive.

In general, the division is over-organized and too
complex to work effectively. There are too many
"companies” within Electric Boat Division and each
"company" is looking out for its own interests.
Too many overlaps of effort exist, so really, no
one is in charge or accountable.

- E.SCe ‘.[’.
.T. Pescatello
qul Assembly Superintendent

TP/ js .
THIS DOCUME:T CO; TAIS TRADE SEC:E:3 A:D CONMMERICAL
OR FINANCIAL i:FORMATION OF GEE-A; LY“AMICS COUPORATION
AND IS PRIVILEGED O:. CO:"AZEXTIAL. T 1S CONSICERED
EXEMPT FROM DiSCLOSULE UNCER THE PROVISIONS OF THE FREEDOM .
OF INFORMATION ACT AND/OR OTHER APPLICAGLE STATUTES. IT
1S SUGMITTED ON THE CONDITION THAT [TS CONTERTS WILL NOT
BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL
DYNARLIICS CORPORATION.
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MEMORANDUM
Electric Boat Division
T0: . Mr. J. D, Pierce Dete .
FROM: A. M. 3Barton
FILE NO.:
SUBECT: Division Profit and Cash Flow Outloock
REFERENCE:
Enclosure: Special Study dsted August 2, 1974

Over the pest few months, I have become increasingly concerned sbout our future
outlook. Since the profit reviews no longer reflect a realistic forecest of

our future, I heve prepared a special study of our mejor contrects to better
assess where we stand. The results of the study reinforce my grave concern about
our future profit anl cash flow situation.

"N et and/for o1h
aneral Dynas

formatir
notice

101 submi

dentiat. M

While overhead ceiling overruns and continued poor performance on overhaul
contracts are coniributing factors, the Division's biggest problex is SSHE88
Class construction contract performance. Projected losses on these two coniracts
exceed $100 million, & profit decline of more then $200 million below the
Division's Second Querier position. Tne majority of the loss, $84.5 million, is
forecast on the SSK590-699 contract while the SSN700-710 coniract accounts for
enother $22.1 million. The primary reason for the profit decline is increesed
manhours to cooplete these ships. These contracts were elso adversely impacted
by higher labor raies due to schedule deleys and increased material costs due to
infletion,

The impact of this performance on our Cesh Flow outlook is egually severe with
the cumulative net cash deficit toteMing nearly £190 nillion telow the Second
Querter position or these two contracts by 1978.

Liow thet we know where we stard, the oguesiion decozes vhere do we go from here.
Tne Tirst step in solving eny problen is to adnit that the problex exists. Ve
must face up to our situation and teke major sieps to minimize our losses on
these contracts. We nust take another loo: at our operation and view every
decision in light of its impact on our profitability on these contrects. We can
no longer afford the luxury of risking & $100 million loss in order to keep our
custozer satisfied. Decisions on whether to deley construction of the second
contract of SSXN3SB's in order io pursue a "best effort” delivery of Trident must
be vieved in terns of the increzsed SSiT700 cosis that result from the added
construction time es well as the increesed ravezes of inflation. To aid in
this decision-maling process, I have examined e nuzber of possible actions to
improve our position to determine their impect. These ere discussed in & Risk
Analysis prepered by Cost Encgineering end contained in the 55i#688 contract
section of this report.
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GENERAL DYNAMICS

. MEMORANDUM
Electric Boat Division

( To: Br. J. D. Pierce Bere -
FROM: A. M, Earton
FILE NO.: -
susseer:
REFERENCE:

-2-

The challenge before us is one of monudentel proporiions. If we ere able
to ris€ to the occesfion and meet it, we will have taken & gient step toward
$01idifying the future of our Division and our Corporation.

or conth

mation Act snd/or other spplicable statules.

ana s
‘meral Dynsmics Carpotsiion.

A. M. Barton

ec: M. C. Curtis

Poszmcy rases
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LA . Lecrels anu vudieadiGial o inangial iarmation of Dynamics C and Is p
¢ from under the provision of the Freadom of Informatio~ Act and/or other appiicable statutes,
™ the that its enersl Dynamics-Corporation,

nL/L/g

will not be releated without prior written noller

SSN6B8 CcIASS

Cost Analysis

or confi-

Second Quarter Review

Manhours

Direct Labor Rates
Overhead Rates

ODC Rate
Shift/Overtime

Material

Special Study

* Includes Applied OH/ODC

Variance

$80,02u%

11,541
2,752
2,746
2,058

17,914

686 1
$480,208

7,09
$597,303

Variance

$ 92,651

73,118%
(17,3%)
1,275
3,469
60,319

688 11
$ 894,54l

213,436

$1,107,980

903
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DIRECT IABOR ESTIMATING TECHNIQUE--688 I AJD 688 II-

I. EOL/EO2 Manhours

H
€
8
-
13

H
2
H
Z
H
3
H
H

Actual returns and progress on substantially completed work (35%)

Pest performance and veight report, adjusted for current productivity
(35%)

Account Review using actuels, progress, past projections and

judgment (30%)

II. . A1l Other Manhours

¢
H
H A. Manhours that were requested but not included in the Second Quarter
3 Cost to Camplete were used :
£
33 III. Improvement Curve
50
!5 A. Closed group and BM work on the 690 and 692 were compared (about
s* 50,000 hours)
=:§ B. Projections for the steel work for the 690, 692, and 69% were
£2 compared -
2e B
§§§ C. Projections for the Cless identifying areas for improvement and
3E. estimates of the improvement -
3%
I}; D. The sbove technigues indicated a 90% curve wvas Possible on the first
2= seven boats. A judgment that this rate of improvement would not
:: contirme on the next eleven but return to the past level of 9%
=§g wvas made
33 -
it
555 IV, Subcontract
§§ A. 688 T wes 2djusted for subcontract of 1,983,000 manhours
§
&s .
] V. Schedule
2E% -
;gf A, The &elivery of the 690 was progected (3 months slip from the
g2 Second Quarter Cost to Complete
B. The people necessary to delivery three ships per year will not be

available until the 696 boat and thus the interval for the 692
and 694 was projected et six months
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DIRECT TABOR ESTIMATING TECHNIQUE--688 I AND 688 II
Page Two

V. Schedule (Continued)

C. After the 696 delivery, deli.very for the rmining boats was pro-
Jected at tou.r-month intervnls
VI. Construction on Ia.nd-Level Facinty

A. To maintain four-month interval, comstruction of two boats is
necessary on the slab. These were assumed to be the SSI698 and 699

B. 454,000 manhours were added to the 698 and 699 boats for facility
start-up costs. This is consistent with the Trident bid

or contl-

At and/or other applicable statutes.

“ensrsl Dynamics Corporation.

of General
af the Preedom of Infermation
witheout prior written nolice

or fnancial

re under the prov
ts will net be retes

e ut SRCIELE NG
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»a the
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RISK ANALYSIS
688-1
Increase Decrease
Cost Cost
(Manb " (Mank s
X1000 X1000
EO1/E02 Manhour Estimate 4,100
Improvement Curve 3,000
Support Area Manhours 1,500
Delivery Schedule 500
Total Manhours 9,100

Manhour Dollars - e 112,000
Delivery Schedule Rate Variance - . . 6,000
10

Materfal Dollars »500

Total Dollars $128,500

688-11

EO1/EO2 Manhour Estimate 6,500 1,800
Improvement Curve 6,500 2,500
Support Area Manhours 4,000 1,000
Delivery Schedule . 1,500 1,000

Total Manhours . . 18,500 6,300
Manhour Dollars : $278,000 $95,000
Delivery Schedule Rate Variance — = 22,000 15,000
Material Dollars . c - 90,400 . ,000

Total Dollars - 30,000 .. 000 ..
8/1/1
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] First Quarter Report
Sccond anrtor Repor&
{ Spectal Study . . - .
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SSNGO8 1I (¢;0‘f1’rorit)
Fliminntion of Overhcud CQi.lina
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of
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OFERATING PROFIT SUMMARY , -

29T
23.0
22.3
.l7.6

(3h.7)

2379 3¢
t

-~

"

_Sh
A T

29.9
32.9

L
(2.3)

1976
hs.7
6.3
46,7

9.5

1071 15.6

99121
1.0
305 3w

012
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SPECIAL PEVIES

- €BB Forecast -

_';'-’: . e © - ___Cost Fee Reverue

H 12002%-71-C-0268 690/652/69%/695-699 -

38 Basic Contract 369,029 43,91k L12 gh3
=33 £3juiicated Change O"ders 3/ 30/7’4 . 2h3 0 333
b Totel Tegotiated - T 369,272 4%, 0ch 113,276

i Estizated Change orders 1,890 152 2,082

33 Esealation 82,229 - 82,22

it Totel futhorized 153,391 LE 3G Lg7,

; lianzgenent Adjustm.nt - - -

v, Disallowances 9,289 (9,233) -

H Cverrun or (Undermwn) 70/30 . __ 135,01 N9 8z7) 15,1

g: Current Indiceted Review at Ceiling = e 512,717
3ES . (&7
H 10002%-74-C-0205 SSif's 700-710 B (5e%%)

25 P2sic Comirect " 688,050 81,873 769,923
£3s F&julicated Change Orders 3/30/7h - -

; i Toiel Fegotiated “ TT683,050 81,5"3 769,' 3"

£z Estizeted Change Oniers e T (133) . 65 (68)

1 Escaletion . N __ 239,310 ° - 239,310
585 Totel uthorized : 927,227 __ 81,933 1,009,165
H1] Disallowences : 6,111 ©:7.r {6, L1} (v, . - .
i Oserrim or (Underrun) 70/30 8;/15 187365 (1 s (i) 76,6§§
f;: Ca:'e:t I.nu.icated Re = g
':!§ : ——=

3z

4

H
€
13
o
H
e
2
H
H
H
H
H

E
4
i

J 5/7/7& '

e condition thel (s ceni
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Totel st Completion

Cumulsiive to Datz  Second Quarter Specizl
s 5511588 1 Tarouph Juna 1974 197k Peview Studv Variznce
A 8,599 25,919 34,077 7,158
¢ Labor Rate $4.6132 $5.0853 §5.2L40 $.1562
Overie2d Rate 103.69% o%.23% 96.02% 1.79 %
3 0DC Rate 12,004 - 25.423 26.934 1514
Direct Isbor Dellars & 39,712 §137,012 $ 178,699 4 41,687
0DC Dollars o ) S 3,826 48,117 13,291
Overheed Dollers T 53,560 - 129,109 171,558 52,479
Overtize/Shift : 2,222 6,922 8,930 2,055
Materizl Dollars 100,92 172,333 190,%13 17,97
Totel . '§"121,1% . $E50,200 S 597,697 & 117,509
i Profit $_3,8% (2) $ 26,028 § (8:,%20) $§(210,948)
52¢ .

H _Pavemue . - - - 4506236 (1) $ 512,777 ()8 6,50
28 b I e ~r
&8 Escalation .

&8y Tabor . T 2,338 o $ Sz.lgé.. $ 65033 $ 6.;3
oL Meterial) T . ak,347 - - 16,582
‘Eg Total $ 19,715 $ 75,058 2,029 S 6,002 _
{H
;' Totel 2t Comdletion
(‘ ) Cumuletive to Dete Second Quarter Sgacisl
Eg $5%588 11 Tarougk: June 197k 1974 Review - . Stuly = Veriance
i5  mouws . 51 50,526 . L7420 6,304
§s§ Dirsct Lebor Rate $6.2352 $5.2351 . $.7153
3E.  Overhezd Rate B T - o83k (.97)%
=!{ 0DC Rete Lo i egieshc. T T 3neop . 3L.3%% 204
lé Lol - o~ Lo, L SR oo . . g
] pirect lzbor Dollars & 318 . $252,643 $ 329,539 § 76,8%
11 ooc porters 93 78,825 103,135 21,310
2{! Overhead Dollars . 250 - 274,856 . 61,657
383 Overtioe/snift - 15,35% _3,k6
533 Materiel Dollars 29 __5,9:.2_1_3_. .
ﬂ e Totel e et $1,12L, 203§ 220,659

'; ) Profit L 475,00 $ (35,3:2) $(11.373)
Eie . Revem._ . .ooE goro,s1s - $1,085,861 (1)8 125,286
§g3 Escelation Coes e ) ’ .

H 1~ E sll,:'r,ggi $ 132,(33'; $ 21,;33
EH atersel e N2 e T 2108
£ ! “rotel §ieT,137_ - 5 235,310 8 52,173

e

* (1) At Ceiling - T
22; Booked through June A9TH <

al, 11 o

L s UEHIDE

8/1/Ms
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DPACT OF CEILDG EiTZHATION

- Spsciel Stuly - M
° ($000"s)
.- tel 2t Cozpletion
La vt e Ceilirg Share Profit .
. : : o Dise)lozences Ratio Impect

HE4 COTSTRUCTION
S5i536-1 -
SSii5%8 IT - 0206
Ssr685 Construction - 0307
Trident Leed
.Trident Follows
Other Firm and Litely - 110
Total Hew Construction -~ .- .. ' ) g

REFUEL, . OVERYAUL, CONVERSION
571/597 Overhaul - O26h&
616 Overheul - 0277
607 Second Overhaul - 0255
619 Overnzul - 02L5
667/671. Overhaul - 0205
585 Overhaul - 0272
626 Overhaul - 0261

§ ldscelleneous Firm Businers ..

$  likely Business . %58
£ Total Refuel, Overhaul, Conversion 2185
| .

{ EXGLIZIRING 2,40
3 LAMND BASED PROTOTYPES 186
£ B
3

1 -

.
el
g
(3
=]
3
g

Ceiling disellowances total dfsllgvances applicd
overruas to the 1973-1975 overhead ceinxgs, .

ceiling. The share ratfo varies eccording to the cost sharing provisio=s of cur
contracts, LT A

Profit impact is increese in profit ot completios resulting from elininstica of overhead



b woLumEnl Luniaing mu- -«nll nnn or financis
red o

dantlni. 11 is aoncias:

1 Gen
re under the prevision of the ‘Precdom af lnlouulln

" DEST POSS mun POSITION I8

T ™ e onemon that 113 munhw--unmn-m«: [ osliss s '{A'.}'I",W::' ',‘.',:""‘ gV —
¥ ', Estimated
ot s 1 . Cost Pest
0 2nd Qbr. : . per Specinl Possible Dreck Fven
. - Position Manhours  Ochedulc  Inflotion Stucy Ponition Position
688 1 1 N . 0.8 670 ¢ 6
n__qg;g_"Y/MS B 21,2 0. , 0.0 27,95k, 23,9h5.6 . , 71, 2.0
Other ! :_5,678.5 hs2.9 6,131.h 6,131.4 5,00.0
Direct Labor Dollars : _;137,011 .8 .36,0432.7 T, 43040 &2l.7 178, 699.2 158, 523.8 1hl,958.8
onc , A i3k, 8267 9,253.9 1,35,.6 2,661.0 hg,117.2 u2,h27.7 38,993.9
Overhead . 129,108.8 . 3,319.6  3,827.5 h,332.1 | 1T71,588.0 151, h1h. 8 139,160.4
Overtime 4, 519,0 - 1,030.7 1h6.2 : 2b. 7 5,720.6 5,007.2 !-.638.'.'
Shift 655.8 CT19.T 120.6 . 3,259.1 2,039.0 2,782
© Moteriol Leo 7. _2,300.0° 15,0745 "7 190,313.0 186 01; 0 ’_,400_0
Totol Cost =% ¥ 12,139.0 - 23:.677-6 g 597,591+ AT A ()
l_gg_gtion Bccovcg j o i :
5 4} 6,327.0 65,433.0 65,1.33 [} 65,433.0
Mntcrial o 0 21h.0 ° 16, 796,0 + 16, 796.0 16, 796.0
Facolation: Clnin o_ 0 0 0 _19,200.0 ]
Tota) ) % 5h1.0_ - 02,229.0 10),129.0 B2, 275:0_
sntyact Cedling | ' 612, 777.0 531,977.0  512,T(0.0
Profit Position I [(Blogon) (508.5) -0
. | .
668 11 i 3 '
saurs SyMs | i, 32 oha 6 . 6,796.h 38, 839.0 29,139.0
Other -' 8,560.6 T, 580.6
Direct Lubor Dollors S ;5"3 2, 26613 25,1321 9,197.2 379, 539.—"3 ANy, G0, 5
one \ ol N ru,wn. - 13,1087.2 7,066.h 3,256.5 103,13h.9 . 65
oOverheod o '213,190.1  35,673.2 20,633.7 5,391 - 2'{’1,856.1 212 807.2
Overtime Qe q,529.6 . 1,268.0 728.8 90,1 9,720.5 7,399 8
Gnift 4,356.9 . 8.5 h27.3 . 132.0 b 3,631. .1 1(. 33_;2
Material . 999. 0 11,100.0 219.1 190, 31, 356,919.0,
Total Coot n‘% L BALT 65, 006.6 60500, 1 121,_20_?_5_ 907, 29h.8
srolation Recovery —— == = = \
Lobor hT,256.0 : 4] [+] 21,135.0, 168,391.0 168,391.0
Hoteriol g, 801.0 0 0 21,030. 70, 919 [ 70,919.0
Escolotion Cloim .o . ] [¢] __3§_,_%00.0
Potol 19721310 T2, 173 39"%60 "339,310.0. 1 4 010.0
onLract Celling 1,013,917.0° 1,124, 361 0
Profit Poultion _T76,031.0 v _(35,3_3 j)_ __=gs)=..§09_ 9

PUI'L'NTIAL DECREASE COST PLUS COSY DA'ROVEMENTS.

912
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FElectric Boat Division

GENERAL DYNAMICS MEMORANDUM @

( 70: J. D, PiercefM. C. Curtis bere  August 9, 1974
FROM: A. M, Zerton l
FLE NO.:
suaJtcT: Division Perforzance Forecast = Special Siudy
REFERENCE: - ’

In view of the fact that the current cost to cempleie forecasis
zppear to be ineccurate in ihe projection of ccstis o2 both over-
haul and nsw ccnstruction centrects, I requasted Cost Engineering
. and Financial Analysis to make a cozplete analysis of our coniractse
The criteria that I established for this enslysis was that they
qti{lize currsnt performance data as a basis for projection of
ture perforzance end in addition examine the schedules for cco=
pleticn of work as well es current economic conditions. Using
these criteria, a projecticn of cantract profit, Division total
profit and casn flow was to be developed. The attached special
study is the result, It merits careful review.

or confl-

and is

<
2
2
-
-
2
3
]
2
3
a
]
H
£
]
H
2
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H
H
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Ganeral Dynamics Corporation,

The sucmary section of the study contains a synopsis of the situ=
etion on the SSN688 program which is the most important program -
in the Divisicn, It is not a very satisfectory picture, I Qo
not belisve that it is inevitable that the finsncial results
indicated in the special study will oceur, Eowever, to evold
then we must drastically ckange our approach to the SSN638
program,

After examining sll the data, a very few 4tens stend out as the
principal ones that mist be sddressed in order to avoid substan=
tial losses, These are tbhe potential penhours reqguired to con=-
struct the ships, the Dotentisl for dslay 22d inflationary costs,
M™here i3 obviocusly po sizple soluticn to eech of these; however,
4 seems apparent, perticularly in lignt of the fi=dings of other
groups currently investigating this proolem, that the following
steds mst be taken:

d without prior writien nolic.

1, The shipyard performance ust be irproved, This improve—
pent cannot be obtained witbout recogaizing that our better
tradesmen rmst be assigned to the SSN638 program. While
this is an essential first step, it will rot solve the

. entire probvlem. It is apparent when loodng st the nuzber
of psople required for the 683 ships that there are not
enough skilled people avellable nor were there ever since
1970, encugh skilled pesople evaileble, to satisfy the re=
guireqents of the 683 program. It 1s interesting to note
trat while perforcamce in Groton 1s falling off end this
13 blamed on new hires, work sent frcm Groton to Quomset
1s beinz performed by new hires at perfor=ance levels

1w s sECTELS 90

ed exempt from disclosure under {|
e condition that its contents will not be refessss

dentiat. 1L 1s /77 id

1t Is sudbmity
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J. D, PitercefM. C, Curtis 2 Augast 9, 1974

or conti-

andis
and/or other applicable statutes.
neral Dynamics Corporation.

at General

sion of the Freadom of tnformatlor

0 condition that its contents will not ba released without prior written notice t.

-

53-461 0 - 87 -8

substantially better than those at Grotoa. In spite

of all the ressons bromilgated to explain this phenowencn,
4+ha fact is the work was irensferred frem Groton to Qucnset
end hed 1t remained im Groton it would not have been accom=
plished as efficiently, Asprareatly there pave also been -
sazples of work ecccomlished ai Grotan that indicate per=
farmance of learmers on ceriain Xinds of work notv materially
éiffereat from skilled personnel. .

My purpose in mentioning this 1s ©o poiat out trhat the solution
{s more illusive than we may be willing to admit, It would
eppear ikat the nev hire proolem 1s being overplayed. It may
Just be that a particular size operation (Quonset kas approxi=
rately 220 tradescen but one person cantrols e1l of the supvort
effort imvolved in gstiing the work dane) is the optirum unit
for procuction., Tre recommendatlicns on ranpever planning pro-
Dosed by the Commitiee stirike mees a netrod of radng up for-
the dsficiencies in the organization we have estadlished,

Since those faailier wiih the yard's perfor=ance all seem to
earee that the trades are pot being properly supervised, we
should se=k the reasan for the individual supervizar's failure

tead of edding additional ship mansgers, arsas supervisors
end 80 forth to the —enazement structure,

Tae speclal study projects a d=1ay cn ths secord flight 2nd os
e comsequance indicates no edditiozal hiriag requirezents until
1976, This situstion mist be examined nzt so much to ascertalin
the scnedule situstion‘as the hiring plan, It may well be that
urtil we get Groton performirg satisfactorily a respiite in the
hiring is in order, An accelesrsted hiring at Quenset to stert
the steel work on 688's with a corresponding slip in

night be a solution, Furthermore, it is appereat that the

‘problen is not an inadequate musber of people ca the rolls so

rmich 2s Door productivity. Conseguently, en hiatus in hiring
while we izprove Troductivity should not impair schedules,

Sehe@ules mmst be maintained, The potentiel for delay hes &
substantial affect on cosis in that the work is perforoed at
higher rates and certain kinds of raterial are used later at
highsr costs when schedules slip, All recognize that in order
to keep the entire Division from collepsing, the schedules ©
st be achieved, Hcwever, 1t seems that we ave pursuiag
sckadnies op TRIDZVT that cannot be achleved and consequently

* ere izpacting 638's unnecessarily.
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J. D. PlerceM, C, Curtis 3 August 9, 197%

Is 1t necesssry to use the Grotan facility on TRIDENT
when we are planning to? If we vere to dslay the utili-
zaticn of the land level construction facility for TRIDENT
encugh to ensble us to butld 2 rore 638's on it, would
this make eny difference in the TRIDENT delivery date
that practically cen be achieved? Scme meens must be
found to essure that thare is pressure taken off the
688 schedule because there is evidence of sericus
problems, I a3 pot sa expert on scheduling but Just
mandating that we will peet schedules does not make it
happen, We mst do something that buys us scme insurance
that the schedules will not slip if ell our pleas do not
. meterialize in the mennasr we desire, For example, the
Special Study has not evaluated the poiential impect of
e strike by the MIC in 1975, If one should occur and
we have not considered an alterzative such as that pro~
posed ebove, we will lose the schedule, -

or confi-

and is
and/or other applicable statutes.

aneral Dynamics Corporation.

3. Materials for the SSN683 must be given the highest prior=
ity from s procurexent standpoint, There are no protecticns
built into the 633 contract in the event we do pot buy our
paterials on scheduls as there is in the TRIDZN? contract,
One of the more seriocus cost irsects is the estizated infla=-
tion cost on materials, Admittedly, the quantiZication of -

_this is very speculative, Given ihe consequences we mst
not hrauzmer our 688 progrenm by expsditing the ecquisition of
TRILEMT raterisl, There is no indication, that we perceive,
that such a policy exists,

n ot General

Thare is a request in-house from NAVSEA that ws procure the
long le2ad raterisl for the follow~on TRIDENT's, It is
evident that this will have a serious impact on cur suppliers
ability to satisfy 688 requirements end the ability of our
own Procurement Department to cope with this workloed, If
we bavs no choice but to purckese this equirment perhaps we
shonld meke it a condition to our proposel that the SSNE38-IT
contract escalation provisions be modified to reflect the - .
delay in acquisiticn of reterials end the supaly and demand
irpact on costs, .

i

1) not be relsased without prior written notice \.

e unaaer tl
ents wi

4, Priorities: Tvo exezples are ircluded in the special study
to @sconstrate that ve have not yet coovinced everybody that
* the 583's has the highest priority, One is the rate teble,
page 26, and the otkrer is a recent meke versus buy decision
which was rads over the objectim of Cost Engineering, pege
25

red exampt from disclosu

. e

dential, It Is cc



tutes,

<anersi Dynamics Corporation,

“rporation and is priviledged or confi-

t and/or other applicad!

of General Dynamir ™~
eedom of tnformatio

the provision of the R
not be relessed without prior written notice 1.

. secrets snu
andition that s contents

dential, It is et
It I3 submitted on

223

J, D. Pilercef, C. Curtis L hugast 9, 1974

.The sumrary section of the speclal study indicates what the best
rossible outceme could be 1 we fird the angvers end the estimte
i1s in error om the high sids, It may be bopelessly optimistic,.
If ve achieve only 507 of this, our situation —ey s+ill b=z accept-
adble considering the way ta=se contracts pave evolved, It must -
be addsd that the forscast contained in this study is not the post
Dessinistic positicn, Tas data preseated by the comittee chaired
by Bod Patton indicates a considerably more pessimistic point of
viev by Industrial Engineering,

I end my staff are preparsd to discuss tos details dehind this anale
ysis et your conveanience, .

L, M, Barton
Division Compiroller

ce: H, Hyman
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SPECIAL PROFIT REVIEW STUDY

I. Sales and Earnings Performance
A. Contract Summary
B. Division éummary
II. TWorkload and Rate Forecast
III. SSN688 I and SSN688 II Estimate
IV. SSK688 Risk Analysis
V. Trident Construction
VI. Overhauls--SSN571, SSN6O7, SSBN616, SSEN619
VII. Other New Construction and Overhaul Contracts
VIII. Cash Flow
IX. Profit Assumptions

X. Summai-y . -

8/7/74
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Sales and Earning Performance

SPECIAL STUDY

= Contract -

Total At Completion

aration and is priviiedged or conti-
1d/or other applicable statutes.
ersl Dynamics Corporation,

Variance

Second Quarter Review Special Study

Contract Cost Fee Revenue Cost - Fee Revenue Cost Fee , Revenue
685 17,546 5,888 123,u34 118,737 5,634 124,371 1,191 (254) 937
688 1 480,208 26,028 506,236 597,697 (84, 9%20) 512,777 | 117,489  (110,948) 6,541
638 11 8ok, 5M 76,031 970,575 | 1,121,203  (35,342) 1,085,861 | 226,659  (111,373) 115,286

Trident Construction ‘
Lead 329,600 24,720 354,321 326,903 29,921 356,824 1 (2,698) 5,201 2,503
3 Follows 843,951 63,296 907,247 830, 4l 91,931 922,375 | (13,507) 28,635 15,128
571 38,758 k53 39,211 18,881 (155) 48,726 | 10,123 (608) 9,515
607 30,998 219 31,217 34,029 (208) 33,921 3,031 (327) 2,704
€6 ) 43,495 918 Wb, 73 b5,6h0 628 146,268 2,145 (350) 1,795
| 619 Lk, 958 7h - k5,672 48,615 378 48,973 3,657 (336) 3,321
i " 667/67L 33,751 1,k58 35,209 39,410 573 39,983 5,659 (685) b, 774
585 34,393 2,236 36,629 Lo,227 2,520 L2, 7 5,834 28h 6,113
626 lo,6k2 3,048 13,69 47,733 3,044 50,777 7,091 () 7,087

- Additional contrect information contained in applicable section.

- 5SN68B I and SSN688 II profit deterioration due primarily to increased manhours to complete the ships.
- Trident Ship reflects negotiated contract position for special study vs likely business profit rate of 7%% used in

Second Quarter Review.

+ Overhaul profit decline due to increased disallowances resulting from higher cost at completion and increased overhead

celling overruns.

922
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. \<y
(
SALES AND EARNINGS PERFORMANCE
~ Division -
(Mi114ons)
Seles
. I 1575 L
:»’.';' ) Ap;mved Budget u62.9 518.0 685.9
-5; First Quarter Report bh7.1 572.4 707.3
:=§ Second Quarter Report kho,2 614.5 7ikh.2
‘;? Special Study Lo9.3 554.8 663.3
ol
:::af Operating Profit
L 975 "I
SE:.;, Avproved Budget 23.0 29.9 45,7
:i: First Quarter Report ) 22,3 32.9 %6.3
='§ Second Quarter Report 17.6 - 3.2 4.7
_'é Special Study ] - (34.7) . (2.3) : 9.5
H
ity
ig3
g2 *
i 8/7/1
22
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JWORKIOAD AND RATE FORECAST

The basic direct labor hour workload used for this Special Study was the
Secord Quarter 1974 Cost to Complete with the following differences and adjust-

ents:
nenvse

1. - Four overhauls were deleted from likely business in ordesr to reflect the

Havy's most current tentative essigments 1o Electric Boati:

Tentztive Arrivel Date

a. SSEWA29 Overhaul January 1976
b. SSHI63L Overhaul February 1977
c. SSN669 Refuel/Overheul Foril 1977

]

d. SSK507 Overhaul lexch 1978

2. The SSNGS8's (18 ships) have been rephesed to reflect anticipated delays
and hours have been increzsed.

of General Dy

3. The likely SS#93's (1L ships per year) heve been rephzsed.

4. . The firm overhzuls have been 2djusted and increased to reflect the latest

leased withaut prior writlen notice to General Dynamics Corpor:

Division schedule,

w1 lmanceat

indar the

5. The workload has been extended, as required, beyond the Secord Quarier

197% Cost to Complete which was generated through the jear 1978 oxiy.

The extensiorn beyond 1978 vas bzsed on the year 1973 lewel of Cvarhaul and

« retsany
om

Engineering activity.

.
Attached is a reconciliation of the Second Quarier 197% Cost to Corplete

vorkload to the Special Workload.

8/7/Th S ' -

s
*
-
2
K]
£
3
2
13
-1
£
1
g
=
£
€
2
°
b
5
o
-
£
€
s
°
3
E
H
2



PECRLS Sliu LusIILI cea 1 IIUCIA D ©1 Leneral

dential, 111 con"ad sxempt from discloture under the pravision of the Presdom of tnformation nd/or olher applicadle tiatutes.
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aL/L/g

21 condltion thal its contants will not be released without pricr written notice t¢

DIRECT IABOR WORKLOAD RECONCILIATION

2ND_QUARTER REVIEW VERSUS SPECIAL REVIEW

(Excluding Site)
(000's)

2nd Quarter 1974 Cost to Complete

Additions

Deletions
SSBN30C CY-76 Overhaul
SSBN3OF CY-77 Overhaul
GSN 30H CY-77 R/Overhaul
SSN 30R CY-78 Overhaul

Changes
SSNEBB's 1 (690's)

-~ SSN680's II (700's)
SGN6BS
SSNST1 Overhaul
SSAN616 Overhaul
SSN607 Overhaul
GSDNGL9 Overhaul
SSN667 Overhaul
SSN671 Overhaul
SSN5305 Overhaul
S5BN626 Overhaul
SSN680's (Likely)
SGBN30I CY-77 Overhaul
Trident Const. Prog.
SSN30B CY-75 Overhaul

. A1l Other Changes

Sub-Total

Total Additions/Deletions/Changes

2nd Quarter 1974 Speclal Review

aral Oynamics Corporation,

DIRECT LABOR HOURS z

1974 1975 1976 1977 1978
23,845 26,011 29,4L6 31,723 32,857
(35) (226) (1,922) (312) -
- (bo) (201) (1,867) (392)
- (13) (134) (1,222) (519)
- - (h8) (134) (433)
(231) 537 L,0%0 3,132 G1h
(323) (3,220) (5,847) - (374) 3,09

1 - - - -
826 110 - - -
91 2 - - -
205 59 - - -
(382) 3h9 - - -
281 9% - - -

- 79 - - -
(500) 500 n3 22 -

- - 567 - -
- - (hh) (82) (318)

- - 2 23 168

(9) (30) 36 149 294
(13) (430) 3 sk -
li2h) 36) 6h) 3 8
1) ) 111) 2,927 3,062
_(376) {2,263) (2,419) _(608) 2,518
23,469 23,748 27,027 31,115 35,375

633
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DIRECT LABOR RATES

The labor rates utilized in the computation of costs for this Special
Study are basically the same as those in the Second Quarter 1974 CTC. - The
revised workload was anelyzed and it was felt that eny mix change would be
ori‘se.t by Aadditional Cost of living edjustments, increeses in wege differentiels
for skilled lsbor (as the epprentice program was upgreded), etc. The shift
end overtime percenteges were also the same as thle Second Quarter 1974

Review.

OVERHEAD RATES

Overhead rates for this study were determined by edjusting the Second
Quarter CTC rates for vc;lume ) addit'ional indirect personnel, and a contingency
factor. Workload changes had the most significant impect on overhead rates,
particularly in 1975, 1976, and 1978, Additional indirect personnel were added
to the overhead forecast each year in accordance with the retionale developed
for the Trident lesd ship proposal. However, the pumber of indirect personnel
added for the speciaml study (50-115) was only 40% of that added to the Trident
proposal. A cumlative contingency factor ineresse from 1% per year to 2% wes
included starting in 1975. With more restrictive safety and environmental
regulations, rising taxes end inflation, the original 14 cumlative factor
appears inadequate. These adjustments resulted in ceiling overruns of $4.4
million to the 1974 ceiling and $7.4 million to the 1975 ceiling, which exceeded

the Second Quarter Review position by $1.2 million and $3.2 million respectively.

8/1/14
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OVERHEAD RECONCILIATION

(Excluding Site) (Rates/Dollars)
e
1974 197 1976 1977 1978
Rate 000 Rate l$000§ Rate ($000) Rate {$000) Rate {$000)
2nd Qtr. 1974 Review 73.5% . $92.7 83.3% $121.7 81.04 $142.7 78.6% $160.4  75.7%  $171.7
Volume .6 (.6) 4.4 (2.8) 3.8 3.7) .6 (.4 (3.1) 5.3
Additional People .9 1.1 .8 © L. 1.0 1.7 4 .8 A .9
Additional Contingency - - 1.0 1.2 2.0 3.0 3.0 6.0 4,0 10.5
Special Study 7h.9% $93.2 89.5%  $121.2 87.84 $1b3.7 B82.6f $166.8 77.04 $188.4
OVERHEAD CEILING
($ Millions)
1973 1974 1975 Total
2nd Qtr. 1974 Review $3.4 $3.2 $h.2 $10.8
Volume - .1 .8 .9
Additional People - 1.1 1.1 2.2
Additionsl Contingency - - 1.3 1.3
Special Stuly gé.h 4 iv.h

1
il
B (M

1ge
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SPICIAL REVIEH
- 686 Forecast -

; -
2¢ Cost Fee . Reverue
22 N00024-71-C-0268 690/692/69k/696-699
- Basic Contract 369,029 43,914 h12,0u3
s Adjudiceted Change Orders 3/30/7h 243 % 333
3 Total Negotiated 369,272 T, 0ol 113,276
e Estimated Change Orders 1,89 192 2,082
4 Escalation 82,229 - 82,22
33 Total Authorized “553,30L 15,196 197,587
&= Yanegement Adjustment - - -
o Disallowances 9,289 (9,289) -
52 Overrun or (Underrum) 70/30 135,017 (119,827) 15,190
é% Current Indicated Review at Ceiling 597,697 ,920 512,717
5 M0002k-74-C-0206 SSN's 700-T10
s Basic Contract 688,050 81,873 769,923
£s Adjudiceted Change Orders 3/30/7k - - -
is Totel Negotieted 688,050 81,873 769,923
€3 Estimeted Change Orders . (133) 65 (68)
f‘;’ Escalation ’ 239,310 - 239,310

3 Total Authorized 927,227 81,938 1,009,165

Disallowances

. 6,111 - 6,u.1; -
Overrun or (Underrun) 70/30 85/15 187,865, (111,169 76,62§
Current Indicated Review 1,121,203 33,34 1,085,861

= ] Sa e

ihe pravision o

]
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3
3
H
H

5
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H
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Total st Completion

Cuzulative to Date Second Quarter Special
SSK688 1 Through June 1974 107k Review Study Variance
Hours 8,599 26,919 34,077 7,158
Direct Lanor Rate $%.6182 $5.0898 $5.24%0 $.1542
Overhead Rate 109.69% 94.23% 96.02% 1.79%
ODC Rate 12.00% 25.42% 26.93% 1.50 ¢
Direct labor Dollars $ 39 712 $137,012 $ 178,699 $ 11,687
ODC Dollars L,766 34,826 . 48,117 13,291
Overhead Dollars 43,560 129,109 171,588 k2,479
Overtime/Shift 2,222 6,922 8,980 2,058
Material Dollars 100 172,339 190,313 17,%&
Total §_9'11,1§E 350,208 § 597,897 $ 117,565
Profit $_ 3,856 (2) $ 26,028 $_(84,%20) $(110,948)
iz Reverue - $506,236 (1) $ 512,777 (1)§ 6,50
=;§ Escalation e
B LEE me ¢ ogu oo
E2E fater: 16,582
;g. Total $ 19,715 $75, 2,229 § 6,582
l\ Total at Comdletion
_55 Cumulative to Date Second Quarter Special
EH SSN688 I Through June 1974 1974 Review Study variance
3 Hours 51 k0,526 47,%20 6,89
e Direct Labor Rate $6.2352 $6.2341 $6-9’*E’4 $.7453
385 Overhead Rate 81.764 84387 83.hag (.o1%
°::‘ ODC Rate 29.25% 31.204 10%
EE Direct Labor Dollars $ 318 T $252,643 $ 329,539 $ 76,89
153 oDC Dollars 93 78,825 103,135 24,310
i3t Overhead Dollars 260 213,189 274,856 61,667
] Overtime/Shift . 5 1,887 15,354 63.'67
358 Material Dollars 08 338,000 398,31 : 1
H Total $ 5,186 SBok, 5% 1,121,203 37:"2 ,5_59'_
[ 4
i Profit $ 256 (2) $ 76,031 $ (35,342) $(331,373)
Revenue - $970,575 $1,085,861 (1)$ 115,286
Bscelstion
£ lsbor $ aﬁ $1t7’z23§6 $ 168,391 ¢ 21,133
(5 Material 3,134 9,881 70,91 21,0
i" Total 3,200 $197,137 § 239,310 § 52,173

(1) At Ceiling
(2) Booked through June 1974

8/7/74
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\>)

. DIRECT LABOR ESTIMATING TECHNIQUE--
688 1and 688 11

I. SY/MS MANHOURS

The estimate for cost at completion was arrived at as follows:

A, Actual returns and progress on substantially completed work (35%)
(principally 300's, 400's and 800's).
B. Past performance and weight report, adjusted for current productivity
(35%) (principally 600's & 700's, some 500's).
&
g.’;ﬁ C. Account Review using actuals, progress, past projections and
°§._‘, judgement (30%) (principally 100's & 200's).
i3
25
882 I.  All Other Manhours for Support Departments
v
S£3
fg A. Manhours that were requested but not included in the Second Quarter
§‘= Cost to Complete were used.
":
2 ulr. Improvement Curve

A, ClosAed group and BM work on the 690 and 692 were compared
{about 50, 000 hours).

Freadom of Informa

Tration o4 eneral
eased without prior written notice |

B. Projections‘for the steel work for the 690, 692, and 694 were
compared. -

Projections for the Class identifying areas forimprovement and
estimates of the improvement.

The above techniques indicated a 90% curve was possible on the
first seven boats. A judgement that this rate of improvement
would not continue on the next eleven but return to the past”
level of 94% was made.
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IV, Subcontract

A.. 688 I was adjusted for subcontract of 1, 983, 000 manhours

« condition that Its contents

© 1t Is submitted
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. A=—
DIRECT LABOR ESTIMATING TECHNIQUE --688 1 AND 688 II
Page Two

V. Schedule

A, THe delivery of the 690 was projected (3 months slip from
the Second Quarter Cost to Complete).

B. The people necessary to deliver three ships per year will not
be available until the 696 boat and thus the interval for the
692 and 694 was projected at six months.

C. After the 694 delivery, delivery for the remaining boats was
projected at four-month intervals,

VL. Construction on Land-Level Facility

or confi

wd/or othar applicabie statules,

- A. To maintain four-month interval, construction of two boats is
necessary on the slab. These were assumed to be the SSN698
and 699.

and s

B. 454,000 manhours were added to the 698 and 699 boats for facility
start-up costs. This is consistent with the Trident bid.

rsl Dynamics Carporation.

of Ganeral °
on of the Freedom of Information #
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sondition that its contents wiit not be relsased without priar written notics to
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| t 608 PROGRAM SWMARY
|

|

|

|

|

or conti-

Direct Labor ({Manhours X 1000) Haterinl
| 2nd Qtr, Special
j . 2nd Qtr, CTC* Special Study Yarionce CTC Study Variance
ship EOL/EO2  Other . Total E01/E02  Qther Total Hour {$o0u) {$000), Dollars
690 u,182.5  1,91b, g 6,397.4 5,109.0 1,957.8  7,066.8 669.4 24,83 27,800 2
672 3,659.1 755.6 h:bxh.'r h:278'.0 '860.0 5:086.0 671.3 23,077 2l ,954 1:33*7(
: 694 2,966.6 6/8.4  3,6h5.0 3,997.0 736.8  14,735.8  1,090.8  23,l66 25,353 1,887
696 2,685.5 - 653.5 3,339.0 3,591.0 723.9 4,31h.9 975.9 26,361 29,206 2,005
697 2,540.3 587.5 3,127.8  3,513.0 661.9 h,17k.9 1,047.1 26,561 29,41h 2,853
698 2,l66.0 549.8  3,015.8 3,817.6 624.8  b,uy2.k  1,426,6 20,355 27,156 2,000
699 2,uk0.8 536.8  2,9719.6 3,6h0.0 616.2  L,256.2 1, '276.6 23,646 26,429 2,783
sub Total  ILTWE 5605 0193 FOB6  &BLE om0 Tisa 1gs» 103 Ion
700 3,186.0  1,03%.3  4,220.3 3,676.0 1,034.3  4,710.3 49o,0 29,47 33,917 U, 470
101 300 3 3w dewo  ms9  inii39  glo.o 28,985 33,07 U502
702 - 2,957.7 764.4  3,732.1 3,603.0 76h. 8 4,367.h 635.3 29,270 33,826 1,556
703 2,939.7 760.h 3,700.1  3,573.0 760.%  h,332.h . 633.3 29,722 34,338 4,616
70k 2,913.3 755.4 3,668.7 ,3,545.0 755.4  h,300.4 631.7 30,007 34,689 4 672
705 2,890.7 750.9 3,6h1.6  3,520.0 750.9  4,270.9 629.3 30,320 36,207 5,007
1706 . 2,863.2 751.1  3,626.3 3,u96.0 757.1  4,253.1 626.8 30,085 36,867 5,902
_vgg 2'66.2 . WL 3.61L.6  3,476.0 7084 b,22h.4 609.8 31,545 37,372 5,027
7 2,799.8 768.3  3,568.1 3,456.0 760.3  b4,224.3 656.2 32,005 38,630 6,625
709 2,813.8 7384 3,548.2  3,437.0 738 W27k 623.2 32,662 39,264 6,602
710 2,798.2 731.1 3,529.3 3,l19.0 7310 4,150.1 620.8 33,142 39,722 - 6,560
Sub Total 32,0026 G,500.6 §0,623.2 30,639.0 B,500.6 U7,019.6 T79%6.F 33/,000 98,319 5,309
Total 53,283.4 1b,259.1 67,542.5 66,704.6 W,712.0 81,4966 23,9501 510,339 588,632 78,293

#GBB-11 EOL/FO2 s DBaslc Dudget Hours plus l:lnnngement Reserve

EOL/EO2 is Machine Shop/Shipyard

_/'\

Delivery
2nd
Qtr  Bpecinl  varjence
CIC  _Study' Months
12/75  3/76 3
5/76  9/16 b4
9/76 311 6
12/16 /11 8
317 w/n 8
6/T1  3/18 9
o/t 1/18 10
10/71  11/78 13
2/18  3/19 13
/18 1/19 12
11/78  11/79 12
1/719 3/00 14
5/19  1/80 1
9/79  1/80 b
1/80  3/81 1b
5/80  7/81 1L
9/80 11/81 b
1/81  3/62 U]

Avgust 8, 1974

(1)

982
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<weut written nofice t¢eral Dynamics Corporation,
SSN6BB_cLAsS
Cost Analysis s
(000}
Variance 688 1 variance 688 11
Second Quarter Review $480,208 $ 894,54k
_ Manhours $80,024» $92,651%
. Direct Labor Rates 11,541 73,118+
Overhead Rates S RT (3,224)
0DC Rate 2,698 330
Shift/Overtime 2,058 3,u67
Material 17,974 117,489 60,319 . 226,661
Special Study $597,697 $1,121,205
Escalation Recovery
Second Querter $ 75,608 $ 197,137
Increase __6,5u1 . b273
Special Study $ 82,229 239,310

- Includes Applied OH/ODC

Lge
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MANHOUR PHASING

ig7h 1975 1976 1977 1978 Balence Over
688 1 ’ '

2nd Qtr CIC 5,772.0  8,h62.5 4,920.2 %67.7 86.1 -
=.' Adjustment 1,171, 200.9  3,743.2 2,989.4 711.3 -
B special sty 6,943.9  B,665. 8,634 3,957.1 757.% .
i _ewn
-§§2nd Qtr CTC 364,2 %,660.2 8,643.0 9,711.2 9,241.0 7,892.4
_§§Addustment __13.6  (3,681.6) 5,578.5 _(682.0) 2,977.5 13,858.6
i opecial Sfudy 377.8 . 918.6 3,064.5 9,029.2 12,218.5 21,751.0

otice

<

e edjustment includes the additionzl hours required to complete the ship plus the
ephasing to the anticipated delivery schedule.
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688 I Material Reconeiliation

2nd Querter CTC.

(J
E Improvement: This is the amount of overrun excluded from the 2nd Querter
2 . CTC in enticipation of poseidble improvements in material cost
performance, nov judged improbable - 3.0
Sub Total (2nd Quarter Total Estimated CoBt) » « o o « o o s o » o » & 175.3
Changes:

1. Farmout: It is estimated that an additional growth in
farmout premium can be expected over the 2nd Quarter « + « « « & + « .5

2. Purchase Orders not Received from Newport News: Our latest
discussions with the Lead Yard indicate a probable edditional

$600,000 worth of purchase orders per boat has yet to be received. 4.2

3. Coded Stock: A recent purification of the Ship's Bill of Material
. has facilitated a more accurate assessment of the cost at
completion for coded stock. To the extent that the Ship's Bill is
stated in 1972 type prices, escalution wae spplied to correspond
to materinl deliveries for the first three and last four bosts
respectively to arrive at the total cost et completion

Revised CAC $36.5 Million (5.2 avg. per boat
2nd Qtr CAC 29.6 Million (4.2 avg. per boot

Net Changes: o o o o o o s o o s s ¢ o sc0 s s s o+ 6.9

L.  Construction Services: Latest returned costs indicate additionsl
increases in construction eervices in such items as preheat and
other fuel related 1tems « + ¢ o ¢ o & ¢ o ¢ ¢ o ¢ ¢ s o « ¢ s o o 1lal

Se Schedule Slip: On the lster boats it 18 estimated that for some
coded stock not yet purchased and most of the construction
services not yet expended there will be on additionol growth due
to the resultant escalation from en eversge delay in ship con-
struction achedules of Bmonthee.o o o o o o ¢ o o s 0 0 o o o o o_2.3

Total Increase over 2nd Quurter EStImAte o o v o o o ¢ o o ¢ o o s 0 s 0 0 0 0 o s 0 0 0 n o 00

e

ReviaedCostatCompleﬁon-..............l........'..............

6TY

683
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€88 II Meterial Rrconciliation

nLfL/g

2nd QUArter CTC o« o ¢ o o o ¢ o o o ¢ o o o o o 6 ¢ o o 06 5 0 6 o 0 0 o009

Improvement: This represents the smount of overrun which was excluded from

the 2nd Quarter CTC in enticipation of possible improvements
in meterial cost performance, now judged improbable.

Sub Total {2nd Quarter Totel Estimated Cost). . . .

Changes: . .

1., Farmout: It is estimated thet 420,000 hours of shipyard
fermout will be required. The estimated premium is 30%.
Totel cost of premium =. 420,000 hours x $13.60/hour x <30 .« « « «

2. Coded Stock: (See Puge 2 for Details)
3. Escelation: -(See Poge .? for Details)

b, Schedule Slip:(Sece Poge 3 for Details) « « « ¢ o ¢ o o ¢ o o «

Total Increese over 2nd Quarter Estimate « ¢ ¢ o o+ ¢ ¢ ¢ ¢ o o o o o o 0 ¢ o o o

Revised Cost 8t COMPLELION « o « » o o o o o o s o o o o o o o 6 o s o s o o o o

—
\

Pege 1 of 3.

($ Million)

e ¢ o s » 338.0

4.7

e o0 0. 3b2.7

o 1.7
10.1
32.7
1.1
o0 e s _55.6

reTy

ove
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SECraLs whls Luuions i U1 UL o1 General L ies € and or conti

B o A I sy tte i ot s sotonsn wIMOU por writlon nalt  Sentrsl Byowmios Corparation,

il al Reconciliation Details Page 2 of 3

Change: '
1. Farmout: Deteil {s on Page 1
2. Coded Stock: A Ship's Bill of Msterial for the 2nd Fug'ht has been developed
eince the 2nd Quarter CTC. Because this bill of material is expressed in January 'Th
dollars, escalation as it 1is now projected below at 12$/year (consistent with the .
Trident bid) muat be added for future deliveries. The 2nd Quarter Estimate for
coded stock vwas built off the first flight estimated CAC

Revised estimsted cost including revised eacalation 69.9 (6.4 avg. per vost)

2nd Quarter Estimate:

Besic Contract Ls.5
Overrun based on 1lst flight performsnce

now judged to be included in revised
escalation mdjustment 9.
2nd Quarter escalation adjustment for stock [

Totol 2nd Quarter Estimete 59.8 (5.4 avg. per bost)

Net Change from 2nd Quarter 10.1

3. Tscolotion: "It is estimated that from now to the mid point of the second flight
(10/7G), €scalation vill overoge 12% per year, vhich 1s consistent with that used in
the Trident bid. Actual escalation to May '7h from the mid point of the first flight
(10/73) has been 20% uaing the cost index developed for Trident. Combining these
factors results in a total escalation from first to secund flights of 57.83‘.

The escalation in the bid estimate was 26.04% and thus the net increase over the bid =
1.5768 &+ 1.2604 = 25.26%

Basic Contract Estimate 297.4

Less Coded Stock which includes

revised escalation above (45.5)
Sub Total 251.9

Escalation Increase % x .2526

Escalation Incremse over Basic Bid 6;.6

ravy

|84
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T B LA TR rtes on Bt Ememston:  Page 3 of 3

The 2nd Quarter CTC assumed an @verage 11.3¢/year escalation
from first to second flights. Because no cost index was
aveilable for the 2nd Quarter, the magnitude of extraordinary
escalation from the midpoint of the first flight to the time
of the 2nd Quarter estimete was not known.

Basic Contract Estimate 297.4

Less Coded Stock which has escaletion
included in 2. above (45.5)

First Flight Overrun carried over to
2nd Flight end novw Judged as pert of the 20%

cost index escalation mentioned above 6.9
Total Eacalatable Mnterial 258.8

2nd Quarter Escalation Increage (1.1133 L 1.260h) x_.093
2nd Quarter Escalation Increase 2h.0
In eddition, the 2nd Quarter CTC included 6.9 million of Components, Specislties,
and Purchesed Services overrun based on lst Flight overrun. This overrun is now
concidered to be escalation related and included in the 20% cost index escelation
mentioned above.
Total Change in escalation from 2nd guarter:

Revised escelation adder =  63.6
Less: 2nd Quarter adders = (2L.0)

Total Escalation Increase 32.7

h. Schedule Slip: It eppears that meterisl deliveries and expenditures will slip

pbout 3 months fxom the original schedule, resulting in further additional escalation

on all material, including the above changes, of 2.87% (12%/yesr)

2nd Quarter Estimated Cost 3h2.7
Farmout 1.7
Coded Stock 10.1
- Escaelation 2.7
Sub Totel . "

x 028

Pand Af Qrhadiisa Qdn AR |

rivy

ve



243

688 T MATERIAL RECONCILIATION °

Special Review vs Bid Estimete $ (000)

BidEstimate...........................139-5

Changes to Original as of 2nd Quarter 1974
1. Fsroout 20.9
2. :Bad Estimate (Steel, Hest Exchangers, Coded Stock) 7.5 -
3. .Escalation 5.6
4. Other (Construction services not in original scope) _1.8

Sub Totel 25.8

2nd Quarter EStImates o v v o o 4 4 b e v b b e s s ... 175.3 175.3
Imprsvement........................... (3.0)

2ndQuurterC'I’C......................... 172.3

Chenges Subsequent to 2nd Quarter 197k

1. Farmout Premium .5
2. Bed Estimete (Coded Stock and other scope) 5.9
3. Escalation (primarily on Coded Stock) 6.3
4. Schedule Siip - : 2.3 - B
Sub Total 15.0
Jed
é; 2 TOTAL COST AT COMPLETION ESTIMATE 12.2
38z
282
ARz
ZES.
i3
35 .
ES
i
{ 8/1/74
E
H
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688 II MATERIAL RECONCILIATION

Special Review vs Bid Estimate
$ (000)
Bid EStimate. « « « o v o o o o 0 o o o s o oo o 00 o e o s oo 29T.h

Changes to Originel as of 2nd Quarter 1974

1. Bed Estimste (by virtue of using the First
Flight Estivate es e basis for most accounts) 16.4

or confl-

ct and/or othar applicable statutes.
tneral Dynamics Corporation,

2. Escaletion (incressed from B% to 11% for 3 yTs) 28.9

Sub Totel k5.3

2nd Querter EStimate. « o o o o o o o o s o o s o oo o o o o o« 342.7 342.7

and s

TOPrOVEMEDt o o « o o o o o o o 6 o o o o o o o o o o 0 s o s o ® (L.7)

2nd QuUATLeT CTC « o o « = o » o s o o ¢ o o o o o o o = o ¢ o o o 328.0

Chenges Subseguent to 2nd Quarter 197
1, Fermout Premium (420,000 hrs @ 30% premium) 1.7

2. Bad Estimate (by virtue of having used
the First Flight budget as a base ship) .6

Lion ot Genaral
n of the Fresdom of Informatior A
¢ without prior writtan notice

3. Escalution (increesed from 11% to 12% for 3 yrs
plus 20% of actuals from 10/73 - 5/Th using

1

§§ TRIDENT cost index) © k2.2
i
EH L. Schedule Slip (3 months at 12% escalation) 1.1

3£% =22

H Sub Total 55.6
e -

iz : :
335 TOTAL COST AT COMPLETION ESTIMATE 398.3
f3g

g .

8/7/74

aential, It s condgered exempl

113 submitted
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688 RISK ANALYSIS

The possible range of the manhour estimate and material
estimate is shown below.

688 1
Potential Potential
Increase Decrease
Cost Cost
X1000 X1000
MANHOURS
SY/MS Manhour Estimate 4,100 600
Improvement Curve ) 1,500 1, 000
Support Area Manhours 1,500 0
Delivery Schedule 500 500
Total Manhours 7, 600 2,100
DOLLARS
Manl_’xour Dollars $ 91,200 $ 25,200
Delivery Schedule Rate Variance 6, 000 6, 000
Material Dollars 7, 600 3,500
Delay Claim 0 19,300
Potential Cost Increase/Decrease $ 104, 800 $ 54,000
Profit Impact @ Completion 104, : ,
Special Study Profit Position $ (85, 800) $ (85, 800)
Potential Outcome $(190, 600) $(31, 800)
688-11
MANHOURS
SY/MS Manhour Estimate __ . . 6,500 900
Improvement Curve 3,500 .1, 500
Support Area Manhours . 3, 000 1, 000
Delivery Schedule : 1,500 1, 000
Total Manhours ’ 14, 500 4, 400
DOLLARS
Manhour Dollars $ 204, 000 $ 66,000
Delivery Schedule Rate Variance 22, 000 15, 000
Material Dollars . 40, 200 18, 400
Delay Claim ] 0 38, 500
Potential Cost Increase/Decrease $ 266,200 $137, 900
Profit Impact @ Completion $(266,200) $104, 900
Special Study' Profit Position $ 35,300 $ 35,300

Potential Outcome : $ (301, 500) $ 69,600
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(23)
DETATL OF 688 I AND II RISK - MATERIAL
MATERIAL COST: 688 1 688 I1
Potential Potential Potential Potential
Cost Cost Cost Cost
Decrease Increase Decrease Increase
$ (Million) § (Million) § (Million) $ (Million)
5. 1. Farmout Premium (o) 0.5 (0) 13.7
20 "
;; 2. Coded Stock Estimate (0.5) 1.3 (1.5) 2.8
235
HH 3. Esceletion in Other Materisl {included in 2. and 6.) (12.3) 20.4
o5 E
E%E L, P.0.'s from NPN {1.%) 3.7 (included in 3. above)
§o N
H S. Schedule Slip (1.1) 1.1 (1.2) b1.1
N 6. Construction Services (0.5) 2.0 (1.0) k.0
=2 . .
Y (3.5) 8.6 {16.0) &.0
1139
-88
35 -
£3 .
E% ESCALATICK RECOVERY:
s
=§§ Estimated Range of .
ii3 BLS Escalation Recovery 16.8 17.80° 68.4 112.6
H
5 Current Estimated Recovery ' 16.8 70.8
3 Risk over Current Estimate (o) (1.0) (2.%) (01.8}
22§ NET RISK (Cost less Escalstion .
Recovery) (3.5)  ~ 7.6 {18.4) Lo.2

=2
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( COST IMPROVEMENTS

- SSN688 I and SSN688 II -

SSN688 I
Manhours
Potential Manhour Reductions (000's)
Assignment of Better Trades Personnel & Supervision 1, 000
“Trade Rollover, Multiple Manufacture 400
H Methods Improvement 400
¢ Design Improvement 100
. - 1, 900
1O U DO e
o0
i
a8y Potential Cost Savings ($000's)
H Value of Above Manhour Reductions $ 22, 800
° Additional Backshift During 1975 (Rate Savings) 2, 000
%g Other Changes (Farmout of Site work, slip Trident, 2, 000
af emphasize budgets, etc.)
2
3; $ 26, 800
£s
£2 .
3E8 SSN688 I
§TEE Manhours
388 Potential Manhour Reductions 000's
g; Assignment of Better Trades Personnel & Supervision 2,000
§§° Trade Rollover, Multiple Manufacture 1, 500
;: Methods Improvement - . 1, 500
1 Design Improvement 300
it: - R 5,300
£ 2oL —_—
Hi Potential Cost Savings ($000's)
E;-_E Value of Above Manhour Reductions $ 79, 500
éE.’g Early Fabrication (Rate Savings) 2, 000
H Construction of One Additional Boat on Slab (Rate 10, 000
H¥ Savings) .
825 Accelerate Material Procurement 23, 000
N . $114, 500
(3 - _—
v :
iz
tE
q
g
H 8-7-74

1t 13 submitter
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SUBCONTRACT POLICY

It is evident that we should perform 688-I work in the most cost effec-
tive physical location. This is frequently not being done. We are

continuing to subcontract 688-I work at & premium while doing other
work in house.

or conti-

et and/or other applicable statutes.
neral Dynamics Corporation,

A specific example of this is the Torpedo Handling Stowage System
Structure meke or buy package, where, due to S8G work being done at

Quonset, 68B-I work is being subcontracted at a premium (Meke or Buy
Directive 85-1, dated August 2, 197h).

In this instance:
The cost of doing the structure at EB is $761,700

$910.000
$148,300

Cost for farmout

Premium over EB

Note: The premium may, in fact, be larger than this because

presently cost levels at Quonset are below Groton
cost levels.

of General
of the Freedom of information
d without prior written notice ’

In this case had SBG work been assigned a lower priority than 688-1
work, the S8G work could have been subcontracted instead of the 688-I

H1 work. Capacity/workforce limitations will cause us to subcontract
3% significant additional 688-I work, at a premium, unless priorities are
iss reordered,

1

558

i

feE’

HE

38E

4

ZE3

L

*35

(E2 .

5%

BH 8/1/74
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- ~ DIRECT LABOR RATES FOR JUNE, 197k

S e 66 &9 6 en &0 e

Shipfitters 5.15 4.1 L.66 k.80 k.92 4.99 k.62 U.U7
Velders 5.48 5.36 5.28  5.00 5.01 5.23 5.02 L 58
Outside Electricians 5.29 4.71 5.06  L.65 L.77  L.63 4.u5 4.2
Outside Machinists 5.34 5.03 5.06 L.69 5.01 k.96 L4.90 %, 59
Pipefitters L.86 .81 5.03 L.67 k.68 4.81 4.38 k.35

Straight Average 5.22 4,96 5.02 L.76 L.88 L,g2 4.67 L.y

or conti.

ormation Act and/or other appilcable statutes,
‘neral Dynamics Corporation.

The direct labor rates for the month of June for selected trades for specific boats
are shown sbove. The straight average rate is the arithretic average of the other
five rates.
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nof ol o

ESCAIATION STUDY

Special Review vs Cloim Delsy

Escalation Recovery SSN688 1 SSN6B8 IT
(§0600) ($000)
Porecast Rate Amount Amount
Special Review
Labor 6.0% 65,433 168,391
Material 10% 1974/84 year 16,79% 70,919
TORAL - 82,229 239,310
Claim Delay
Lavor (l-ycar slip) 6.0% 79,861 200,155
Material (688 I 6 mos/
688 II 3 mos) 10% 1974/8% year 21,582 _T7,631
TOTAL - 101, 443 277,786
ADDITIONAL RECOVERY POSSIBLE #* 12,2111 38,476

' # These smounts are those that could be obtained if it were possible to claim that there was a
delay to the Division's program caused by the Newport News performance.

12\
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ESCALATION CLATM

Table opposite indicates additional escalation recovery that could
be obtained from & claim bzsed solely on & chenge in the escalation
clause of the SSN6B88 contracts. In the case of materiel escalation,
the claim could be based on the e2llegation that deliquent Newport KNews
pians and design informetim precluded our placement of purchase orders
to our contract schedule end consequently caused us to incur increased
z;aterial costs. In the case of labor escalation, the claim would be
based on the allegation that the late plans and design information combined
with the late receipt of meterial to cause delays in our stert of work
on this contract.

Any claim for added lebor escalation recovery on the SS90 contract
and any claim for added escalation recovery of labor or material on the
SSN700 contract appears tz;: be very speculative at this time besed upon
statements made by the Division to the Government in criticel items
letters.

The basis for the calcﬁation of added escalation recovery was
the application of the anticipated BLS index growth to the labor and
raterial expenditure phasings contained in each of the contracts. The
bese months were slipped six months in the cese of lebor and material
on the SSN690 contrect, and three months for material on theSSSN700
contract to reflect the schedule impact of the late.: design information

discussed zbove.

8/8/74
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(56}

Comments to Cash Flow Chart

The Cash Flow Chart reflects the incresse/decrease on the 2nd Quarter
Profit Review total Division forecast (left colum) as developed by
the Special Study utilizing revised cost to complete data for the
three major construction cantracts,

Progress payments were developed using the progress payment clause of
each contract. Physical progress percenteges vere developed by dividing
the forecasted cost incurred by the estimated cost at completion, This
assumes physical progress and cost incurred are directly related,

An enalysis of the chart indicates that both the SSN 688 I and II Cone
struction contracts reflect an impact on cash flov, This is primarily
due to the fact that the 2nd Quarter Profit Review reflected a profit
vhile the Special Study indicates a loss,

The TRIDENT Construction contract reflects an increase in cash flow

Primarily due to an increase in forecested escalation recovery on the
contract,

8/7/ M
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CASH FLOW EFFECT BETWEEN SECOND QUARTER PROFIT REVIEW AND SPECIAL STUDY

- Major Construction Contracts Only - !

i~ Mf O

(Millions - Cumulative)

Total Division : Net Cash Flow Increase (Decrease) to Second Quarter
Second Special Study }
Year Quarter 1974 Year Trident SSNGB8 T SSNGBB 11 Total
a97h $(u1.0) 1974 $ (.2) $ (23.0) $ .2 $ (23.0) . ;
1975 $(37.5) a9t (.3) (91.1) 3.8 (67.6) | |
1976 $(46.0) 1976 ‘14,6 (102.5) 18,5 (69.%) 34
: . ) |
, 1977 5.5 (114.8) - (34.5) (103.8) |
1978 99.2 (110.9) (77.4) (88.7)

Table at right shows cumulative net cash flow reduction to Second Quarter forecast resulting from changes in profit
position on major construction contracts.

TRIDENT

The cumulative canh outflow on TRIDENT construction per the Second Quarter Review was $99.2 million by 1978.

In the Special Study, increase profit rate, higher escalstion payments, and revised withholding clauses

result in Divielon being limited to receiving 100% of cost incurred and thus there is a cumulative net improve-

ment of $39.2 million by the end of 1978, . |
688-1 ’ ,
The cumulative cash flow reduction of $110.9 million below the second quarter position reflects reduction in
profit on this contract from $26.0 million in the Second Quarter Review to the current Special Study position
of an $84.9 million loss.
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SPECIAL STUDY PROFIT ASSUMPTICHS

The Profit Assumptions used for the Second Quarter Review were also employed

for the Special Study with the following exceptions:

1., All major new construction and overhaul contracts were revised to

reflect current Cost Engineering estimates of cost at completion.

2-. 1abor Escalation Recovery was projecied at en index growth of 6%

per year (vs. 5.5% in Second Quarter) from the most current base

of February 1974. Material recovery was projected at an index growth
of 10% for the year 1974 and at 8% for every year thereafter (vs.
about 6.5% in Second Quarter plus $5 million adjustment on 688 II).
The base for Trident material recovery was February 1974 while the
latest actuval of April 1974 was utilized for ell other contracts

due to need for esdditional information reguired to compute a composite

weighted base rate for the Trident contrects.

3, 688 I and II. In the Second Quarter Review, profit rates of 6%,
74, and 8% were used for the years 197k, 1975, and 1976 respectively,
per Corporate direction. However, in the Special Study, booking

rates reflect the projected loss based on the new cost at completio'n.

L, Trident Construction. Negotiated prices for lead and three follow

Tridents were used with no estimated change order revemue.

5. Re\(enue forecasts for all other ccntracts remzined as per the Second
Quarter Review except for the’667/671 Overhaul and the 585 Overhaul

contracts. Change order activity totaling $2.5 million in cost was..
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STECIAL STUDY PROFIT ASSUMPTIONS
Page Two

5. (Cont'a)
used on the €67/671 Overhaul and $5.0 million in cost was used on

the 585 Overhaul.at the besic contract profit rates.

6. Miscellaneous Firm end Likely Overhzul Business profit rates were
reduced by 1.5% to reflect recent perforzance and-ceiling overruns.

(Firm now 6.5%, Likely nov 6%).

or conti-

"t and/or other sppllcadbla statutes,
maral Dynamics Corporation.

7. Total Engineering Second Quarter profit rate was reduced by 1/29

to account for increased ceiling overruns since individual profit

andis

reviews were not revised on these contracts. This reduction results

in & 10% decreese in 197k Engineering profit.

8. On the MARF Engine Room Construction Contract, & profit rate at

completion of 5% wa.s'used in the éecond Quarter Review with a

Management Reserve of $1,347,000. However, in the Special Study,

of Generat

empt from disclosure under ihe provision of the Freedom of Informatio:

ndition that (ts contents wifl not be released without

ptior written notice

the Management Reserve was eliminated and profit at completion was

increased accordingly.

l

o secrats and

8/7/1%

dantial, 1t 1s co”
1t 13 submitted
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Approved Budget
First Quarter Report
Second Quarter Report
Special Study
SSNGBS Class Profit Improvement
N688 I ($5.1M Loss)
ssn688 TT ($69.6M Profit)
Elimination of Overhead Ceiling

Potential Outcome

8/8/7h

OPERATING PROFIT SUMMARY

‘eneral Dynamics Carporation.
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Estimeted
Coat Best
2 2nd Qtr. per Speeiel Possible . Break Even
; Position Manhours Schedule Infletion Study Position Position
688 1 :
Manhours SY/MS 21,2h0.8  6,704.8 27,954.6 23,945.5 21, 82.8
Other 5,678.5 452.9 6,131.4 6,131.4 5, 800.0
Direct Labor Dollars 137,011.8 36,h32.7 ;30,0 82h.7 178,699.2 148, 523.8 1Lk, 958.8
onc . 3b,826.7 9,253.9 1,355.6 2,681.0 48,117.2 b2,h27.7 38,993.9
Overhead 129,108.8 34,319.6  3,827.5 4,332.1 171,588.0 151,414.8 139,160.4
Overtime b, 519.0 1,030.7 1h6.2 2.7 5,720.6 5,047.2 b, 638.7
Shift 2,h03.0 655.8 79.7 éeg.G 3,299.1 82,2{9.0 8;,718.2
Material 172,338.5 . 1) 2,300.0 15,67 g 1@,213.0 b1 .0 1 00.0
Total Cost 460,207.8 " BL,692.7 12,139.0 23,657, 7,697.1 ﬁ@
Escelation Recoveg
Labor 59,106.0 "0 [¢] 6,327.0 65,433.0 65,433.0 65,433.0
Materiel 16, 582.0 0 0 21b.0 16,796,0 . 16,796.0 16,796.0
Escalation Claim [+] 0 4] [s] [] 19,200.0 [+]
Total 75, 608.0 [B 0, 6,511.0 82,229.0 101,029.0 82,229.0
Contract Ceiling , 506,236.0 ’ 512, TT7.0 53%,977.0 512, 770.0
Profit Position 26,028.2 {84,920.1) (5,088.5) o)
668 11
Manhours SY/MS 32,042.6 6,796.4 38, 839.0 -29,139.0
: Other 8,580.6 0 8,580.6 7,580.6
Direct Lubor Dollers 252,652.9 12,266.8  25,132.h 9,197.2 329, 539.3 205, 964, 5
.onC 78,82h.8 13,187.2 T,866.4 3,256.5 103,134.9 T9, 866.5
Overhead 213,190.1  35,673.2 20,633.7 5,359.1 274, 856.1 212, 807.2
Overtime 7,529.6  1,268.0 728.8 19h.1 9,720.5 7,399.8
Shift 4,356.9 8.5 L27.3 Y 132.0 3,631:.7 2,337.8
Material 337,999. 0_  11,100.0 219.1 19.0 _356,919.0,
Total Cost Eyfgygj.z B 0037 65.808.86 BT 653.0 1!121!202.2 907, 294.8.
Escsletion Recovery, - = = -
Labvor 147,256.0 0 0 21,135.0 168, 391.0 168, 391.0
Msteriel g, 881.0 0 o 21,038.0 70,919.0 70,919.0
Escalation Claim 0 0 0 0 0 __38,500.0
Total 197, 1370 12,173.0 239,310.0 277,810.0
Contract Ceiling 1,003,917.0 1,085,861.0 1,12h,361.0
Profit Position 76,031.0 (35,343.5) 69,600.0

BEST POSSTBLE POSITION IS POTENTIAL DECREASE

COST PLUS COST IMPROVEMENTS.

rveny

092
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\2)
TMPACT OF CEILING ELIMINATION
- Special Study -
($000's)
Total at Completion
Ceiling Share Profit
Disallowances Ratio Imvact
NEW CONSTRUCTION
SSNGBB I - 0268 5,767 0/100 -
SSN688 II - 0206 458 0/100 -
SSN685 Construction - 0307 382 85/ 15 325
Trident Lead 501 95/ 5 476
Trident Follows 71 70/ 30 50
Cther Firm and Likely gg_ 70/ 30 69
Total New Construction 7,27 13/ 87 920
REFUEL, OVERYAUL, CONVERSION
571]507 Overhaul - 0264 799 100/ © 799
616 Overhaul - 0277 707 100/ © 707
607 Second Overhaul - 0255 565 100/ © 565
619 Overhaul - 0245 883 100/ © 883
667/671 Overhaul - 0205 799 80/ 20 639
585 Overhaul - 0272 745" 100/ © 745
= 626 Overhaul - 0261 Lok . 10/ o Lok
£ Miscellaneous Firm Business 3372 8o/ 20 - 527
2  1likely Business- : 322
H Total Refuel, Overhaul, Conversion 5,561 95 5 5,269
.:,Emmmm; 2,194 100/ 0O 2,10k
U =t
SLAND BASED PROTOTYPES 167 w00/ o 167
TOTAL DIVISION - 15,200 56/ bk 8,550

Ceiling disallowances total disallowances applied to each contract as a result of
verruns to the 1973-1975 overhead ceilings.

it impact is increase in profit at completion resulting from elimination of overhead
iling. The share ratio varies according to the cost sharing provisions of ocur




wigsa oY cout)-

0 LW PO vl 1 B s

rmetic ¢t ond/or ather

to Gy

e Froadom of lute
‘W-iﬁ.-h

S e Wueres LYWL

proviseas of

t its contonts will not be relested wi

Pt from ‘M ender ~

condition the

L Gentinl. 11 13 cor.-
i itted o vod oxem

262

D - —

-.eNE’.-éL DYNAMlCS 6‘

& Lrdis Corporate Office

i Date: 14 October 1974

To: David S. Lewis
From: M. Golden
Subject: Third Quarter 1974 Program Review -

Electric Boat

Here are Homer Boyd's views

i
l
|
!
|
i
i on the current trend at Electric Boat.
.4 4 C ZIVED
ooT 111974,

- OFFICE OF
YWE GHAIRMAN
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GENERAL DYNAMICS

INTER-OFFICE MEMO Memo No. HEB-74-140
9 October 1974 .

To: | Mr. Max Golden

From: . H.E. Boyd

Subject: THIRD QUARTER 1974 PROGRAM REVIEW - ELECTRIC BOAT

- Attachments: (A) Shipyard Performance Trends

(B) Overhaul Status Summary

A review of programs at Electric Boat in early September 1974 reveals
many areas of concern.

OVERHEAD

Interpretations of the 1972 overhead ceil'mg.agreement by government auditors
is resulting in sizable differences, Efforts to delete the existing agreement
met with no success in Washington. Current Navy direction is for E-B to
propose specific modifications to the agreement and submit at the local

" level (supships-Groton). In my opinion this is of major importance.

688 CONSTRUCTION PROGRAM

LABOR

Efforts to improve performance are showing signs of working in some task
areas; but, overall the trend is worsening. Copies of elemnental tasks areas
trend charts fromElectric Boat are attached.

MATERIAL

Coded stock usage has increased to an unusually high level and will increase
material costs significantly unless this trend is turned around.

Subcontract (farm-out) in all probability will result in numerous claims along the
eame lines as the claims submitted by Ft. Worth. Late material, faulty material
(wrong spec. material, material cut too small, unacceptable castings, etc.)

and drawings different from those furnished for bidding purposes, etc. -

I have seen two claims from outside vendors and it appears many more can
be expected.
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Page 2
Memo No. HEB-74-140
9 October 1974

_OVERHAULS
The ‘overhaul programs continue to increase in cost and slip in schedule.

- All ships currently in work indicate overruns at delivery (even the $85
which has only been in the yard approximately 2 months). =

Attached is a summary of cost and schedule data on ships currently in work.

&

Boyd

Jemm
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H. E. Boyd
9 October 1974

688 CONSTRUCTION (1st FLIGHT)
{In Millions)

Shown below is a comparison of the'most likely"* Corporate teamn position
(February 1974 Review) and my current feelings: .

Element Februarx”l974 Se'gt‘ember 1974
Manhours 3z2.2 33.3
Dollars
Labor ’ 168.8 175.1.
Overhead 134.3 139.2
Other Direct Charges 53.4 55.1
Material 171.4 180.7
Total Cost 527.9 550.1
Revenue 504.3 505.3
Loss (23.6) (44. 8)

The change activity seems excessively low in identifying ‘and proposing changes
that impact cost. 1 have data through December 1973 on the paper received
from the design agent which totaled some 6, 600 drawing revisions; and, 7, 500
design notices, drawing revision notices and liaison problem and solution
reports. If this trend is continuing it appears we should have a large volume
of changes being processed—this I don't see. Data from change control is
shown below:

All data is as of 24 August 1974

Adjudicated $747,286 (Includes 11.9% fee)
Unilateral Chgs. :
Submitted (8) 277, 365 (Includes 11.9% fee)
Unsubmitted (9) 97, 381(Includes 11. 9% fee)

""#As you recall, in February the team had 3 positions:

" Optimistic, most likely and pessimistic. Corporate Financial Management
chose to use only the optimistic position (in the formal review), which was
based on E-B achieving a major portion of their cost reduction items; most
likely assumed achievemnent of slightly over 50% while pessimistic assumed
most would result in no cost reduction.
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Attachment (A) -
H.E.Boyd
9 October 1974

SHIPYARD PERFORMANCE TRENDS

688 Construction Program (Flight I)

An analysis of 688 construction (first 7 ships) ind.i:atu the fol.lowing:

-Chart No.

1. " Overall 8h§p);lrd perfox;m:nce is continuing to erode although at a

very slow rate.

—~ 138 pta. on 31 December 1973 vs. 148 pts. on 28 September 1974.

New construction (work on building ways basically) has shown 2
steady degrading performance trend.

131 pts. on 31 December 1973 vs. 150.5 p‘!l. on 28 September 1974.

Manufacturing (work off hull) is followmg a downward trend althoigh
it has experienced maay ups and downs.

133 pta. on 31 December 1973 vs. 125 pts. on 28 September 1974. -

" Nuclear experjenced a solid downtrend but during September 1974
- surged upward but is still overall in a downward trend,

174 pts. on 31 December 1973 vs. 160 pts. on 28 September 1974.

SA. Nuclear installations are following a steady trend of degraded per-

formaance.

145 pts. on 31 December 1973 vs. 166 pts. on 28 September 1974.

Testing although mainly associated with overhaul tasks is following
a trend of costinual degradation.

135 pta. on 31 December 1973 vs. 166+ pts. on 28 September 1974.

dverhaul and Conversion

3. Overhaul performance has been extremely volatile but is trending to
further degradation. .
144 pta. on 31 December 1973 vs. 210 pts. c;n 28 September 1974.
5A.

Nuclear installation is an extremely welcome trend on overbault as
‘it hae followed a solid downward trend.

235 pts. on 31 Decemnber 1973 vs. 123 pts. on 28 September 1974.
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GENERAL DYNAMICS WEEKLY MANAGEMENT REPORT .

Electric Boat Divigion ' o . . e
weex mpmve__ SR 28 1914 . pace _1
TUDIR, | DIREGT CHARGING PERSONNEL : TNSTALLED HOung PERF| % | EACK
TR e |surv.|or o [Rismie | voy | sm- | ThR | AGE | (4
*lpont hLiEp [PROG- | STA. | EARNED PROG- [PROG- { TION | OVER- | TOTAL () WEEZS
114546 RAMAED] FILL WKMED [RAMMED | FILL | TIRE (849+10) fiq. %
_ M) =) ([ Py [(6) Lep [® | (o) | o) | () | (o) 7357 an) [(15)
Mo 2y o 126|181 | 17mbj198 |1516 | o° | 29065 | 4383116608 |0 - | 7232 | 60Uz |is;1 |73 |-
O'ZEEPAUI-) . 61 235 | 1645] 994 | 651 | O 9ou8 | 18791 |8oo7 | o 3762 | 26798 | 208 |70 |-
CUART 3 : <
("T"AC‘BENG' 194 [170 | 2318|694 |162k | O 34935 | Ub122 | 1uko6 | o 3854 | 58618 | 126 |75 |-
CUART : :
'l(g:':é; gx)’:.mnons b 128 | 787 350 [u37 | o 8u26 | 13372 {3308 |0 1883 | 16680 | 159 |60 |-
Tz(s:zilng &) 87 53 LB7 1263 (224 | O 3869 | 6467 2891 | o -] 1701 | 9358 167 (69 |-
CPERATIONS OFFICE 421 T 1+31 | +207 | +207,0 0 - - - - - - - - -
K UIESSIGIED
TOTAL
'S)(*gj{;gbl'g““ 523 |798 | 7158 {2706 | Wus2 | 0o |B53v3 | 126584 45310 |0 | 1832 | 17893 | 148 |74 | -

892
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Attachment (B)
H.E.Boyd
9 October 1974

OVERHAUL COST SUMMARY

Contract Values1 i Returns . C:urporal:e3 Diviﬂcnz

*. Ship . Cost Fee Total Thru B/23/74 TIC TIC
* §SN-571 . 22,263 1,802 24,065 41,212 49,200 47,000

SSN-585 33,274 3,161 36,435 . 9,504 36,800 33,138
SSN-607 15,367 1,383 16, 750 29,758 34,500 . 33,381
SSN-667 16, 486 1,366 17,852 - 13,184 21,075 . . 15,933
SSN-671 16,757 . 1,389 18, 146 12,840 22,300 16,239
SSBN-616 28,836 2,595 31,431 44,765 47,500 46, 100

SSBN-619 28,890 2, 689 29,579 37,610 52,000 46,200

1ncludes all changes currently in process at Electric Boat {including those not yet
submitted.

zDivision pbsiﬁon is the current TIC and delivery data officially submitted to the Navy
{or overrun funding. .

3Baled on delivery dates shown on attgched bar schedule.
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* "ELECTRIC BOAT GVERHAUL AND ‘CONVERSION DELIVERY §CHEDULES

H. E. Boyd .
Contractual - Current Division = Corporate Pricing 26 Sept. 1974
ST ™ T Tt
1 13
SSN-571 : | N
16 : i . i 16
1 13 e L
e — 15 Lickio
_] v e en e Ce
4 20 D Contractual Schedule

] “Electric Boat Schedule_

SN-EST ] T D { as of 20 September 1974 }

s ] ‘Corporate Pricing Schedule

P 26 D {as of 20 Seplenfber 1974 )

TN 3 !

16 15
1 £y
$5BN-816 j|1"
iv) i)
. 1 ]
S5BN-619 IJ?
Kl 18
“33N-BE5 1 3,

i xlslolNlnI'JlrlmlAlMI'illlll’sIolNlol‘JIrlMI'AlMIJIJlv\I'SIcINIDI‘:Ir'IMIAIMIJI'JI'AISIOINID
1972 1 1973 | 1974 | 1975

s Fimlalmf 5[ s fa]sTo]n

1976

LLe
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CONTRACT STATUS ASOF__ 23 August 1974 . Page_1 of__L
. £1000°s] . . tius Oats 4 Oct._19
. . * . Replaces u;
Division ELECTRIC BOAT Contract Typs__CPIF. Pregared by .
A Corgorats Pricisy HEB
Program, SSN-571 Overhaul Contract Profit__ 5-8-12 )
Conusct No, IN00024-7 1-C-0264 Sharing Formuls _80/20
CONTRACT BASELINE REMARKS:

—Cew o Paft o P —Polit% __ | pigallowances calculated at . 9%
Tota) Hegotinted s 19,968.8 $1,618.3 $ 21,587.1 8 %
Proposed - Nat I 2,141.7 171,3 2,313, 0 8 %
Estimated - Not Proposed 152.8 12,2 165, 0 8 %
Total Contrsct $ 22,263.3 81, 801.8 $ 24,065, 1 8 %

Changs from Lest Report

Caling Prics §__NA

g 1145 § 9.0 s .

123.5

d *

Contract Go-Ahead 15 Aug. 1972 Contract Campletion 4 Jan, 1974

COST STATUS PROFIT STATUS
Cosporate Corporat
Under {Qver)

Corporats Division Division Comoraty Divislon
Aetia Cont to Dats 4 41,212,.0 $41,212.0 s - Teu ContractPraft $ 1,801.8 31,801.8
Estimate to Complets 7,988.0 5,788.0 | {2,200.0) | erofit
Toul indicated Cost” ¢ 49,200.0 $47,000.0 |s(2, ZOO..O) Impact of Sharing (688, 6) (688. 6) -
TIC UnderiOver) Contract Cont -~ $.(26, 936, 7) $(24,736.7) $(2,200.0) Underrun (Ovarrun)
I:huuéﬂmn Last Report $ {3,585,5) $ (5,885.5)|$2,300.0 O ’ (442.8) (423.0) (19.8)
% Total tndicated Cont Expended 83,8 % 87,7 % 3.9 % :
% Tous! Contsest Cost Expended 185.1 jl 185.1 % - %
% Contrect Task Compl 83.8 % 87.7 % 3.9 %/ voudindicatearom  $__670.4 $_ 690.2 8 (19,8)
Indizated Completion Dsts 1731475 10/25/74 |{3.25 Mos, | Prfit Foreeart____1.36 % 1.47 % (11) %
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* CONTRACT STATUSASOF_23 August 1974 T ' 'm- 1 w1
§{000%)

Iwus Dats 4 Oclober* 1914
c . . . Replezes ew
Division ELECTRIC BOAT N __ Contract Typs CPIF . Prepared by s
N N Corporste Prelng HEB
Prognm SSN-585 Overhaul . Coatract Profiy_6-9,5-13_ - % ha—
Contract No. N00024-73-C-0272 Sharing Formuls 80/20 Bepginning @ $35. OM
CONTRACT BASELINE REMARKS: !
Co—fet . Bl : rice Profis & Disallowances calculated at . 9%
Total Negotisted $33,105.9  §$ 3,145.1 $.36,251.0 9.5 ¥
Proposed - ot ] 7.6 .7 8.3 9.5 %
Estimated - Not Proposed 160.8 15,2 176.0 9.5
Tou! Contract $33,274.3 _ § 3,161.0 $ 36,435.3 9.5 %
Changs from luimm $ New $ _New $ New ) - X
Ceiling Price $_NA - Contract Go-Ahrad _ 8 July 1974 contract Completion 15 April 1976
COST STATUS PNOFIT STATUS
. Corporate Corporate N
: Under {Over) Ovar (Under) !
Corporate _Division Divhlon - . —Corperate: Division Division \
Actual Cost to Date $ 9,504,0 3 9,504.0 g - Totd ContractProfit 8 3, 161.0 ¢ 3,161,014 - T
Extimae to Complete '27,296,0 _23,634.0 | (3,662.0) | proit Adjestmenn: . )
Totd tadicated Cost $ 36,800,0 $33,138.018(3,662.0) | tmpxctofShang . __ (360.0) 40.9 | __(400.9)
TIC Under{Over) Contract Cost {3,525.7) ¢ 136.3 | 8(3, 662.0) Underrun {Overrun)
Change from Last Report ‘s NA - [] NA s - - ol {331, 2} {298.2) {33.0)
% Totad Indicated Cost Expended 25.8 % -28.7 % 2.9 g
% Total Contract Cont Exponded 28,6 x 28.6% - % :
) I
% Contract Task € 25.8 % 28.7 ¢ 2.9 _ % | Tout indicated Prom $ 2,469.8 $ 2, 903.7 18 (433, 2) .
tndicated € b _10/31/76  4/15/76 [ (6.5 Mos. )| patit pestiveton oreemy_© 6:7 y - 8.76 gl (2.06) o | °

6.2
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" CONTRACT STATUS ASOF__23 August 1974 g et 1 -
. $iooos] . o tusvs Oate 4 Oct, 1974
. . Rrplaces, 14
Ovides____ ELECTRIC BOAT Contct Typs___CPIE gy A
. . . Corporste Priclng HEB
Program - §SN-607 Overhaul Contsact Profit 5.9.13 %
Contract No. __NN00024-72-C-0255 Sharlng Formula ___75-25
CONTRACY BASELINE REMARKS:
Cost Profit Price Profit %
- Disallowances calculated at . 9%
Total Negotiated $ 15,054.4  $ 1,354.9 $ 16,409.3 9 %
Proposed - Not d 56,4 5.1 61.5 9 %
Estimated - Not Propased 256.0 23.0 279.0 9 %
Tow Contract $15,366,8  § 1,383,0  $16,749.8 9 %
Change from Last Repert [ 8.9 ¢ o1 [ 9.6 - %
CelingPries §__ NA ___ Contract Go-Ahesd _16 Oct. 1972 Conueer Completion 16 Jan. 1974
COST STATUS PROFIT STATUS
Comorate : Corpotate
Under {Qver} Over (Under)
Corporate Bivision Division Corporate Divislon Division
Actush Cont to Date $29,756.0 $29,758.0 |$ - Jowl CommerProft  § 1,383.0 § 1,383,018 -
Estimats to Complate * ) 4,742. 0 3,623.0 {1, 119, 0)| Profit Adjustments:
Total Indicated Cost $ 34,500.0 $33,381.0 |8 {1, 119.0)|  impact ot Sharing (614.7) (614.7) -
TIC Under{Over) Contrect Cort $(19, 133.2) 18,014, 2)|s (1,119.0)|  Underun (Overrun)
Chang from Lt Report 3 (644.5) § 9.3 |s__ (653.8) (310.5) - (300.4)| __ (10. 1)
% Total Indicated Cost Expunded 86.3 % 89.1 % 2.8 % :
% Total Contrat Cost Expanded 193.7 % 193,7 % - %
% Cantract Tesk Completad 86.3 % 89.1 % 2.8 w| Toutladiomapeme  §__ 457.8_ ¢ 467.9 (g (0. b))
dicund Completion Gos© __3/18/75  _2/22/75 | {3 Woeks) | Prof Resiraion Foreast___1, 32 % 1,40 % Los)s |
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CONTRACT STATUS AS OF _ 23 Auguat 1974 L1 .-
N $lo00°s] . bneBas 4 Oct 1974
. . . . - - Replaens 74
Dividon _____ELECTRIC BOAT Contract Typs___CPIF Prepaced By
. Corporste Priclng HEB
Progam ____GSN-667 Overhaul Ceatruet Profit 5-8, 2895 12 —
Contract No. __N00024-73-C-0205 Sharlag Formuls __80/20
CONTRACT BASELINE REMARKS:
o bt Brice Brofit ¥ Dissliowances calculated at . 9%
Total Nagotisted $ 15,813,7 s 1,310.9 s 17,124, 6 8.2895 %
Proposed - Not 42. 6 3.5 46, 1 8. é895 %
Estimeted - Not Proposed 629.5 52,2 681, 7 B8.2895
Total Contract $16,485.8 8 1,366,6 $17,852, 4 8.2895 %
Change from Last Repont ] 208.9 s 17.2 s 226.1 T aa %
CeilingPries $___ NA Contract Go-Ahead 4 Feb, 1974 _ Contract Completion 20 Feb, 1975 . !

COST STATUS PROFIT STATUS
. Corporate . . Carporate
Under {Qver) . - ' Over {Under)
—Copera_ Oion | oiion ___ - Comonty ___Dhhien | __Ohison
Rt Cost t0 Oeta $13,184.0 $13,184.0 |3 -- Tl ContactPralit § 1, 366.6  $1,366.6 |§ -
Estimat ta Completa 7,891.0. _ 2,749.0 | (5,142.0) | prams adier L .
Total Indizated Cost $21,075.0 $15.933,0 |8(5,142,0) |  tmpsctot Sharing (542, 3), 110, 6 (652, 9)
TIC UndarlOver) CentaztCont § (4, 589.2) § - 552.8 | $(5,142.0) |  Undsrrun (Orerran) -
Change from Lust Report $.(5,026,1) 8 (524.1)${4,502,0) | Oissowances (189,6) _ (143.4) 46.21
% Total Indicated Cost Expended 62,6 % 82.7 x 20,1 B '
% Towl Contrect Cost d 79.9 % 9.9 % .= x
* Contract Trh 62,6 % 82,7 % 20,1 % | Toul indkated Peom -§__ 634.7_ $1,333.8 |3 (699.1)
Indieated o 3/31/75 2/20/75 |5 Weeks) | pafit Reatization Fareesst 3.01 g 8.37 « (5,36) ¢
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CONTRACT STATUSASOF_23 August 1974 pago_3 o1 ",
$§(000°%] - c . two Gatr 4 Dct,_1974
. . . Replaew 74
Division ELECTRIC BOAT Contract Typs CPIF - Prepared by
N . : Corporate Priclig HEB
Progtam SSN-671 Overhaul Contract Prafit 5.8,2895-12 %
Contract No. N00024-73-C-0205 Sharing Formuls __80/20
CONTRACT BASELINE NEMARKS:
Cost Profit Price Prolit % .
Dieal, lculated .
Toul Negotisted s 16,073.6 ¢ 1,332.5  §17.406.1 5.2895 y | Disilowances caleulatedat 9%
Proposed - Not Negotiatad 43.3 3.6 46.9 8.2895 %
Extimated - Not Propones 639.1 53.0 692,1 8.2895_%
Tota Contract " $16,756,6  §.1,389.1  $18,145.7 5.2895 %
Change from Last Report s 229.7 s 19.0 s 248.17 - %
CoilingPrics §__NA Contract Go-phesd_4 Feb, 1974  Contaet jon 20 Feb, 1975
COST STATUS PROFIT STATUS
Corporats Corporste
Under (Over) Ovst (Under}
Cotparats Division Division Carporats Division Division
Actual Cost ta Date $ 12,840,0 '$12,840.0 |$ - Totsl ContractProft $ 1,389.1 8 1, 389.118 -
Estmats to Complate 9,460.0 3,399.0 (6, 061, 0)] protit Adj
Toul Inficates Cont 422,300,0 $16,239.0 | (6,061 00  mpaetof Sharing (551.3) 103,5 (654.8)
TIC UnderiOve ContctCost § (5, 543.4) 3 517.6 |3 (6,061, 00 Underrun (Overrus) :
Change from Lont Report s (6,620.3) 3 (559.3)|¢ (6,064.0) {200.7) (146.2) (54.5)
X Tots! ndicated ContExpended ___ 57,6 % __ 19,1 %] _21.6 % ) :
% Tots! Contract Cost Expendsd 76.6 % 76.6 % - %
% Contract Tatk Completed 57.6 % 79,1 %| 21.5  %| Totd todicated Prafit  $ 637.1 ¢ 1,346.41¢ (709, 3)
tndicated o _3/31/75_ 2/20/15 | 15 Weeks) | profit Resieation Forsemt 2.86 y  8.29 y|  (5.43)y

4:19
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CONTRACT STATUS ASOF 23 August 1974
’ §7000°s]
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Page 1 4 1
twus Dats 4 Oct, ?
: ) Replaces uly 1974
Oiviion ELECTRIC BOAT Contract Type__ CPIF ) Pn'pm‘by
P . Corporsts Priclnj HEB
Proyam SSBN-616 Overhaul and Conversion ContractProfiy__ 6-9-12 + g —
Contract No. N00024-71.C-0277 Sharing Formula _80/20 i
CONTRACT BASELIRE REMARKS:
—o_ Profit Price —. Pot%_ | pisallowances calculated at . 9%
# 28,491,6 2,564.2 3 31,055.8 9 ! ~
Tots Nepoisted £ — 3 % Ship completed sea trials on
Propesed - Not 206.5 18. 6 225.1 9 %X | 19 Sept. 1974 but requires an
. inserv trial and appeara to be
Extimated - Not Propased 136.2 12.4 150:6 k] - approximately 15 days short to _
Totd Contract $ 28,836.3 ¢ 2,595.2 g 31,431.5 9 % | Electric Boat achedule.
CuoptomtetPopot  § 1012 8~ 9.1 ¢ 1103 . %
Celing Price $__NA Contract Go-Ahead _16 Oct, 1972 Contract Completion 1§ Apr. 1974
COST STATUS PROFIT STATUS
Comporats Corporste
. Under (Over} . Over (Under) ~
Comorata Diviston Division - Corporete Diviston Division
Actus! Cost to Oate $44,765,0 § 44,765.08 - Totdd ContractProfis  § 2,595.2 § 2,595.2 |8 -
Extimata to Complets 2,735,0 1,335,0 {1,400,0) | Profit Adfustments: S
Towl Indicsted Cost '$47,500.0 g 46,100.0 (1, 400.9) Impact ol Sharing {865.0) (865.0) -
TIC Under{Over) Contract Cost $(18,663.7) $ {17,263.7 $(1,400.0) Underren (Overmin)
Chinge frem Last Report ) $ {2,581.8) ¢ (1,898.8)s (683.0) Disat L {427.5) {414.9) {12, 6)
X Tots! (ndicated Cost Expended _ 94.2 % 97.1 ¢ 2.9 g ]
% Tou! Contract CostExpended  _155,2 % 1552 % - X
% Contract Task Completed 94:2 % __97.1 %|_ 2.9 x| Toudtndkawdpore §_1,302.7 ¢ 1,315.3]|¢ (12,6)
todiested ¢ Data 11/15/74 10/31/74 {15 Days) | mrofit Restiation Fareeent__2.74_ & _ 2,85 | (11

€8¢
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CONTRACT STATUS ASOF_23 August 1974 ‘ o o l_w_t
$1000°s} . . hsus Dou 4 Oct. 1 74
‘ .+ - Replaens u 74
Divislon ELECTRIC BOAT Contract Typs__ CPIF Preparedy -
X . Corporata Pricing_HEB
Program:, SSBN-619 Overhaul and Conversion Contract Profiy_6-10-13 %
Contract No. NO00024-72-C-0245 Sharing Formula 80/20
. CONTRACT BASELINE REMARKS:
Cont_ Profi i fi )
ot - Pl et '—ﬂ‘u‘"'%——, Disallowances calculated @ . 9%
Tota Negovated $ 26,540.2 $ 2,654.0 $29,194.2 10 %
Propased - Nat Neg 4 156.0 15. 6 171.6 10 %
Estimated - Not Proposed 193.8 19,3 213, 1 10, %
Total Contrast .$26,890.0 ¢ 2,688.9 $ 29.578.9 10 % -
Change lrom Last Report $ (789,17} % (791 _ ¢ {868, 8) = %
Celling Price § u' A i Conuact Go-Ahead _19 MS;, 1973 Contract Complation 19 Sept, 1974
COST STATUS PROFIT STATUS
Corporate Corponte
Under {Over) | Ovar (Underd
. . Corporate . Division Division Corporate ___Divistey Divlsion
Actust Cost 1o Dats $37,610.0 $37,610.0 |8 - Towd ConvectProlt 8 2,688.9  $2,688.9 s -
Estimats 1o Complata 14, 390. ¢ 8,590.0 | {5,800) Pralit Adjustmentss
Total Indicated Cost © $52,000.0 $46,200.0 |g5,800.0) Impact of Shasing (1,075.5) (1,075.5) d
IC UndartOves) Contrast Cost $(25, 110, 0) %19, 310.0} 45,800, 0) Underran {Overrun)
ChngliomLotRepont §6,589,7) §_(169.7) | §5,800) | Oisslwances ©_(468.0) .__(415.8) | __ (s2.2)
% Total Indicated Cost Expended 72.3 % 8l.4 %| _(9.1) % ) i .
% Total Centract Cost Expanded 139.8 % 139.8 % -
% Contract Task ted 72,3 % 81.4 %) {9.1) _ %[ Tou indicawed Profit  § 1,145.4  ¢1,197.6 s {52.2)
Indicated istion Date 7/15/15 6/15/15 {1 Month) | prefit lon Forecest, 2.2 4 2.59 ¢ (. 39) ¢

¥8¢2
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GENERAL DYNAMICS

MEMORANDUM

Electric Boat Division . - -
T0: My, A. M. Barton Owe  May 15, 1975
FROM: T. S. Wadlow. - .
FILE NO.3 -0 THIS DOCUMENT CONTAINS TRADE SECAETS ‘AND COHMEICAL
OR FINANGIAL INFORMATION OF CENERAL DYNARICS CORPORATION
SUBJICT: 688-I Costs AND IS PRIVILEGED OR CONFIDENTIAL IT 1S CONSIDERED :
. . W e EXEMPT FROM DISCLOSURE UNDER THE PROVISIONS OF THE FREEDOM

ALFERENCE: . OF INFORMATION ACT AND/OR OTHER APPLICABLE STATUTES, IT
. “ - IS SUBMITTED ON THE CONDITION THAT ITS CONTENTS WiLL NOT
BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL
DYNAMICS CORPORATION, T

-- . Per your request, Cost Engineering has made & quick review of :
. the 688-I cost picture and has concluded that the situation
. continues to be much the same as we farecast it to be in the -
"December 1974 Analysis."” 1In this enalysis the manhours that

EOL + EO2 - Other Ops  Engineering -

60 6,305 1,800 ° b8

ggzk g,!ms .88t _ iz_s( :

696 A1 R
697 - S ko

698 . 137 -

699 'f:l"so .

35,15

1) The disruption being seen on the 692, 69%, 696, and
697 is greater than was forecast. Therefore, it
will be necessary to add something like 900,000

" hours to these ships.

2) The 699 is now going to oe built on a slab at an
additional cost of approximately 620,000 hours.

53-461 0 - 87 -10
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THIS DOCUMERY COXTALS TRALE SES. ETS AD COMMERICAL
OR FINANCIAL INFORIATIZN OF GEXEZAL DYSARICS CORPORATION
AND IS PRIVILESED OR CORFISENTIAL 4T IS CONSIDERED
Mr. A, KYEMEREROA DISCLOSURE UNLERZHE PROVISIONS OF THE FREDOIF, 1975
OF INFORMATION ACT AND/OR DTHER APPLISASLE STATUTES. IT
18 SUBMITTED ON THE CONCITION THAT- 113 CONTENTS WiLL NOT
BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL
DYNAMICS CORPORATION,

3) The December estimate did not include claim preparation
costs now estimated at 110,000 hours.

These additions should be spread as follows:

!

EOY + EQO2 Other Ops Engineering Totel Division

690 30 go { 10
692 250 ] 250
694 350 350
696 200 | 200
697 . 100 _ ] 10
69"~ . koo 1Mo L 8 .\ 620
Total 1,300 170 % : 1,630

The total labor hours are therefore: .
43,086

+ 1,630
The labor rate (including ODC, OT, Shift, and OH) used for the 20c
schedule in the 1/6/75 St. Louis presentation was $11.99. For
the 20d schedule the rate was $12.24. The Cost Engineering es-
timate is based on and is consistent with the 204 schedule.
Financial Analysis® latest 20¢ pricing had a rate of $12.85.

Therefore, it would be appropriate to use $13.10 to price the
Cost Engineering estimate E2.85 + (12,24 - 11, 99) = 13.19)

: Therefm-e the hbor cost is:” ;
uu,ns x :L3 10 =$85 8 million

Material cost projections have been reviewed'and the estimate
of $213 milljon still looks accurate. Therefore, total costs

v expected. are: e, R

. 586+2]3= $799 nﬂ.llion o Lo S
Revenue is currently projected at approxima.te]y $521 mill.ion‘ )

therefore resulting in a loss of (799 - 521) $278 million
if the REA is not considered.
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Mr. A. M. Barton -3- May 15, 1975

The previous projected loss was $220 willion. The increase of
$69 nillion vas caused as follows: .
© 440 m1lion - rates
19 million - manhowr increase

$59 million - total

The manhour increases have been explained sbove. The rate in-
creases were revieved with Pete Wickham and were caused by

several things. Thbe principle cause was an overhead rate in-
crease, but some phasing shifts and direct labor rate changes

also occurred. Though time did not allow & precise reconciliation,
ve were satisfied that the new rate is reasonably accurate. .-

I would like to make one final comment regarding these fore-

. casts. This is that, while we have and still do consider this

%o be a reasonable estimate of what these ships could and should

_cost under the circumstances that exist both in the shipyard,
the outside economy, and with regard to the design the current
performance does not support these forecasts on the latter ships.
VWnile I have relatively little doubt that we will not come in
close to the 690 forecast, my concern increases on the latter
ships. Current performance indicates that a substantial over-
run will occur to these forecasts on the latter ships unless a
considerable improvenment occurs. I will repeat, however, thet

I feel these costs still can be met and do represent an out-
come which I still feel is reasonably probable, ’

T. S. Wadlow

" THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
OR FINANCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION
AND I8 PRIVILEGED OR COMFIDENTIAL IT IS CONSIDERED
EXEMBT EROM DISCLOSURE UNDER THE PROVISIONS OF THE FREEDOM
0F INFORMATION ACT AND/OR OTHER APPLICASLE STATUTES. IT
{B SUBMITIED BN THE CONDIT:ON THAT ITS CONTENTS WILL NOT
BE RELEASED WITHOUT PRIOR WRITTEN NOTICE TO GENERAL
BYNAMIER CORPORATION.
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GENERAL DYNAMICS ' MEMORANDUM
Electric Boat Division -

TO: © Mr. J. D, Pierce - Bete Novemnber 4, 1975
FROM: A, M. Barton - ‘
FILE RO
SUBJKCT: 1976 Plan
18 SaiTED By Tt o S w T
REFERINCE: FELEARED VATHEOK Bl WO K20 W ORER.
i hadhy )

. Two weeks ago, we discussed divorcing the manpower plan from the
cost-to-complete system, and I agreed that as long as we intended to
hire fewer people than the C-T-C would indicate, no problem existed.
I must now reverse my position.

In reviewing the 1976 Plan, using the fourth quarter C-T-C statistics,
it is evident that we have an enormous hiring problem. Assuming for
a moment that a substantial part of this will not happen because we are
going to hire 15 per cent fewer people, we, nevertheless, are back in
the situation we were in in 1974, If you will recall, the 1975 Flan
developed at year end 1974 was not considered a ''real plan'. Instead,
the March 1975 Plan became the "real”" EB plan, We seem to be
repeating this with the fourth quarter C-T-C which should be used for
the 1976 Plan. Much effort is spent developing cost control
techniques, for example the overhead plan, which must start with
detailed data which reflect the Division's goals for 1976. The detail
is supposed to be the C-T-C. If we admit that the C-T-C is no good,
this effort is wasted, and in fact, any systems designed to use the
C-T-C as a control or a forecasting base is also wasted effort.

This becomes clear when one is trying to determine the overhead costs
we intend to control in the upcoming year.. All of those costs which
are considered variable with the shipyard and which are built off the
C-T-C are meaningless if the Division's Manpower Plan is other than the
C-T-C workload, In addition, all of our sales and profit forecasts
obviously do not reflect the Division's intentions. What is worse,

the C-T-C is supposed to be a communication device, and it really

is communicating false information and top management is fostering
this. It is requested that we re-examine our 1976 Plan and whatever
it is we intend to do, factor it into something which represents a
Division-wide communication medium intended to advise people of
what the Divisim expects.

G B

CC: Mr. M. C. Curtis
Mr. N. D. Victor
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ALT. 20C - SSN688 CLASS PROCPAM SCEEDULE - CCICENTS

Irregular intervals between ships
A, Rell over problezs
B, Mroufacture early and store to keep even manufacturing rate .

Assumes pu:enthl CTE material probleas on SSN700 Class will be resolved,

-A. MS4 valve castings

B. Steam generator foundation castings

C. Escape trunk castings

. Db, Eull toroid section formed plates

£. Hull transition ring machined plates
SSX701 and S5N702 are 1% conths apart.
S§5N707 and 5S¥708 are 1k nonths apart.
Delays SS%692 launch from 6/7/75 to 8/30/75.

Producticn Tate increased froo three (3) ships per yesr pl-n.n:d to over four (4)
ships per year for sbout 2 years,

Auunn s learning curve for installation :ontrolun; path tices as well as
e d ing on-vays ‘tize,

to

t does not consider that the manhours they have comnitted

Operations mznagenen!
ficient for this schedule.

to for co:pleting 55\658 Class are suf

T 12.23-74
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SSK380 CIASS PROGRAM
FIRST ARD SECGHD CONTRACTS

October 1974 Estimete at Completion

. (000's)
_First Contract Second Contract
MANIOURS ) = — L
YACKIMS SHOP/SHIPYARD 27.2'»9 34,725
EGINEERTIG pa 1,505
OTHER DIRECT - 5,715 8,901
TOPAL FAIHOUTS o 35,095 ‘ U5,301,
DOLIARS .
DIRECT IAGOR $192,311 $ 326,487 ..
DIRECT FRINGES 57,50 141,300
OVERTLME AND SHIFP 9,826 _ 15,65
TOTAL DIRECT IADOR COST . . $.258,787_ . $_ke3.sho
VATERIAL 4 205,75 $ 372,467
OVERHEAD 172,527 290,501
TOTAL CCST o $.63 $1,146,399
’ : SRR [FEIL IS
SALES - : . - $ 503,755 $1,119,800

mom/Gess) . gheg) §(265%0)

[ KR I Beors

' 517,7
N 139125’5

$ w2127

$ 578,251
h6fl{,u0
$1,703,456
Lovie o
§1 633 522

¥63
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$omt. 1 comitorsd oxempt frem icbosars wude o proviom of 6 Fromsem of 11 b At et e e e
& i '*m‘"‘“ﬁ“‘“hﬂﬂmn-ﬁﬁ_;?n:ﬂ::m.
. . " b
- SSNS88 FIRST AND SECOND CONTRA™™ COMPARISON OF COST ELEMENTS /3- seewts y‘.//“" el
' Original Subcontract/ ° Contract Material 71(:1) @
: . Contract Farmout Schedule  Changes Inflation Manhour 0/(U ARWVEEYT
SSN688 FIRST CONTRACT ’ - -7 - - ;
Manhours
Machine Shop and Shipyard 21,167 (2,089) - h - 8,697 27,949
Enginecring t,gbxl. - - :; - 392 1,ha
Other Direet 4,80 - - L - ?_ 5,715
TOTAL MANHOURS 27,0 T1Z.089) . % - 9,949 35,005
Dollnra g;-ooo[
Dircct labor 140,087 (10,027 5,11 [ 756 54,095 191,311
Dircct Fringe h2,051 (3,h05 1,631 290 992 16,008 57,650
Overtime and Shift 10,141 (s43) 278 - - (50) - 9,826
Material 139,479 26,2711 8% 856 35,275 h'g.3£ 205,72
Overhead ’ 120,997 (9,359 R 72 1 5 172,527
TOTAL COST (ESCALATED) 52,758 —2,9h3 12,200 2,207 2,950 ET"'»,oTu 37,053
Escalation Recovery Ine,/(Dec.) (607)
- Sales 496,672 ’ : ._\-3,7?2.
PROFIT/ (LOSS) 3,91 123,303
SSHGB0 SECOND CONTRACT
Manhours . .
Mochine Yard and Shipyard 30,436 - - - - 4,289 34,725
Engincering . 1,517 - - - - 68 1,585
Other Direct 6,061 - - - - :,g%o 8,991
Progrom lManager Rescrve 2 - - - - ! 3 E) -
TOTAL MANHOUTS 10,553 - - - - NiR 15,301
Dollars ($-000) T
Dircct labor 260,240 - 9,450 - 25,221 31,576 326,487
" Overtime dnd Shift : 20,890 - Wby - - (s5,872) 15,465
Mntcrial/ zyg,hh? - - - 165.679 39.3'5'1 ﬁ’ﬁ.g7
Overhead/oDC 27! ,Qg% - 12,503 —— 09,017 R' 0 , g
TOTAL COGT (ESCALATED) 855,106 = 22,100 —_— 199,917 9,89 L0, 3%
Eacalation Recovery Inc/ (Dec.A) . 106,037
PROFIT/(LOSS) 1 ] .~ (29,59

962
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Ship
SSN690

S§SN692
SSN6OL
SSN696
ssn@?
SSNG98
551699
TOTAL

" February 1974 Budget

variance

83N688 FIRST CONTRACT

COMPARISON OF ESTIMATES

Machine Shop/Shipyard

(-000 HOURS) ,
Shipyard Cost " Pebruary 1974
Target Engineering Budget
5,800 6,010 4,261
1,900 5,090° 3,593
L,100 4,730 3,157
3,329 h,290 2,619
3,27 4,160 2,539
3,293 4,150 2,539
| 3,25 4,030 2,523
21,949 32,160 21,23
21,231 21,231

o
=
&
=
8
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- N TS

PROBLEMS ON THE 688 CLASS
KOT CURRENTLY COVERED
BY THE REA

To date, no recognition has been given to the downstream or
donminal effect of the current problems on 0268, 0206. The current

schedule, 20 C, shows the anticipated completion and delivery of
the 699 and the 700 boat within one-month of each other. (699

-, - -

mis delivery interval dbetween two ships ob-

- n
orm=+ien Act sud/or sther appiieshle sntstas.

viously creates a manpower problem. It is a continuation of an

interval between the 696 and 697 which have delivery dates of

-

9/3 and 10/29 respectively. There is no way that EEDiv can perform

to these schedules. Obviously, ‘alter master progran schedule, 20 D,

provides for s four-month economical, reasonable contructiox.-l schedule
should be implemented and followed irmediately. If 20 C is followed,
it necessitates developing two crews of tradesmen if there is in-

‘sufficient interval to roll or phase manpower from ship to ship !

of Benerst
the provisioms of the Frongom of tul

1t is subemitte. ~mmum—mh_ﬂmmm-|

very economically. Some is possible) but we do not get the maximum
benefits of direct labor learning trying to perform to unrealistic
schedules. This schedule will cause EBDiv to hire an additional

o hasesiel

half of a work force to build the ship at this close an interval.
Assuming that at a minimum we can accomplish this task at somewhere

between 500 to 1,000 additional men and using the normal LOP associated

with any new hire of 600 to 1,000 manhours skilled or semi-skilled
would mdicate that ve are about to expend an additional 300,000 man-
hours to 1, 000I 0??0 manhours. This does not include the LOP associated
with a drastic change in the percent of semi-skilled employees that
would be necessary to meet this manpower requirement A5 evicenced

by our build-up in 1973 and 1974, and our very few skilled tradesmen

dontiad, 1t is p——idorsd osompt from divlesure under

Thin decumont contoim trede Mgrets ond

available, The i‘arge percentage, therefore, will come from the



tolerw=ign Act snd/er sther sppliashie sintwens.

prior written sotise |

» wesere
-‘mm‘

o nesasm
vader the providoss of the Presdem of

Glowre
1 s submithe e condition thet i contert

+ 0 SECUMEN] CONLINN e WLION SN
domtind, 1t in p=videred oxempt from

semimskilled market.and the work force will be that much less
efficlent.
Further compounding this problem is the fact that the Trident
) cu.r.rently is beginning to develop its own v;ark force over the same
time frame which will require at least 50% of the experienced work
force for new construction to be married with additional new employees
which again will be for the majority part semi-skilled, inexperienced
employees. The replacement for these employees diverted to the
Trident program from the 688 Class program will also be sorely felt
because those people diverted will again be replaced with semi-skilled
new employees. This assumes that we will mainteain some overhaul work
if we do not accept any more overhaul work phasing outh’{gy 1677~ Bome
of the impact above may be offset by using installation trades from
the overhaul work from the latter half of construction from the
.‘brident program. ’
It 1s apparent that we instantly as soon &8s possible, after
negotiations of the 3rd contract for the 688 contract are concluded,
. issue a revised construciion schedule which reflects alternate 20 D
which would brevent the necessity of having to hire an additional
half of a work force for the 688 class and would minimize the impact
of the Trident program somewhat.
At least the manhours essociated with the additional manpower fer

the 688 class is a legitimate cost item for including in the REA or
& future claim.
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m of Informallon Al

for o
1w AR ol Dynamies Corpor

dantisl, 1 s contk
W1 submitted

SSNG88 CLASS PROGRAM

ENCLOSED ARE VARIOUS MANHOURS, IABOR RATES, AND OVERIEAD RECONCILIATIONS TO THE BASIC
CONTRACTS IN THIS PROGRAM. VWHIIE THE PRICING TECHNIQUES USED HAVE NOT VARIED FROM THE BIDS,
MANY OF THE ELEMENTS HAVE.

DBOTH CONTRACTS NOW HAVE A SUBSTANTICAL SUBCONTRACT/FARMOUT PROGRAM.WNILE BOTH HAVE BEEN
- TMPACTED BY INFIATION AND SCHEDULE CHANGES, THE SCOPE, DISRUPTION, SKILL MIX IMPACTS HAVE
BEEN EQUALLY AS SIGNIFICANT.

THE SSN688 FIRST CONTRACT HAS BEEN AFFECTED BY TWO CHANGES IN ACCOUNTING; SUPERVISION AND
PROCUREMENT CHANGED FROM AN OVERHEAD TO A DIRECT CHARGE AND DIRECT FRINGES WERE TAKEN FROM
OVERHEAD AND MADE AN OTHER DIRECT COST (0DC).

'
THE METHOD OF CALCUIATING IADOR ESCAIATION RECOVERY HAS BEEN MODIFIED SUCH THAT WE ARE NOW
FORECASTING THE BLS INDEX TO GROW AT THE SAME RATE AS PROJECTED FOR ELECTRIC BOAT DIVISION
BUT TO IAG ELECTRIC BOAT DIVISION'S GROWIH BY ONE YEAR.

vog
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! t
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D1 from disciosurs under the Pr t and/or otner appticable satutes.
dential. consigered suempl trom d e provision of the Freadom of information Ac! .
t v u:n:‘nc -'-: the -.;‘III-' '('m u: ..' ients wilt not ©¢ rsisasad without prier written natios t» Ganersl Dynsmics Corporation,
1t1s o

SSNGBS (_ .35 PROGRAM ,
Comparison of Cost Elements

Original Subcontract/ Contract Schedule
~Fomout

Cnntmct Farmout Changes @Eﬂon Jnﬂation Change
SSNEO8 _FIRST CONTRACT SRS
. Manhours (-000 y
Hachine Shop/Shimmg.; ..
Engineering !

Other Direct

DU L0y {" ST kv .

Dollara ($-000) 3, 1991 AT
Direct Labor puuy m\,/.LL"l" w‘(u‘h {
2

1&: P
A P
500D EY ur1:°6alm

Charging

8cope,
Disruption, Dec
Skill Mix,
——ete.  Other
¥

1,120 3

Material ROV AN no ITRICT §y TS0 Am?o.o_.. 3. fE.Rl, 1,734 1,500  2u

Overhead OVERI orzd8i632h ooy 872y Miy285 " “MitsE (1'4,&:21 61,633 21,120 _ 2k

%  Total Cost (asmatea) " #9‘2%:2,7 ““'3?7 L6 * 2.307) D el v 5,552 7y
THE METHOY O TrerTw. [Rure :.. RHZOVIRY IRy X T T

Escalation Recoveryrch. P VEGOTRES oY 8¢

Sales 3 1D oRy ¢ . 51¢

Profit/(loss) (22¢

SSNG83 SECOND CONTRACT

Manhours -
Machine uhop/Shlpynrd 30,436 (2,750) - - - -
Engincering 1,517 - - - - L=
Other Dircct . 6,061 - - - - -
Reserve 2,53 - - - - -

Total Manhours 40,553 - = =

Dollars ($-000) . v
Direct Labor 260,240 (21,368) - 15,712 37,532 -
Direct Fringe 82,922 (8,257) - 5,012 42,318 -
Shirt/()vertme 20,330 . (949) - 1,257 2,785 C.
Material 297,447 60,834 - 11,000 98,315 -
Overhcad 193,687 (18,543) - 25,7h2 21,954 -

Total Coat (EscAlated) 55,106 | “IL,717 - ﬁ:vzi 202,%6 -

Escalation Recovery 167,137 210,239

Salcs . 937,059

Prorn/(loas) 81,073

95,554 37,791 k27,
30,482 12,693 165,
7,644 (12,669) 18,

23,400 2,000 kLo,
71,002 77,020 370
229,172 1.1);,532 1,5'/5,
377

1,224,

g0g



....................................... -

bz

“anie .
dantial, it Is corcidered exempt from disclosure under th

that lts

Manhours
labor Cost
Material Cost

Total Cost
Sales

Profit/(loss)

Escalation Recovery

—emiowr

'SSN6B8 CIASS PROGRAM

Retarget Camparisons

($-000) .

SSN688 First Contract

20c 20d

¢ 34,680 ,’I\. ,4 ., 33,220
S
TE%‘—— ,201) l 3_1;.‘_,525
519,612 ' i 519,612
(201,889) (92,913)

89,552 . 89,552

IV we -y [ TP PR TR PN v e
e provision of the Freedom of Information Act and/or other applicable statutes.
will not be reloased withoul prior written notice °  “eneral Oynamics Corporation,

sermme

" .} SSN6B8 Second Contract

20c 20d
. [
k2,151, ko,61
[
. 684,959 725,174
«__h70,996" L81
1,155,955 1,207,170
1,205,86§ij 1,224,160
52,913 16,990

377,376 377,376

90€



dential. 1 Is trom
1

under the uvovluon of in

Lis ey 1~ the n that ity wiil not pe
) Yellow Book
t "1 Schedule Alt, 5D

. SSN6B8 First Contract

+ -* Manhours
Material )
A '-Pl:ocit/(usa)
o Hutaeis 1 g .
- SSN688: Second' Contract
Manhours
Material
Proﬂt/( Loaa)
NS
Total .
- Manhours:, Re".a ey
Material [}
Profit/(Loss) '

33,819%
205,784

“h5, (3)§1
1o 21~

I

(62,025)

'SSNGBB CLASS PROGRAM

(202, 092)

5iGonparisen:Sheet.,
Rt M;(*"ﬂw)

ne Fresdom of Intormation Act and/or other appticables statutes,
prluv written nofice +~AQeneral Dyn-mlu Carpoaration,

hz 151
l;70,996
52,913
{ (9.
76 831- A
676,7
(18, 9(6)

)

.}
- _Retarget

ﬁs

December 1974 Analysis

204 o vy c20e

33,820 1,575 M3,086 2.
205,784 S 212,784
(92,913) = -, n5c(218,264) !
10,611

h81 996 )
16,990 o (152 137) )
A3 o el 98,078
687,780 694,780
(75,923 (370 301) /

204

43,086
212,784
(220 203)

l092 996
(251,377)

98,078
705,780
('m 580)

L0g



--------------- ~ HeUVIAIUN OF INS nnﬂom of information Act lnﬂ/or other lppllublo 'hluln
Itis nn:mm-q on )M eomilﬂoq that Ifs cantents winl nel be ithaut prior notice *~ ! Dynamics Corporation.

1
t o 1 ,

)
\

. ‘u f

.
. - R - Ve ae ’
h il ' -

RV Y RN . . V .
e TR ) '+ SSN68B CLASS PROGRAM o »
Qeher - o ) - ” L |' | ‘
S e ' ST Direct Lebor Rate Reconoiliation....” - { :
. R ER I TN Cone. .
LRI RN RN,
'4; e b . . o Voo s (. i

Vot i . T . SSNGBB I-‘.trsf (:ontract ” ~ SSN688 Second Contract

AT PRI A .. e ]
.y, Bid Rate 5. C o v » S |"‘$5'18"-' :_ . - $6.42

W

[N B T

C e TR T gy
Super\risor/?mcnranant Cha.nge R : 7(1 ST ~ .
N atar, C ' M o . i
. - Greater Percent of '.l‘rade ‘Hours (1u¢) v b (ag)
NI 'm) ' - '

" Inflation R . - _— - 68¢

Jit gy, Schedulen ' ‘ 35¢ " 298
PR ORI o n B T , .
e e ._}u*/:,'f,' PRI _— . 1, z | | l‘
B T T A <y M ) 2t
i 0 g Sub-Totel Lo 23 13
e Ly : )
L 2

béé;nber‘ 1974 Analysis - :'."" . .' : SEREEN 18 s R I ) | $71.77

80€



. T IT R L ‘
fr o eareewsuis wik WS IGVINON OF the Hreedom of intormation Adt snd/or,aiher applicabls itatutes. ,
1113 submitted on the condition thatAts corftents wilt noi be released without-priorwritten naticasn Qanaral Bynamias.Corporation.
~ . . . . t

SSN6B8 CLASS PROGRAM - ECONOMICS

Bid va December 1974 Analysis
X (g b redbe) 2 .
wAbo.' tage fege riveicion -

Direes

|

Mre : M o ERRKY |

- SSNGB8. First Contract 5.0 5.0 5.0 7.0 5.0 :

. N |

. §SN6B8 Second Contract , 6.0 8.0 7.0 7.0 8.0 1

Buderiir-/Prvevrene : Launge . ® |
Current. 5.0* 7.5% 7 6.0 6.0% 18,5 ‘6.5 6.0 1.0 f=
i eRLGY Porecns of I uwla ¢ ok PR ©

COLA : . R 5¢ :

- Inuatae: ' i

MDAScEeL R ' '

SSNEBS First Contract 3.5 5.0 5.0 7.0 ‘

' 55M688.8acand Contract 6.5 6.0 _ ‘1.0 7.0

Current 3.5¢ 6.0% 6.0  ‘1B.0 7.0 6.5 |

T L AT |

COIA

The MDA Urﬁoh package of 1973 resulted in 8lightly higher rates than bid. With' the dropping of Government

controls the anticipated rates for 1975 and forward are expected to be considerably higher. This 1a born out by

Union packages already negotiated by other companies (see next chart)., ‘
: v

* Per existing contract,




unuer the P of the

Itish onithe. ‘that its

" ELECTRIC BOAT DIVISION

150U WEST COAST (6 YARDS) - ..
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Union Increase Comparisons

% of Base Pa

6.8
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3.0%

L S

8.5t

11.0%

lge

18.0

g
6.5

7.9%
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prp |

coLA (CPI)

v - —

7.0 )
-~ 1¢ for each 0.5 pts. ~ each year -
1/3 annual increase max per year

' N/A:

<.

1¢ for each 0,3 pts. growth - every 6
months - 20¢ max per 6 wonths

1¢ for: each. -0.h pts.
1¢ for each 0.3 pts.

. )
.. ., COLA* second year--l¢ for every, .5
© ' points increase over 10 points growth.
Third year--1¢ for every .l points
increase over B points.
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SSNGB8 FIRST AND‘ SBCY)ND ‘CONTRACTS

‘ll-' - .‘TIU J.‘Ill . . e

. L OVERNEAD VARTANCE ANALYSIS
ZLECIRZIC L‘\’).’I- B DAY ;0!:3 '
I Did vs Schedule 20d - .
MoA R T To—. . .0 )

'COLIL L - (m\&) .11,5* T a UK c::'.':ﬂf

. . ) JooL i Canal i
MTC S5.0% 18,5 5.5 6.u ; g

11¢

. - corA 4 SSN688 First Coitract S SSN688 Second Contract
: . Direct Labor Overhead Overhead % Direct Labor Overhead Overhead

Gontract BaseltadlNCY DIV.S v ., $140,007  21.1$120,89%¢ 5.386.4 .. $260,240/%  $193,687 Th.h

Direct Labor Related o 93,019 68,46k - 167,221 129,250
. SAETED ATHCH ¢ T O VORATLY . 4.0 .0 5.07 BN ” B

Facilities 3,910 B ; 18,525

Manpower, Training, Regrpitment..... .. 10,913, ' g~ 1d rer et 7,753

Tooling A £ o tm T ; 3,17 . .9 } Yo esan 77052

Indirect Fringes,; WAL 1k st o 1,708 .. o et 11,480

Data Processing . : 517 B “ 1,680

Miscellgneous [ -~ . . . '832 T

Total pet INLAtTne Ty 0$233,106 $210,581 . 9.3 v e ler’ . gar0,05

&
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688'i:o::mcruAL PLAN =

The follw(ug course of action ls designed to_deal with both the cash
problem 2nd the profit loss problem in terms of the entire 688 program.

STEP 1 - Negotiate an mndmen: to the 688-1 conr.ract which will:
Revise the escﬂation article to be essentially the
Trident clwse.

.. P
Y o g
b) - - Eliminate ehe averhead celling. = =
e) . Reduce the plyment” withholding aiount.

COMMENT - While there has been conversation which would indicate a
willingness on.the part of the Mavy to enter Jnto such an agreement
H on other than €qual legal conmsideration basis, there'is no indicatien
vhatever in the negotiations with the Contracting Officer that the
Navy will in fact proceed in that manner. On the contrary, the approach
has been to try to set up a legal consideration equation which wou}_.d

H

3

]

°

°

;Eo extract from the company a release of future claims which would :
;g‘; balance on a dollar for dollar basis the estimated value to the cozpany
‘:’E:E. of items a), b) and ¢) above. This equation has been ‘set up by .the
B Navy in the first instance to require a total release of all entitle-
%Eg ment to claims to date on 688-I. The Electric Boat Division dollar
é'gg agsessment of the values is indicated below: i

et ~ e LN fo - %03
S%e .- Eli.minate 4. Progress + Trident - 7 Total © &
(_ 0'hd Ceiling . Payment Changes Escalation Release

SE - : . e .

4 §25 H + $5M . #8560 M Te S288M .
i . ~
5° R oL . oo - (undiscounted
H E I - ISR © but limited.to

2/74 schedule)

of the-
released without prior written not..

The Contracting Officer has flatly ruled out the possibility of also
..amending 688-1I contract at this time, and it is not known whether

. there is a controlling'reason for this position. Electric Boat Division -
pointed out the ‘discrepancy in the values on the two sides of the
equation, and suggested trying to achieve a balance by also raising

the contract ceiling to something in the neighborhood of 145Z. The Navy
discussed this approach in terms of anything over 1207 being an exces- .
sive evaluation of. the claim potential. §ince Navy funding problems

are presumed to be a part of the Navy's position on this, Electric Boat
Division has concentrated on an effort to balance the equation by leav-
ing out the contract ceiling adjustment for the time being, and instead
cutting down the amount released to a portion of future claims only.

A draft of such a release has been offered to and rejected by the Navy.
A summary evaluation of the cost given up by this partial release is:

or
under the

3n the condition that its contents will not be

nsidered exempt from

This document contains trade secrets and

dentlal, 1t'
T itis submi
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LAY ARSI AL PIAY $65H
Tine related nrvtzu":"':"—""—‘ . 15 M
. i=Pisguption (re above) , . 0 te deal watd Bhon he cas.
i nﬁcmtmc;}vgd_ﬂtnpgg_ 2f zhe ‘::':‘.‘:" M ;:';e;;.-':::.
Subcontracting Premi M
StEP Nt""ﬁ::at)‘ -.:::»:'.'*:- nora - 5;,
“4) | pinterest W

i esedlarion arnfcle: to be essentisl -
rendotal fopt,, o AHele o be essentiip e
 CONCLUSIONS, STEP.1 ~ndining conseraints on claim settlement, or even
“a partial payment on sccount of claims, are so severe that there is no
lcceptlblg‘,yt‘erpa;gyg_l&g pursping Step .. a8 quickly as possible. To do
this will require a nev schedule and’associated cost to complete at this
cfiney and a determinacion tp, escalste. the negotiations :as high.as_neces-
:Hg!;éagb Havy .to acegrplish,this, 1t also.gust be-ass
ofTEEE 80, Bucceed there mugt be either an actual equivalen
pconsideration, ‘or at leagt an'approximation .and appearanc
- -goal for ‘complerion of .Step L

EY IR NPT ST U -1 PPN gl
ubnit 688 claips as follovs et
i ¢ osazisocheddi sated salun 4 O serans
2 =1 claim ;{;ut;sfue ory Step L sattlement
Mgy 1. :mOt achieved by.3/1/75.. rlaasy’ suticle-

. 2al. Gl get oau &F LT Than
=.-n¥OLiLy, Navy:of. 688-11 clainm;

4 Corparstion and is privitedgsd or cantl.
..4+N Act and/or other spplicable statutes,
% to Generat Oynamics Comaration.

N

1teSupplement-688-1 claim. .. - .

: flfwe - cayaene Chooge
;E'E “Submit 658—11@ "
Qge A L= : .. L% §G - $c8
a3 e) Settle 688-1 and 688-I1 claims. .
4] ’ : - {uediscuuniad
ggé COMMENT ~ The effort to date has been on 688~1 enly and founded -on the
SE-‘ 2/74 schedule, because that was the only one available Tt i{s'<¢lear that
;z' if this claim 1s submitted as planned by 2/1/75, it will have to be

. :s_qu}emeqt_eﬂusooq,,:_he_re_u‘zeruq weflect a later schedulavi~ or aic..
A - U somr or gt thde tins, al o o4n fs cot Races Vhunias
. As a result.of the claim mork:-to date, it-has alsq-become clear that the
--. .preponderance of .the -.clajmable amount for -both flights, and particularly
. .the __gecond_.fllgh:t,:t_c._.bugd_;_g_n _the lov quality.of the NEN «design with a
;esultant dincreage in the: scope. or. amount’ ‘of work 2o be’ accomplished by
. sthe shipbyilders, In order to b able to subgtantiste this large amount,
Asignificanc detailed aritical reviev of . the ‘entire NPV detail design
will be required.

ts contents will not be relaased withe:

trade secrety and commiaercisl or finanélal Inform.
exempt from disclosure' undsr the provision af t
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B R A <
A second flctor'lco'ntrou’in'x' ‘the time‘of submittal of a 688-II clainm is
the timing of recognition of a schedule and cost-to-complete vhich will
support a claim. It is.expected thag, the initial 688-1 claim vwill establish
that there is a valid ent{€lement basis, and that the amount is sub-

. stant§al. It is planned to be ready for submittal by 2/1/75. Bowever, ‘the

- timing of submittal is.dependent upon satisfactory resolution of Step 1

negotiations. LE

e

- [
/ S 3 - A highly profitable téird flight contract is essential to fimancial
. recovery of the program as's whole, because it is unrealistic to assume ~
.- . a recovery, through claims, of substantially all of a big cost over-run.
In order to be able to getian award on a basis which will serve this pur-
pose, the cost estimate will necéssarily have to be conservative, and
the terms and conditions remove as much risk as possible.

It is planned to submit the proposal on ‘_E;me, 1/30/75, with provision for
reset of cost and ceiling (tantamount to price redetermination) at time
‘of launch of the first ship of 688-E1 (1980).-. - ’

- Log e ’

statutes.

Genaral Dynamics Corporation.

P

3 Corporation and s priviiedyed or confl
on Act snd/ov other applic;

d without prior written notice to

n of the Freedom of
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GENERAL DYNAMICS MEMORANDUM —
Electric Boat Division

( (. N. D. victor Bers June 18, 1976
FROM: G. E. MacDonald
FILE NO.: .
SUECT: ssﬁ 688 Class Schedule Review

© REFERENCE. . .

Subsequent to the MTC strike, the Division developed schedules fecr
completion of the SSN 688 class ships. This schedule, charactecrized
ag 22F, was a "best efforts” schedule to enable the Company to cdelaver
the ships as early as practicable. Since the formulation of this
schedule, it is evident that some key events are being accomplishez2
later than contemplated by the 22F Schecdule. While it is the Divisicn'
intention to continue to strive to deliver SSN 688 class ships in
accordance with the 22F Schedule or as close to it as possible, it is
appropriate at this time to develop a second schedule which reflects

2 mcre normal shipbuilding effort. This second schedule should be a
reasonably conservative approach including contingencies, and should
take into account the following conditiors and assumptions:

(a) Conditions and schedule status as they exist today.

(“ {b) All the basic pfodu:ibility prodblems inherent in the
Newport News design which make the ships difficult
to build. :

(c) Continued high rate of design and engineering changes
will continue for at least four months after SSN 688
(lead ship) delivery.

(d) SSN 688 will not go_to sea until late June 1976. The
Sea trial period will be extended in direct ‘proporticn
to the percentage increase in.time between the actual
launch date and the actual sea trial date as oppose3 to
that schedules (i.e., a 46% increase in tire equals
delivery about December 1, 1976). -

(e) Major changes to correct bad features of the design
Plus state of the art changes, such as MSW valves
replacement, forward compartment rearrargement, etc.,
will not permit the design to stabilize on a “"standard”
ship until SSN 703 at the earliest. .
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\

" Memo to N. D. Victor -2- June 18, 1976

{£) Current ship status, continuing engineering problems,
InSurv Cards, Unsats, etc., plus time for corrected
drawings to be sent by the Design Agent, will not

_ permit delivery of SSN 690 until at least five months
after SSN 688 (or about April 1877).

It is not the intent of this request to ascertain when in fact the
ships will be delivered in view of the Division's "best efforts” to
deliver these ships in the earliest possible time frame.

The schedule review should provide factual detail in support of the
delivery dates reflected in the second schedule and should also contairn
sufficient data to permit assessment of the reasons fcr the difference
betwee= this second schedule and the 20C Schedule that was developed
prior to the strike, particularly in the case of ships nearing complc-
tion, such as SSN 690 and SSN 692.

2=
§. E. Kacbonald

DYRARICS CORPORATION.
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GENERAL DYNAMICS
sctric Boat Division
Eestoen Point Road, Groron, Cannecticut CMO « 20) 445-500

March 29, 1977

Subject: Claim for Equitable Adjustment -
‘ Contracts N00024-71-C-0268 and N0D024-74-C-0206

Reference: (a) EBDiv. itr. (G.E. MacDonald) dated December 1, 1976
File No. 200C/Ser 539

RADM. F. F. Mangamare
Naval Material Command
{MAT 00X)

Naval Claims Settlement Board
Washington, D. C. 20360

Dear Sir:

The subject claim was submitted to the Navy by Electric Boat
Division oo December 1, 1976 by reference (a). Sections 2.2,1 {688-1)
and 3,2.1 (688-II) of the claim explain the ship delivery schedule which
is the basis for the claim and for which Electric Boat is entitled to recover.,
/ As is pointed out in Sections 2,2.1 (688-I)and 3.2.1 (688-11) of the claim,
the Electric Boat Division has been working to a shipyard schedule which s
somewhat earlier than the claim schedule in order to motivate the shipyard
to the best effort that could be made toward improving the schedule,

atocmetion Act ond/er ather sppliostie sotrte,
i

* That effort to attempt to improve on the claim schedule bas
continued, and the shipyard is presently working to the same improved
delivery date for the last ship, that is December 1981, However, the
shipyard working schedule delivery dates for the intervening ships have
been adjusted to reflect the situation as it bas developed since the submittal
of December 1, 1976, For your information, the current revised shipyard . }
-~ working schedule is as follows:

SSN690 May 1977 S5N702  Jan. 1980

SSN692 Oct. 1977 SSN703  May 1980

- ¥ SSN694 Jan. 1978 SSN704  Aug. 1980
e SSN696 Oct. 1978 SSN705 Nov. 1980
Dec. 1978 SSN706  Feb. 1981
S5N698 April 1979 SSN707  March 1981

SSN699 July 1979 SSN708  June 1981

SSN700 Oct, 1979 S5N709  Sept. 198}

SSN701 Nov. 1979 SSN710  Dec. 1981 )

- Very truly yours, -
GENERAL DYNAMICS

@ri: Boat Divisi
'&(‘ -,

G. E. MacDonild
General Manager

Svwtiol. It i comidored saompt irem Gslowre vader the provisiew ol the Presdem of |
Z
N
o
<

.IMM.—I-M”—IM-*M asers) Oywemims Corpervtion sud ls priviedgnd
hhw.‘m

53-461 0 - 87 -11
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. BEFERENCE ..

Enclosure:

“he purpose of this memo is ic provide siu with tne basic facts

used to develop the prosesed $SHESS Clzss “ester Program Plan

czpicted in Enclosure (7). ° T
I believe that this plan. if irplenentes will nake optimum
utilization of available resources. The schedules were con-
ciously developed to provide conditions rernitting the correct

nunher of pﬂopIe to lork on the ccrrect iobs in the proper se-

quence and the same crews perforr1ng the séme tasks fron ship to -

sh!p. The work can be fully supported by existing facilities,

tools and material. Ve believe that urder this plan the 55638

Class submarines can be preduced on scheda1e at the 1owest ex-

penditure of labor hours.

“The 1 fo]]ouing ground rules vere appiied in developing the plan:

The SSN699 is the only ship constructed end launched
from the Land Level Construttion Facility (LLSCF).

wde




T S e

s weys time of 12 ronths and 2 minimum Taunch

= :=..t0.delivery interval of .15 months were developed.to.... - -2 .. . .

‘eliminate overcrowding -of -the ships or overloading ofe. . :-.

facilities. T
’?He ﬁf;n-récbgnii;s a m{ﬁiﬁum of 2% months delay to lauﬁéh'
and celivery on §SH697 ship currently in cre-launch condition.
(i.eryundock.) - i

A minimum 17-week interval between launcnes is rm2intained .
starting with ;SHEQ?TI ' )
The plan nust permit work crew roll-over with repetitive Jjob
assigrment at the worker level, cqvgring both shop and ship- -
board work to tﬁe maximum extent-pogﬁible.

-Sufficient—maﬁpower‘wi11'bé‘a?%ntated to accomplish all. -

. planned and vorkable work‘tbzgzﬁéddféf_
Shipyard trades manning will not exceed current Tevels and
will be kept constant as long as possible to allow for maturing
of skill levels and learning to take place.

The plan éan Le ac;ommodaﬁgd by‘;he_Djyision's present manu-

facturing, shipbuilding, and test facilities.

Based upon the above ground rules ve proceeded to develop the plan

as follows:

i~y
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35h635 Ciass Schedules
Fage 3

The planned undocking of the SS' 5"7 vas *esche.u]ed

AT 1cter from 1ar.uary ]4 19 3 to npn‘l 1

a'lent 'la.mch aY ‘0. compietion. The “aunches of the remaining

— _,ShlPS, vefe t,ﬁg"-e.ﬁ@hhs,n,e,i,

weeks epart wi

two ex:e;_tionsr—:— e—

..erve’ls betr een

5707 and 738 had to pe

expanded te 34 weeks to suit buiioing ways avaiiabilicy. .

- dork experience on eariier SSN6S8 Ciess ships as weil 25 comper-
able jJobs in edrlier contricts was ther usel to deveiz> & single

. ship “r:.o;el_"_sche:.’u'la. “nis schedule crovides for ar &0 complete
iaunch with 2 minimum zcrievable on ways time of 1% .'..on:ns'.
Similarly it was determired that the —inimuT echievesle launch to

- ““delivery interval was 15 ronths.

The S£1.703 -.-:as.éhosén; thsr.e_fdr‘e. as ‘.hAe_ first-iode'l sh'i-ﬁ) and 211

following ships through the $SH710 have Jidentica) "model” schedules. ~

The fellowing key feature will result frea the implerentation of

the proposed plan:

. The schedule provides a means for implementing a crew roll-over
plan with roll-over assignments for all jobs -- manufacturihg.
installation and test. In order to overcome current unskilled

lebor and green supervision problems roll-over rust be planned

- below the foreman to th
. THIS BOZLENT ©



TTatlerzicn for compatability the roli-cver flan.

b o . Cost savings will result from the decision to tuild all

s+ et e Fomm e & ey s o i e 1 T T

ships _ \ey ept S 69“) on Lhe in‘c.nv reys

.. - As pari.of. .,gn_s,udv it_was_deter—ined_tnar _zariier snips

o o T were sver progressed. For example $S4696 launched on a
reporzed 7€.5% ﬁrogress, the real progress was setermined
to be 71.3% for tha: ship at that tire. The proposed
'sche.gles ac ust far this cier pro:ress‘ng by :ding the
( shizs 2n ihe weys 1ong =nc,_‘ <o perrit an accestadie per-
cent cempletion at launch. ’
. ¥anning reguirements will not exceed current orboard levels,
which will permit maturing of skillmix and learning

°ea1is ic on yays and post 1a 1’u1’h intervals w111 sermit real

. schedule disc1p11ne.

. De1ays in solving the Division's raterial problems beyond
January, 1978 will result in additional delay seyond these
schedules.

peaifstic span times and tuilding a1l ships on the veys after

§5M603 result in a delay in delivery of the last ship (SSN710) .

from £/28/82 to 5/19/84.

As an alternative to my above plan, the SSUE98 Class Program Office

(~ has recormended a schedule providi

launches.
L
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IS TECIN e eI ner e g

vhe TaurnchTintervals

which resultsIn a"Feducticn fn cn i

P -owever, -is held to ey 19, 1954, (the same end date as in Planning - __ -

I reccrmmend that the final ceterminztion be rade by the Tredes zs

e L " %o which schedule 2lternative is rore 2dvantageous, egual launch’ -
intervals or lenger ways tire.




ST . STl RECEIVED'
GENERAL DYNAMICS®  ~< - - -
Electric Boat Division - .

- CFIRROTHATION ACT A7

- 18 SUBMITTED 0N IFE,CQYi

- - il ot ) e e
“The current SSN688 Class Master Program Schedule, -Rev. 05 dated June 29,:19
for SSN692 through .SSN710 cannot be achieved. “Since-fssue ‘of this schedule.
= the Divistion.has been.experiencing an average 1 week of schedule delinguency
for each 4 weeks worked.. By year-end we can expect to be on-average, 1 to
months behind schedule sl b . t

As a direct result of unforeseen scope growth and material problems resulting
. from late Government-furnished design data and Government-responsible design
changes; this Divisfon, since initial contract award, has been unable to
- adhere to any fssued 683 Class Master Construction Schedule. Unrealistic .
“. %7 _recovery schedules probably ddapted 4o accormodate Customer Procurement .’
_*" Positfons with the Congress, caused intermittent crash hiring programs -
" resulting in further inefficlencies from inadequate skill oix.

o, - With Government-responsible design changes significantly abated, now is.the -
<7 " time to solve these problems cnce and for all. As a first step, Planning
recommends establishing "achievable® schedules based on actual experience
to date snd incorporating rezsonzble schedule duration improvements through
the later ships. , I T

e . ER

. 'Ené"l-vqs‘ure' V'("I)' sets forth for the first time on the 688 program, ",achievab\é';
sch:dules for each of the 17 remaining ships, formulated on the following -
basis: . - - . - A D P

P

w0 of the three ships currently planned for construction on the LLSCF
{{.e., SSH704 and SSN70S‘ are reassigned to building ways. This will
.. - result in lower _construction costs for each of these ships and enable
“Z—w-i" shipyard managelent to ubtzin greater-control of-material, pecple and -°
<., fesilities utilization. ) .

- . Actual achieved time -spans on SSK6S0/SSN692 from Reactor Compartment

- fyection to Delivery were uscd for current ship construction schedules -
with a gradual reductior. in Lire 'spans and manhours incorporated on
later ships in the program..” -~ 7 © i Ll oo

: PRI K
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GENERAL CORRESPONDENCE FU_E«G_)_PY/_. Lo

5T, LOUIS OFFICE FROM  papTPdRD ‘b OFFICE T b vt f e i

T, L. LINGFELDER T. R, UUOI@ ALm Curen (V) oo warre in
Chmpany on OTHED 7iLine Rawi

ACxpa ety cary et [

JANUARY 23, 1976
GEINZRAL DYNAMICS = ELECTRIC BOAT DIVISION

. As you requested, we have revieved the computation of the
grovision for Federsl income tax of the sbove copticned divisizn as
reflected on tax schedule 1 (previously seat to you). Is siould be
fnsted thet the eudlt work in the taz ares was not fully eom;jleted et
ttw time of our review md cortain of the schedule N items hed not been
treced to the audit vorkpspers, Curimg the course of our review, ike
£51lcwing ;>ints came to our gtention,

Client Tar Schedules

Yhile the ;repsration of the tax sehedules by comrey
personnel hes ipproved sosevhat this year, the schedules still do not
reflect sertein sechedule M's such as CPFF ecet dissllcvance, sehedule
K and SSK-688 contrsot schedule M, Ve understand thet theae sehedule
U's are ecompleted st Corporate,

Investpent Tex Credit

As &iscussed in the prelisinary tax mescrandwum, £3 peracnnel
Eave been working closely with 3St, Louis corporete persconnel in
developing a very aggressive investaeat tax eredit approsch with
rescect to the LLEC facilities, IB persosnel sre very faniller vith
I7C rules and recognise that oertain positione they have talen could
te ehellenged on exmminstion, Tor this reason, it would spreer aporo-
sriste to dbreskx down the totel {ovestment credit taken tetveen soclid
eredit snd eredit which oould be loest on examinstion, Bill dulcaktey
indicated that by the ead of 1976, approxizstely 11 mi1licn of credit
+211 have been claized on the LLEC fecility and 2 mfllioa of that
would represeat sggresaive positions,

In 1975, the cllent's tax schedules reflect inveataert credit
earned this year of 33,200,000 plus aa sdditional $222,000 oo special
tools, The sajor portioa of the quelifying sddisions for which the
eredit was sarned relates to the indosrd portion of the LLZC, As
discussed in the prelisisary tax mescrandum, the following ;oeitiocas
are being taken vith reepeect to the LLIC which you should bde sware of.

1., LLEC 1s going to de ocansidered "scquired® and 10§ credit will
be taXes for the,gapdiom RAtasdiain NeEEiay chanssns,

C3wiTION OF GEVERAL DYNAYICS CORPORATION

0.C5 ASETINL T IS CO iGERED

ULl €3 TEE P OVioIONS OF THE FREEDOM

CF 5.FO! 0. ACT ALZ/GR OTHER APPLIZASLE STATUTES. i

IS SUBMITTEY 0.i TrE COIDITION THAT ITS CONTENTS wiLL NOT

CE RELEASED WITHOUT PRIOR WRITTEN NCTICE 10 GENERAL
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.

Aggressive positions sre being takes with respect Lo.Tlllon com s
property was plsced ia service ia 1375, 1In addition, tze
olfent {s claising the credi{t on disputed amcuntis waere it
is uacertein just vhat the final liedility to the contrsctars
will de (unnegotiated change orders).

3. Aggressive positions are bdeing takea in olessifying edditione
betveen mschinery and equipment, end pon-quelifying buildinge,

4., Salss tax {3 deing deducted vith respect to the eatire project
which 1s ip direct contrediction to the acquired ;roperty
positian,

It 13 difffeult to estimste how much of the 1975 ITC could
be lost o :xapinstion without s complete analysis of the 1375 costa,
Such an snslysis eould be copsidered in 1576 since the ectire fecility

would be coaplete and the ITC ezposure could de estimated oo a2 overall
basis,

Avene]l

Svenel division 1s reported ss part of Rleetriec Boat, Althoug
only 1isited sudit workx was performed ia connsction with Avenel, the
folloving points vere npoted from our review:

1. 4 loss reserve of approximately $3,000,000 set up ia 1573 1s
reveraing this yesr, The reserve was oot fully utilized acd
approximately $500,000 is deing reversed to iocome, If tae
reserve was not deducted for tsx purposes in 1373, @

dedustion of spproximetely. $2.5 million should be svalldle
this year.

2. The reserve for varranty costs lacressed dy $150,000 tris yesr
to $3)00,000, Such ineresse mey not be surreatly deductidls
for tax purposes,

j. An additiocnel reserve for $100,000 oa LNG Tenkers ves recorded
thls yeer, 3Such reserve msy 20t be eurreasly deductidvle
far taz purposes, N

Reoerve o8t Disellowenes

The reserve for unoonceded oost disellovances have increased
during 1975 from 35,067,996 to $8,000,619, sn ipersese of $2,932,023.
fhe {noreanse {a this reserve hes oot bdeen tax effected on Scheduls N
sipee this 18 aaly part of the schedule K with respect to cost dis-
allovences, The other pert ofpthis schedule M is 8. book

4

LA 4 A Ao

9.
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fncame represeating the actusl disellovances during 1975, ot — —
conceded costs in excess overhesd, The client's tex sched Y& FE¥TRcTd™
a write-coff of spproximetsly $263,000 ia computing the reserve dut no
ccmpatetion of uctuel disellovances or conceded ccsts ia excess overe
hesd hss Been msde and, sccordingly, we cannot eompute the 1375
schedule M ftem,

£88 Schedule M

The projected loss on the 688 progrem has deea fncreaged to

2130 millfon, This is bdased oo & $160 million loss projected ca the
£irst flyte and s 330 nillion profit projested on the second flyte,
Por finsncisl reporting purposes, no loss is deing recorded eioce s
Request for Zquiisble AdJustment (REA) Ras been filed with the govern-
cent and 1% sppesrs certeais that the adjusteeat will de at lesst equel
to the eurrently anticipeted losse,

For tex [ursoses, as ve suggested in last year's pescrasdua, the
two flytes were treated sejarately eond ¢ deduction vas clained for the
acouat of loss incarred to date on the percentage of completion tasis,
The client's computstion of this deduction es set forth oa the schedule
sent to Hartford by John Reed with his memorandum dated Jasuery 7,

1976, which the Jartford office 414 not review prior to filigz, vas 335
£illion for 1974. 1t eppesrs from that sehedule that such e ccajutatioa.
wes based oa en snticipated loss inm excess of $750 eillfca, Projections
of %3¢ curreat year schedule M by the e¢lient on the sane schedule, indi-
cste an sdditional deduction of approximately $65 =millioca besed co an
overell loss of 3640 milliea.

Our compatation of the sehedule M for 1375 is as follovs:

Income or (loss)

Projested Income (Losa)

Coatrsect (Mi11ions) S Comnlets Reccogpized
638 = I (160) 59 (94.4)
688 < 1I 30 9 2,7
Tatel loss to dete (91.7)
Loass deducted in 1974 95.0
Ioccome to de rnor’hd ia 1975 3.3
sene

Yo are unevare of the source of the elieat's projlections vhieh

Fesslted 1a 150363 BEIIT AR S0, M MORALMERR 0 41t vorke

OR FINAXCIAL INFORHMATION OF GENERAL DYHAMICS CORPORATION
AD IS PRiVI' ESED 0% CO. FICENTIAL (T 15 CONSIDERED

EXEMPT F..0M DISC’ O3UAE UNTER THE P.OV:.10hS OF THE FREEDOM
-GF 1. FORMATIO. ACT A.:0/0% OTHEZ APPLICAGLE STATUTE-.

1S SUBMITTES 0.; ~.E CONDITION THAT ITS CONTENTS WitL NOT

L RELEED WITHOUT PRIOR WRITVEN NOTICE TO GENERAL
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BE RELEASED WITHOUT PRIOR WRITTEN N e
[Comrany on OTeen P ne

1CS CORPORATION.
'N“!S‘p.u. ezcessive, In edditioa, upon approvel of the RER sy = (
9ill have to de recognlaed for tex purjoses in the ascuat of ke
adjustsent times the percentage of comzletion, Sueh recogaition,
whioh i1l most liXely osecur im 1976, will result ia the reversal of
& substantiel porticn of the tisming difference crested ty thece
dedaeticns,

Self- 24 Medje 's e o

Eslance 3heet reserves for aedical h:‘nurn:nu «nd vorman'’s
compensetion insurence oan de sursarised ss followss

1974 . 2373 L3cresse
Medleel Insurence $1,245,54 $1,728,322 $482,8C8
¥orkmaa's Compensstica $ 425,589 $1,212,33% $786,750

In sceordanee with ifpstructticas freas corporete, the inoresse
in these reserves has not been treetsd as 8 Schedule X 1%en since the
corporete poliey is to curreatly deduct these {teams,

Strixe Copty

The striXe eosts fneurred fa scanection with the Wetal Trades
Couneil strike this year of $12,289,577 are being deducted curreatly
for tex purposes, For finenciel reportiag purpoess, these costs ere
being eacrticed over the life of the lador sgreement signed, Accorde
iagly, a schednle M ftem for surraat etriXe costs of 911,997,756,
renresentipg the unesortised portica of the costs, will te dcducted
this yeer, Addftficnally, the emoritsetiocn for finsamcial statesent
purposes of previously deducted eosts fros prior etrikes i{a the smount
of $3667,236 15 a schedule M item this yeeor,

Easte, Da atens Cente

Haptford 2ee no eudit responsidility with respect to Lastera
Data Systems Conter as this divisfon is separately reporting to Geperal
Lyssafcs, It ahould be noted that we did not review the iavestaent
eredis belag reported by ths Xestern Deta Systeas Ceater, ~ .

(] sferre tart-

Ia ecameetion witd Veginning opersticas st Quonset Polag,
$4,612,172 of eosts sre capitalised oo the delance sheot at Deceader 31,
1975, These ooats represeat the unaacriised portion of the deferred
atart up expenses, Vs understand that the elient eoneiders these
costs ia the asture of cverbhead and therefors proper inveatory iteas,
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whieh they are amortising over the period 1375 - 1977, VYo Gucdisdd b sor
ia the 1974 pointas that consideration be given to deducting these costs;
novever, the oompaay decided to follow book treataent of this fte=,

Costs relating to transportetion and instellatioa of gcverne
sent furnished equipment st Quonset Point smountiag to 31,425,871 2re
deing deducted on Sehedule M for tax purposes this year, These costa
are ineluded 1o fized sssete for finencisl reporting, A sisiler
deduction wes takes last year of $438,148.

//;:/y
T, LANAGIR
ees Mr, Jo-a Reed, St. louls :
(3]

HIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERCIAL
I)R FINANCIAL 1MFORMATION OF € AL DY S C_OE!EPORAHON
N 4 ExEs 04 €O FLELIISL o

t)"?MI:T it DISC OSUELE UNLER THE P ovs, OF THE FREEDOM
OF 1 FORMATION ACT A:D/OR OTHER APPLICA LE S:IATUTES. T

1S SUBMITTED Oui THE CONDITION THAT ITS CONTENTS WitL NOY

BE RELEASED WITHOUT PRIOR WRITTEN NOTICE T0 GENERAL
DYNAMICS CORPORATION.
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GENERAL DYNAMICS CORPORATION

MEMORANDUM ON USE OF REVISED YEAR-END BUDGETS
AT ELECTRIC BOAT DIVISION
FOR 1974

. FACTS
Electric Boat Division is on a percentage of completion accounting method
for ngeral income tax purposes. With respect to each fixed price type construc-
tion contract, revenue .is based'or; the ratio of incurred costs to total estimated
costs at year-end times the gross con‘tract price. Estimated costs to complete a
contract are based on various financial and estimating data and are incorporated

in the Division's budgets which are prepared by Comptroller personnel,

The 688 Class Submarine program was started in 19.70. The basic designs
for the subs were to be prepared by Newport News and furnished to Electric Boat
Division by the Navy. Because of the complexities involved, there have been
enumerable design changes which were the principal causes of delays and increased
costs of construction beyond the original estimates. As early as 1971, EB became
aware that there Awe re problems. Delays and cost overruns posed a serious threat
to the profitability of the contracts, but how serious the delays and cost ove;runa
were and whether or not they could be overcome was uncertain., By 1973 and 1974,

enough information was available to start quantifying the additional costs.

In determining the 1974 year-end budget, there were significant differences
of opinion with respect to the cost at completion. These differences were on the

order of several hundred milliop dollars.qyis POCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
) OR FINANCIAL INFORMATION OF GENERAL DYNAHICS CORPORATION
AND IS PRIVILEGED OR CONFIDENTIAL IT IS CONSIDERED
EXEMPT FROM DISCLOSURE UNDER TKE PROVISIONS OF THE FREEDOM
OF INFORMATION ACT AND/OR OTHER APPLICABLE STATUTES. IT
IS SUBMITTED ON THE CONDITION THAT ITS CONTENTS WILL NOT
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For book purposes, management considered all the facts and decided to
adopt a middle point of view by accuring no profit on the program. This view
antici[.;ated improvement in the shipyard which would offset some of the cost
overruns and claims against the Navy for the extra costs caused by the design

problems.

A study completed by Electric Boat Division personnel in August 1974 showed
an estiniated $84 million loss on the first contract for seven subs and an estimated
$35 million loss on the second contract for eleven subs before taking into account
any ciaims for additional revenue. In November 1974, a series of analytical
studies of the-program were prepared for top executives in St. Louis in connection
with the performance on the program and a proposed bid on the third contract in
the program. The analyses dealt with estimates of labor costs made by those
performing the work and those prepared by the professional estimators, This
study, which took about two months to complete, was based on cost data at the
end of Novernber 1974. At the same time there was sufficient factual data
available to demonstrate a substantial liabilit-y on the part of the Navy for deficient

drawings, etc., and the preparation of a claim was commenced.

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
. OR FINANCIAL INFORMATION OF GENERAL DYNAMICS COZPORATICN
At the end of 1974, EB submitted auplaimhpedftroNeo/iseNibe HrsersiEhee ,
EXEMPT FROM DISCLOSURE UNCER THE PROVISIONS OF THE FREECCM
$220, 000, 0GO. OF INFORMATION ACT AND/CR OT-ER APPLICAZLE STATUTES. IT
1S SUBMITTED ON TRE CORDITION THAT (TS CORTENTS wILL NOT
6E REVEASED WITHOUT PRIOR WRITIEN NOTICE T0 GENERAL

In early 1975, performance on theog;xpg'élgsacngxnggzénr?gt improved and conse-

quently the differences of opinion which previouély existed were considerably

less. The June 1975 budget reflected these more realistic cost estimates.
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The total estimated contract costs reflected in the 1974 tax return was

based on the June 1975 Budget which was essentially a corrected version of the

position management took in December 1974,

DISCUSSION
The data supplied and the discussion of such data during interviews with
Internal Revenue Agents demonstrates beyond any reasonable doubt that the June
1973 budget clearly reflected the estimated costs of the program at year-end 1974.
The December 1974 budget used by shipyard personnel who thought the problems
could be solved and any overruns recovered through improved performance
proved to be overly optimistic which is why they were not adopted by management

for {inancial purposes at the end of 1974.

Subs?quent events since 1974 make it evident that even the revised 1974
budget estimates were understated. The potential losses on these contracts are
in the hundreds of millions of dollars. Claims to date against the Navy exceed

5500 ~:illion.

In conclusion, it is clear that costs incurred through 1974 had far exceeded
original estimates. Data was available in 1974 to support the cost estimates used -
in'fhe 1974 tax return. There was no sudden catastrophe. Instead the probiem
had sur{acefi early in the program and it was merely a matter of accumulating
sufficient factual information to determine the seriousness of the problem. There
was always the remote possibility that the overruns ;:ould be minimized :-hrléugh

Al
T eamn o S0, DYEAUES CB-PORTON

AND IS PRIVILEGED OR COXFIDENTIAL [T IS CONS}DKRED
EXEMPT FROM DISCLOSURE UNDER THE PROVISIONS OF THE FREEDOM

AE INENDAATIAN ART ANN IAD ATSEY ADDIISARIE STAMITES T
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improved performance, but by the end of 1974 it was clear that such improve-

ment was impossible. The factual information assembled in November and

December 1974, in conjunction with the preparation of the claim against the
Navy for an equitable adjustment and the bid on the third contract, more

accurately and fairly represent the true contract costs.

THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL

OR FINANCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION
AND 1S PRIVILEGED OR CONFIDENTIAL IT IS CONSIDERED

EXEMPT FROM DISCLOSURE UNDER THE PRCVISIONS OF THE FREEDOM
OF INFORMATION ACT AND/OR OTHER APPLICABLE STATUTES. 1T

1S SUBMITTED ON THE CONDITIOR THAT 1TS CONTENTS WILL ROT

BE RELEASED WITHOUT PRIOR WRITTEN KQTICE TO GENERAL
DYNAMICS CORPORATION.
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THIS DCCUMENT CONTAISS TRADE SECRETS AMD COMMERICAL
OR FIANCIAL 1XFORMATION OF GEERAL CYNAYICS CO%PORATION
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ND CORP, ON

MEMORANDUM ON USE OF REVISKD ~END 1S
AT ELYCTRIC BOAT DIVISION .
POR_1974

THIS DOCULIE:TT €O TAL:S TRADE SECRETS AMD CIMERY
OR FIRANCIAL I:FORATION OF GEXE-AL DY
ALD IS PRIVI. [SED 0 COZADERTIEL. T 1S
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PACTS  OF LiFORMATION ACT A%ib/0R OTEER APFZAZLE TAISTSS, 1
IS SUBMITTED ON TIiE CONDITION THAT TS COATENTS WILL K7
BE RELEASED WITHOUT PRIGR WRITTEN NOTICE 10 GENIRAL
Electric Boat Diviefon 18 oo & pE¥UAWEALORURNIRNpletion accounting .
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curred costs to total cotimated costs at year-end with respect to the contract
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For book purposes, management considered and decided

to'ldppt a middle point of view of accxuing no profit on the prograg. This view
" antieipated fmprovement in the shipyard which would offsetscoft overruns, i
h .W and clsims against the Navy for the extra coste caused by the design
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Meeting of the Board of Directors - 19 June 1975 Page 75-83

2.6 Current Status of 688 Class Submarine Program

The Committee discussed at length the current status of the 688 Class
submarine program. The Navy has indicated that it will be prepared shortly after
1 July 1975 to discuss the Request for Equitable Adjustment (REA) on the first flight.
Negotiations on the REA are expected to require six weeks or longer to complete.

A further report on the 688 program is contained in Item No. 12 of

these minutes,

13

14
15
16
17
18

19
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Meeting of the Board of Directors - 19 June 1975 Page 75-87

6. Electric Boat Division - Quonset Point Facilities - Approval
of Guarantee of Rhode Island Revenue Notes

Mr. MacDonald rei;orted that the arrangements had been substan~
tially completed for the issuance and sale by Quonset Point Facility Corporation of
up to $15, 750, 000 of Notes to finance improvements to the Quonset Point facilides
being leased to the Electric Boat Division.

Mr, MacDonald stated that, as previously reported to the Board,

the arrang plated that the Corporation would guarantee repayment
of the Notes. In the discussion which followed, Mr. MacDonald answered various
questions by the Directors with respect to the arrangements. He reiterated that

the repayment of the Notes will be supported by the rental payments for the

.19

20

21

22

23

24

25

26

27

28

29
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Meeting of the Board of Directors - 19 June 1975 Page 75-88

facilities leased to the Corporation at Quonset Point and that the rental payments

are guaranteed under the Corporation’s facilities agreement with the U. S. Navy.

After discussion, on motion duly made, seconded and unanimously

carried, itwas-

No. 75-38

RESOLVED, that the Chairman, -the President, the Executive
Vice President - Finance, or the Vice President and Treasurer
of the Corporation be, and each of them hereby is, authorized
in the name and on behalf of the Corporation and under its
corporate seal (attested by the Secretary or an Assistant
Secretary of the Corporation if affixed) to execute and deliver,
and to delegate to other officers of the Corporation the authority
to execute and deliver: (1) an instrument of guarantee (the
"Guarantee™) in favor of Industrial National Bank of Rhode
Island, Trustee for the holders of Notes (the “Notes”), not

to exceed §$15, 750, 000 in the aggregate, to be issued and sold
by the Quonset Point Facilities Corporation through under-
writers in a private placement, under which the Corporation_
will unconditionally guarantee the repayment of the Notes,

and (2) any other instruments that may be necessary or
advisable to effectuate the Guarantee; that the Guarantee

and other instruments (if any) shall be in such form and
contain such terms and provisions as the officer executing
the same and counsel for the Corporation shall determine
necessary or advisable and approve; and that the execution

of the Guarantee and any other instrument or instruments

by one of the officers of the Corporation designated above

or by any other officer of the Corporation pursuant to a duly
executed delegation shall be conclusive evidence of the
validity of the execution of the Guarantee and any other
instruments and the binding nature of the Corporation’s
obligations as set forth in the Guarantee and any other
instruments.

TAg 5 CONELDS
i NOTICE 10 GERLPAL
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Meeting of the Board of Directors - 19 June 1975 Page 75-98

12. Report on Status of 688 Class Submarine Program 21

Mr. Lewis reviewed a chart showing projected costs overruns on 22
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Meeting of the Board of Directors - 19 June 1975 Page 75-99
the first and second flights of the 688 program as reported in the Request for 1
Equitable Adjustment compared to forecasts by the Operations Department of 2
Electric Boat, and ordered a copy of the chart filed with the records of the meeting. 3

An extended discussion ensued regarding the reasons for the over- 4
runs, the validity of the cost projections, and additional steps which might be 5
taken by the Corporation in its continuinﬁ leffort to improve productivity at 6

3 Dot
Electric Boat. O:Lr;'- 7
£
8
. . B . s I EELon
Boat and other organizational matters. ; '."5 s .’.. “ L i,
YOk, Gy FPontlis;, B h..ll..L I CEus

Mr, Jenner commented on the significance of the REA negotiations 10
and emphasized the advisability of designating an executive at the Corporate Office 1
with full time responsxbxhty for the marine divisions. 12

Mr. Lewis stated that Electric Boat's bid on the five 688 ships com- 13
prising the third flight of the program provided for reseting the price after several 14
ships on the first flight have been delivered. The Navy has stated that it will not 15
accept a reset bid and he requested a new fixed price proposal. Mr. Lewis stated 16
that he plans to visit with Admiral Rickover on Friday, 20 June 1975, and with 17
Admiral Gooding on Sunday, 22 June 1975, in an effort to persuade the Navy to ’ 18
accept a reset bid, but doubts that his efforts will succeed. In that event, in 19
order to protect the Corporation's position on the REA, the Corporation may be 20

forced to submit a bid as requested by the Navy. ’ 21
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After further discussion, it was agreed that, if required, Electric
Boat should submit a bid at an appropriate price rather than risk jeopardizing the
REA.

- The management situation at the Electric Boat and Quincy Divisions
was discussed at length. Several Directors supported Mr. Jenner's suggesﬂon
that an executive be designated at the Corporate Office to assume direct responsi-
bility under Mr. Lewis for the overall management of both Divisions. Mr. Lewis
said that this step had been considered and that he had had digcussions with Mr.
MacDonald regarding the possibility of Mr. MacDonald's taking the assignment,
Mr. Lewis stated that he planned to discuss the matter further with Mr. Mac-

Donald, after which a decision would be made.

10

11
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This morning, Gorden MacDonald, EVP-Marine, visited with HEC througﬁha
lunch. Gorden was in town to meet with the accountants who were here
in the city on their annual meeting. We had a long discussion of the
company and its position and a thorough review of many of the figures.
Gorden had a substantial amount of data with him which he had presented
to the Board of Directors as well as a bunch of photos which we looked
at during the course of the session on a viewgraph machine. He gave
us the basic presentation that he had made at the Board of Directors
Meeting about a week ago.

Gorden indicated that the June Board Meeting of the company was an
extremely hot meeting and there was a great deal of tension and -the whole
meeting took Many many hours. The problem was that theré had been
released to the Board an indication that the situation at the Electric
Boat Division was much worse than they had originally anticipated.

We had originally been told that there might be a loss there on the first
£flight of roughly $100MM with a profit on the second flight of $50MM or
a net loss of $50MM which was to be more than covered by a request for
an equitable adjustment of up to $200MM. The new figures that were shown
to the Board at the June session indicated that there was a loss of
roughly $200MM on the first flight and $60MM on the second flight or a
total loss of $260MM before any request for equitable adjustment. The
request for equitable adjustment they estimated to be somewhere in the
area of $120MM on the first flight and $40MM on the second or a total

of $160MM which would leave a net loss of approximately $100MM.

Needless to say, this shook up Colonel Crown and other members of the
Board of Directors and there was much recrimination and discussion.

As a result of the meeting, Gorden was asked by the Board to go and
devote 99% of his time to running Quincy and Electric Boat and was told
that he was to report directly to the Board of Directors on these two
divisions. Gorden therefore has been spending all of his time in the
Quincy/Groton area and has not been home for the last 7 weeks. He
indicated that once he began to dig into the situation in dejpth, he
discovered that the company had too many planners on the job at Electric
Boat and that the result was no coordination between the various groups
of planners and the management of the yard. A result of this situation
was that there was no tie between the material acquisition program and
the hiring .of people, in other words people were being hired before
materials were available and contrariwise materials were available

long before the necessary people had been hired and trained. Needless
to say, this was driving up hours, overtime and cost and investment in
inventories. As a result of this mismanagement the Board was very
anxious to fire both Joe Pierce and Mel Curtis, the two individuals
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running the Electric Boat [Hmiw$Wd’’
was _able to convince the qunnwt5%€° 18 was not the thing for the
company to do. As a result, the plan now is that Joe Pierce will be
asked to retire since he is over 60 years of age and has over 25 years
of service so that he can retire on a full pension without any penalty.
As to Mel Curtis he will presumably stay on since he gets along well
with Admiral Rickover which is a key aspect to the job. However, there
well may be somebody new going in as the manager in due course since
Mel is not the kind of executive who is a full time man but merely an
excellent trouble shooter who can go into a situation and get it
straightened out but is not the permanent man to run a division.

Gorden said that the strike which still is going on at Electric Boat
has been a blessing in disguise for the company since it has given
them the chance to regroup their forces and to take the necessary time
and steps to consolidate their picture. They now have established a
really efficient program and know where they are going to go. They
have taken a 100% physical inventory of everything in the yard. They
have had a chance to make a substantial amount of progress on the
construction programs for the capital expenditures necessary which

had been a matter that interfered with the smooth operation of the
production. Also, they have developed a really good start up plan in
full detail and this uses the full facilities that the company has at
Groton and Quonset Point including the four fays that they have plus

a new building that is available for the assembly of both the 688 and
the Trident submarines. In addition, the company has been able to
make great progress in all of its tools that they have acquired in-
cluding the automatic welding equipment which for some time was not
being fully utilized. The company does feel at this time that the
strike will break up by October lst. The company apparently is now
willing to compromise on the work rules if it has to and they feel
that this will result in the people going back to work. As a result,
all of the steps being taken and a really thorough reassessment of

the whole situation, Gorden now feels that the company can breakeven
on the total program of flights 1 and 2 assuming that they are able

to get approximately $160MM on the request for an equitable adjust-
ment. With respect to this, Gorden feels that it is not an unreasonable
assumption since the Navy has already offered on flight 1 $70MM as an
initial start. Gorden also feels that they will be able to get some
‘Progress payments on the claims as they go along and the negotiations
make more progress. As a result, he feels that this will mitigate the
cash problem that could otherwise occur. .He has asked Arthur Andersen
& Co., the company's auditors, to go up to Electric Boat and also to
Quincy to review these two operations immediately in anticipation of
the final audit and also so that there will be no problem or question
when the need to release the 3rd quarter net profit figure is reached
which comes around the middle of November. This August the company
had quite a problem since they had postponed their regular Directors
Meetings and then found that they had to release the figures (earnings)
to the SEC by August 15 or request a deferment. They were very reluctant
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and they did not want to get 5. & gKeat WeaYPEg-detail with the SEC
on any of the problems. Als heycofimktiithat they could not use the
excuse of a delay in the Boar@ éting as a reason. Gorden also assured
us that the company still has huge hidden reserves on its books or that
it can take which arise from a number of the other company programs
including the F-111 program. Gorden did have with him substantial
amount of documentation on both the Electric Boat and the Quincy Division
figures and these are going to be sent to the banks in the very near
future. -

With respect to the Quincy Division, the situation there is looking
better than ever before. However, he feels that there is still some
time before he will be able to give a full assurance to the Board of
Directors including Colonel Crown that everything is perfectly okay.
However, he had a number of pictures of the progress being made including
pictures of the new crane and of ships Nos. 1, 2 and 3. In addition,
ships Nos. 4 and 5 have been started as far as cutting metal is concerned.
The pictures would indicate that ship #1 is almost completely ready and
42 is very far along and #3 has the keel laid and the beginnings of the
ships are evident in the picture. He indicates that based on their
estimates to date, ship #1 will cost a fair amount more than they had
originally budgeted but that as they come down the learning curve the
laded ships will cost less than had been estimated so that they will
come out with a profit still on the total program. In addition, they
have been getting very positive news with respect to additional orders.
There has been a number of meetings between the company and the Burmah
Tanker people including a meeting that is to take place tomorrow up at
Quincy. At this meeting, Gorden and Dave Lewis will be there to meet
with key members of the Burmah group including Downing who is the new
head of the company. The situation would appear to indicate that the
Cherokee companies which are the companies that are financing the five
ships for the Indonesias run are being revitalized. Mr, Kulukundis

who had formerly been the head of Burmah Tankers has been hired back
again as a consultant and this in Gorden's opinion is a positive step
since he feels Kulukundis is able to get things done. Also, the
Indonesians are beginning to press Burmah for additional orders for

the two ships that are part of the original contract and also are
pressing for five more orders. In addition, Marhad has gotten into

the act since one of the reasons that Marhad was willing to give title
411 financing commitments to Cherockee was that there was an implied
promise that there would be at least 9 ships ordered, The facility

at Charleston where the$fHeges are being constructed is going along well
and Gorden also had a number of pictures of the site and progress being
made down there. The tooling is going up rapidly and the equipment
that was constructed by the Swiss firm of Vevey are being put together
in very speedy time and are doing extremely well, - Gorden feels that
the situation there is now very optimistic and they are cutting metal
and really doing a great deal with respect to the first spheres. The
plan now is that they will use for the first ship spheres which are
built entirely from scratch and that will then go back and retool other
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spheres that had been partially éy*i}gkyﬂﬂﬂh!F?WEgﬁgﬁiéﬂ ﬁofeen Co.
Also company the barges which arqypAceseErg f¥r the transport of the
spheres from Charleston to Quincy are being released to a firm that
builds the barges. Cost estimates indicate that they will be spending
roughly $55MM for capital expenditures at Charleston but that as a
result of the expenditures that they make they will be able to go and
manufacture the spheres at a cost which will be the same if not a
little lower than the Pittsburgh Moleen original bids. Obviously, they
will need additional orders to be able to write off the full capital
expenditures on the program but the basic cost of the spheres will be
in the ball park that they had originally contemplated. Therefore, the
program itself looks as though it will be a profitable one and if
additional orders can be found it will be even more profitable.

. THIS DOCUY:

The pther areas of the company are all doing quite well., Stromberg-
Carlson continues to be profitable but not as profitable as had been
hoped. The Arcafiia Co. which is the area that does the inter-connect
business will lose approximately $1.8MM. As a result, this has put

Gene Berry in a cloud and it is pretty clear, according to Gorden,that

a replacement will be found. As a matter of fact, both Gorden and Dave
have recently interviewed an individual for this. Obviously, this is a
highly confidential point. Fort Worth Division is doing extremely well
with the F~111 program still going well and the cost doing amazingly
well despite the fact that the end of this program is in sight. Progress
on the F-16 is going extremely well too and Gorden told me in great
confidence that the Government of Iran plans to buy approximately 250 of
the F-16s which will be announced very shortly. He tells me that the
company has no problem with respect to foreign bribes or commissions.

He said that they were actually approached a number of times on the
recent F-16 deal by various individuals who said that they could get the
order for GD if they would pay something on the side to various people.
Apparently, Dave Lewis reported this to McLucas, the Secretary of the
Air Force and this was a very big factor in giving GD an inside track

on getting this important ¢ontract. Gorden says that the construction
of the F-16 is very simple and that there is no real reason why they
would have any fear of production difficulties. Also, they are using a
tested engine and therefore feel that should not be a problem, Convair -
San Diego has been advised by the McDonnell Douglas Company that there
is an additional cutback on production of the DC-10 to two per month
which will bring up a renegotiation on price since the company is now
below the minimal number of aircraft per month be delivered under the
contract. The Datagraphix Company is doing very well this year, finally,
as a result of the big Navy contract that they have for the S3A program
with Lockheed under a directed procurement plan. The cdlz mines are
doing well and the Asbestos Company is still out on a strike but the
miners at Theatford apparently are beginning to show signs that they are
willing to talk. The Pomona Division is over its strike and is doing
well and making money. With respect to Canadair, the sale of the company
to the Canadian Government is still expected to go through though there
was 2 request for a delay in the option date which was granted to the
Canadian Government with some sort of promise form the Canadians that
there would be a favorable tax treatment with respect to the General
Dynamics. They have told the Canadian Government that they would be
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willing to make an investment of approximately $3MM in this new company
being formed by the Government to handle aerospace in Canada and are
hoping also to tie it into a sale of F-16s. However, Gorden tells me
that there is really no incentive on their standpoint and that they are
not doing as much or as active bidding as is McDonnell and some of the
other companies.

Gorden tells me that a bank meeting and a tour of the Electric Boat

and Quincy Divisions is planned for early October and that we should

be hearing from Wayne Wells within the very short time. By that time
Gorden feels that the Electric Boat's strike will be over and also that
the Quincy yard will be in good shape. He tells me that the company
expects that they will be able to get through January without any monies
from the Canadair sale or from the request for an eguitable adjustment
or any other situation though it might be to pull down the balances
slightly. With respect to the potentials of getting money from the
Dutch Government he thinks that something still can be done on that but
he is very dubious that they can get the $400MM-$500MM that Wayne Wells
has been talking about. The Metropolitan Life Insurance Company deal
for approximately $25MM of financing for Stromberg-Carlson Finance is
looking good and should go through. Also, the Prudential Insurance Co.
is apparently still willing to wait on a very substantial increas in

the term loan that it now has available. 1Incidentally, Gorden said that
Wayne is doing a reasonable decent job there but that the Board of
Directors has definately decided that Wayne is not the person to be the
chief financial officer of the company. Again, this is confidential
matter.

In general, it would appear that the situation at General Dynamics is
in reasonable good shape provided that they can get the Electric Boat
situation in order and live up to what the expectations are, With
respect to that situation, the company has done very extensive studies
and planning which they had not done previously with the result that
they do think that they will be able tq perform in accordance with the
figures now being discussed. Gorden said that he would be able to give
us copies at some future date of the material he had with us and we
should be asking him for that immediately.
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MEMORANDUM
Elactric Boat Division -
o Mr. A, M, Barton | oew  July 3, 1975
FROM: T. S, Wadlow
FILE NO.: ’ . '
SUBJECT: 688-I and IT Costs . Tuis bOBUMENT CONTAING TRADE SECRETS MD COMMERICAL
) . &R FiNANZIAL INFORMATION OF GENERAL DYHAMICS CORPORATION
REFERENCE: ) . . ANB I8 Bri¥iLEcEp On CORFICENTIAL IT IS CONSIDERED

EXENPT Froi DISCLOSURE UNDER THE PROVISIONS OF TH
e A SI0NS OF THE FREEDOM

. ) ) BF INFORMATIBN 2EY Afinj0R ©TWER APPLICASLE STATUTI
Enclosure: g-% Y recast B Eg& _:6 Y I EoNGION BT IS CORTENTS VLt NoT
3) Schedule Analysis S WOTEE TO CENERAL
_ 2!; Rate Calculation Driaies %mm

Cost Engineering has recently updated its projection of costs on the
G88-1 and 688-II contract., Revenues, exclusive of the REA, were also
forecasted so that a net loss could be calculated. While a relatively
g£ross basis was used for adjusting these rates, Cost Engineering feels
that the projections are nonetheless accurate within normal estimating
error. Included in this update are the results of the Cost Engineering/
Industrial Engineering "scope” review. Also included are the results
of a review of the functional area manhours which makes them consistent
with the 688- ]II bid,

M forecasts have been made, The ﬁrst is the updated Cost Engineering
estimate. The cwrzent performance on the ships indicates that this set
of numbers is somewhat optimistic, though certainly still potentially
achievable, The second set of numbers (labeled "b") is more consistent
with the Industrial Engineering forecast and, while recognizing sudbsten-
tiel inprovements in the future, starts from cost levels based on cur-
rent pertomnce trends. .

Attached are four enclosures. The first contains the summary and pric-
ing, the second ghows the manhours forecast, the third summarizes the
schedule analysis, and the fourth shows the rate derivation,

TS el

. T. S. Wadlow
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688-1 and II Analysis Summary

) 688-1 688-11 688-1 and 688-1r
T B a . b 8 a b
Shipyard Manhours (000) .7 36,089 38,889  U5,801L° h8,891
Other Manhoura (000) Lo 10,270 10,930 12,315 13 oLo
+ Total lianlfBars (000) e W7 WY BA% G
Spent Mantiours (000) 15,998 15,998 322 322
To Go Manhours {000) : 30,797 33,821 57,884 61,609
Rate on Spcnh Manhours ‘ $10.79  $10.79 $13.45  $13.45
Spent Labor Dollars (millions) 172 172 - [
Rate on To Go Manhours . :1&.82 315.56 :18.07 1,14
To Go Dollars (millions) ) Us6 526 1,046 1,.302
taterial CAC (millions) - $ 212 § 217 $ ki $ 493
Total Cost (millions) . $ 840 $ 915:  $1,521  $1,799
Revenue:  Current Forecast (millions) 523 52;3 | 1;2210 1,224
. Additional Changes (millions) A 20 20
Total {millions) $ 530 .$ 530 / $1,244  $1,244
(Loss) ($rid1lions) ' $ (310) $ (385) $ (217) $ (558 $(s87)  $buo)
THIS DOCURE TC6 7 SEZE R & 1o LLIEMCAL '
' OR FIXACIAL & FO. SR T ¥ AcS CORPORATION |
- AND IS PANIVESED 0,09 1.2 1 L. 1 5 COSIDERED COON

EXEMPT £1.0M DISS' 05 5..F Uil Ed THE POVISIONS OF THE FREEDOM ’ "
OF INFORMATION £CT Ai:/OR OTIER APPUICASEE STATUTES, [§ L

1S SUBMITTED ON V11T COXDITION THAT ITS CONTENTS WILL NOJ
BE RELEASED WITIROUT PRIOR WRITTEN mmcz 10 CENERAR ~
DYNAMICS CORPORATION.
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Enclosure (2)

ITHELT T ESH Vs TISH NQTICE 10 CTITRAL - - o
JIATICH, : _Engineering . Total Division
tential Schedule/ ’ . ' Potential . s 3
Total Engineering Diaruption/ ) . Potential Total . Potential Grand
her Ops Baseline Skill Mix Scope Slab Total Growth Engineering Total Growth Total--
“2,u50 - . 400 T 285 . . 685 . 25 710 9,386 - 55 . 991 -
L2715, : . : 175 - 10 185 4 7,517
- 155 . 10 165 7,101
b 155 . 10 165 6,501
150 .. 10 .. 160 6,173
e 150 10 : 160 5,993
. Lo 190 "+ . 10 . 200 - 6,623
R T} CL,TES 1 19,819 ..
- 65 | 325 6,597 :.
- 5 160 5,71
gl 160 5,651
5 K 185 5,605
.5 25 160 - ,002
5 } 170 5,917
5 . 10 160 5,6
5 . 160 5,339
- 5 160 . 5,315
E 5 . 160 5,2
5 .7 160 5,262
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5 150 : 150 5,175
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Schedule 1s
. e
Intervals . 692 - 6 momths
- - 694 - 6 months

" ‘Then & months

Delivery of TI0 . May 1982 . . . " Aprid 1983

8Up of 720 15 momths - " 26 mouths -
4the'

1. Keither "a"por "b" bave eny strike contingency. i

. [ 38 LR -

2. "“b" reflects what is felt to 'be the i.wpact which TRIDENT will have
on the overall production capability, "a" ignores TRIDEC but assumes-
a production rate of greater than three ships/yea.r unlikely eonsi.derug
the size and compladty or the sh.lps.

THIS DOCUMENT COXTAINS TRADE SECRETS AND COMMERICAL
OR FINANCIAL INFORMATION OF GENERAL DYNAMICS CORPORATION
AND S PRIVILEGED OR CONFIDENTIAL I IS CONSIDERED .
N EXEMPT FROM DISCLOSURE UNGER THE PROVISIONS OF THE FREEDOM
OF INFORMATION ACT AND/OR OTHEY APPLICABLE STATUTES, IT
1S SUBMITTED Qn TEE CORCITION THAT 1S CORTENTS WILL hOT.-
"B RELEASED WITHODT PRIOR WRITIEN NOTICE TO GENERAL *
DYNAMICS CORPORATION.
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Bate Caleulation
The rates are based cn the First Quarter 1975 CIC retes of $14.12 for - -
’688-1.To Go manhours and $15.13 for GBB-II To Go mnhmn'n wm; f.h.

S "asmnge 5

Estimate & six wonth slip 4n the midpoint becauss of schefule’
21ips and the fact that the htu ships vill have the majority
of tha adled zenhours. Use a 107 total rate escalation rate

- gince most of the ghifted manhours will aot cross the first .
yEn' of un m

‘rhzretore tha rlte h

For sit_ e

“Addthreemuthsmm-hm tothenidpointmtonm B
schedule shift snd add five points to the cvu'bead to be :
’ eon.aiste,nt Hith tha less uptinutic mhnur -

Therefm the rm u-

. Estinate a-coe’ yur average .np in the’ nidpoi.nt. Use't 12"
anmual total rate escalation rate, since most manhours will
cross the first year of a MIC contract.

Therefore the rate is: . .
* $16.13 X 1.12 = $18.07
For 511: "b"

-Esti;mte o tvo yéar averags slip in the :xmooint. Also add .~
10 points to the overhead to be consistent vitn the less -
opti.nistie menhours.,

Therefore the rate is: THIS DOCUMENT CONTAINS TRADE SECRETS AND COMMERICAL
. . LR * "OR AINANCIAL INFORMATION OF GERERAL DY\S‘I.I;; (;OFI‘,PORATION
a . AND IS PRIVILEGED OR CONAIDERTIAL. IT 1S CONSIDERE
$1'B.07 X 17 = $21.14 EXEMPT FROM DISCLOSUGE UNDER THE PROVISIONS OF THE FREEDOM
: . OF 1XFORMATION AST AND/OR OTHER APPLICAELE STATUTES. 1]
‘. . " IS SUBKITTED 0t V.E CGXGITION TR3T 17¢ CONTENTS WILL NOT
L RELEASED WITHOUT PRIOR WRITI. *oE TO GENERAL
CYHARICS CORPORATION,
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GENERAL D I - ECTRIC BOAT

The following items were noted dﬁring our review for
the quarter ending Mareh 31, 1976 at the Eleciric Boat Division.

1.

The emortization of the 1975.MTC sirike costs end
Quonset Point start up costis for +the 1st quarte
1976 are as follows:

688 Other Total
Stert Up Costs $1908 $3624 $552M
Strike Costs | 493M 370M 863M
$683 $732 $1415
P P mowmm

We have previous;y'discussed this with you amd
ere egreed that the reserve at ccrpcrete should
be reduced by $1,415M. o

There hes been ho chenge in the reserve required
for the possible 1iedbility to the unicens for th
overtime inequalities irn prior years. We have
discussed this with George Roos, Director of
Industrisl Relations, who indiceted that furthe
discussions have been held but no offers or
counter offers have been made.

There was & change in the method of allocating
+he accounts payable accrual +o contracts at
the end of this quarter amd the change resulted
in additionel sales of approximately $10..
million and profit of $300,000. Ucder the prio
method the cests of 10.1 million would have bee
included in finventery end no profit recorded.
eg-ee thet the chenge is appropriste.

The divisicn continues to dock prefit cn
Trident conirect et 7.5% of returned co
elthough the ipdiceted profit rete a%.2
is 11.7%. This results in e reserve cof
million, NHowever, we. ere not suggesiing
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this amount be recorded es income.

Profit on two contracts, the Trident Detail Design
and the 585 overhaul have been overbooked by
about $700,000 snd this amount will be amortized
over the remainder of 1976, This resulied because
the profit rate at completion was changed on
these contracts due to a new estimate during the
quarter ending Merch 31, 1976. However, the
profit rate was not adjusted retroectively for
the costs incurred to date: This eccounting if
consistent with prior years and we think it is
correct as currently recorded.

The 688 program appears to be meking less progress

then enticipated, however, no loss reserve is
proposed at this time. You should. comsider
additional disclosure of exposure end risk on
this program end also disclosure of settlement
of e portien of the REA on April 7, 1976.

As of December 31, 1975, the division wes estimat-

irg a profit of approximetely $40 million on the
688 program. The following summery reflects
certein items which heve happened since that date.

Profit projected as of December 31, 1975 $40 milliom

Less

1. Settlement of REA on 688-I
contract for less than
anticipated amount. $ 8

2., Estimeted overrun on
materiel based on prelim~-
inary re-estimate. $15

3. 1,4 million hour estimated
overrun on 688-I contract
since returns for lst guarter
have not Indiceted the men-
hours per percent progress
have made substantial

improvement.
1.4 million hours € $15 21 21
Loss 5y}
===
Iz» essence the pregrem would be et zexrc prefit if
the 1.4 millior hour cverrun materielizes. This
®ould place the machcurs et the leveli esiinated

by .the shipyerd din August, 1975.
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The REA for $199 million which was filed in
February, 1975 was settled on April 7, 1976
for $97 million. The contract modificetion
signed as a result of this settlement sllows
the division to file en additional claim for any
items arising subsequent to Mey 20, 1375 on the
688-1 contract and en-original clain on the
688-I1 contract.

We believe the intermal reporting on this coniract
continues to be insdegquate since there is n¢
measurement of actuel returned hours vs the
hours expected to be incurred for the asctual
progress achieved,

7. There hes been no change in the status of the
overhead ceiling pgreement.

BRUCE M, PROUTY

mjr
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vwo-bour peeting with Corden "scDonnld

and Art Barton of General Dynmamics Corporation for the purpose
of discusaing with them the results of our sccond quarier
quarterly review as it pertains to the Electric Boat Division.
Barton 15 the chief finsncial officer of Electric Doat and
Gorden H¥acDonald, a corporatée exccutive vice president, has
been spending full-time as the chief erxecutive officer of the:

Electric
Eleciric
pariner,

Boat Division,

Bob Paslmer, engagement partaer, and Te
co-engegenent pariner.

rry Lengfelder,

The meeting took place after a prelininary

Presént from Arthur Andersen were Bill ﬂeldon,'
Soat cngagement partaer (Hartford), Johkn Hennessy, advisory

meeting that the four Arthur Andersen & Co. representatives had
&long-with Len Stoecklein and Bruce Prouty in the St. Louis office
so that Messrs. Weldon snd Prouty could report their findings -

to tbe St. Leuis office. -

¥eldon and Preouty. also had deen in close

contact and diacussion vith Messrs. YacDonald and Barion throughout
the last several wecks in connection with this quarterly reviev. -

The"meeting vwas begun by reviexing hard copies of"
Bill Veldon a slide presentation {complete set attached) with

Gorden ecDonald,

not aseen the formal prescentation asecemdbled in this format.

Gorden had seen all of ihis material dut had

After

these schedules were driefly revieved at yhich ticze Bi{1l ¥eldon
comnenied that these schedules as well as Art Barton's schedules
outlining the division's posltion on the 688 Program had been

precented to Hennessy, Lengfelder end Palrer.
.8t some length expleined the steps the division will be teking over

Gorden MacDonald

the next couple of weeks to improve the situation at the Eleetric

Boat Yard.

Gorden tlgo dwelled sorevhat on the very favoradble results

the corporation has experienced during the first three weeks of July

in the productiviiy area of Flight lNumber 1.

YacDonald's steps to

luprove productivity relate meinly to ergenizational cbanges that

are cxpected to beée made.

He {ndicated that he is returning to an

orgenization thet wes in plece 3-1/2 years ango prior to the tiume
Mel Curtis trensferred from Convair to the Ylectric Boat Divis ion
to dbecome dinvolved in the operation. of the bocrtyard.

. ~FOR DISCUSSIQN PURPOSES ONLY
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After Gorden's comazents, John Henncssy discussed our deep
concern with the status of the program. He indfcated thaet while great
effort i8 being made by Corporate and Afvision pcople, statistics
{ndicate ihat the plcture on this program has vorsened a good deal
since Dic- r 31 and pointed out that 7e feel the Board of Directors
sboul«n {n . ...¢ way dbe informed of our deep concern with this program.
Gorden.\scDorald indicated that he sees our point based on slippage
of the company's cstimate to completion but takes the position that
as far as he is concerned the program, while baving slipped somewhat
oa psper to the point where i1t now indicates to him & bdreask-even
without the “cushion®of a $40,000,000 profit thet vas ipdicated
snd he said that the program has in fact ioproved since Decemder 31,
inespuch as conditions which existed then which had not deen
recognized are now fully recogniced and have been acted upon oy
papagenent, He indiceted that he sees the reasons for our concern
but stressed that the changes being mede in the yard will correct R
the deteriorating productivity situation. -

Gorden indicated he plans to make a presentation oan
the status of the program to tke Executive Conmittee on Wednesday
of next week at which point he will exprces our concern and present-
to them tbe slides that Bill Yeldon used in his review along with
the Corporation's position on the progren. Bill VWeldon indicated
4o Gorden bhe felt that a point sbould be made to the Executive
Committee that clearly states that the basis of the. division's.
estinate 48 the very optimistic July results and a projection
therefrom. Gorden responded by saying thet this will be made known
to the Executive Cocmittee and there is no intent to mislead anyone
in the conpany.

Corden reiterated that he feels stropngly that no loss
shoald be recorded and he thinks the disclosure along the present
lipes (i.e., that additional recoveries pust be mede from the Navy

‘apd productivity geins must take place to ensure that the program

does not incur a loss).

Gorden KacDonald and Art Barton agreed with our odservation

" that August and September resulte should verify their position that

(

tbe inefficicncies have pcaked and productivity gains beginning in
July will begin to be realized significantly. They aleo irndicated
that a deteiled study will be taking place shortly on the labor
estimates for the cecond flight of eleven eutnarines and that If

these detailed studiesn and the results in Auguet end Septermdber
*ndicate absence of the necded (end expccted) productivity icprevemént

. -ecognition will have to be made of a loss in the third quarter.

FOR DISCUSSION PURP(SES ONLY




362
. £0R DiSCUSSI:  RPOSES Grit's

4} IORANDUM FOR THE FILES -3 - - JULY 30, 1976

- - Bod Palner then summarized his perception of the company's
position being that, while there are large uncertainties in the
program, Genperal Dynamiecs cantinues to believe that 1t w11l not

be 2 loss prograem. However, in viev of these uncertainties will
underteke a careful analysis of the early third quarter results

end the estimated hours of the second flight and make appropriate
decisions from an accounting standpoint based on tbe resuliz of
thage sludies,

. John Hennessy indicated that we feel strongly that in

gome forum, either the Board of Directors, Executive Conmittee
or Audit Committee, the Boerd should be ‘informed of our concern
and that it would probably be appropriate that we participate
ond altend the meeting at which this matter is discussed. Gorden
indicated that an Executive Committee neeting is to be held on Lt
VYednesday and he will recommend io Henry Crown, the chairman of

" that committee, that John Hepnessy attend the meeting on Wednesday,
August 4 or the Board of Directors' neeting on August 5. He said "
he will use Bill ¥eldon'’s slides to express our deep concern. T
John indicated to Corden that that arrangement would be satisfactory.

I indicated to Corden that it had been our experience in
the pest that David Lewis socetimes bas preferred that we meet with -
hinm prior to meeting with committees of the Board of Directors &nd
offered to meet with Mr. Lewie prior to our taking part in the
Executive Conuittee meeting. GCorden indiceted that such a meeting
with David Lewis would probably be an unproductive session end that
Levis would be in attendance at the Executive Committee meeting ‘that
Crown will chair on Wednesddy. . :

During the course of the discussion, Jobn Hennessy asked
Gorden and Art Barton whether these major organizational changes
that Gorden planned to nake in the coming weeks would interfere
vith the favorable trend of productivity that has been experienced -
over the last couple of months., Both Barton and MacDonald stressed
8trongly that i1f this 4s a real trend that represents inproved
productivity there 18 no way that the organization changes will do
anything but support that trend and cause the trend to ionprove even
furtber since this momentum should not be harmed by what they feel
to be a superior organization to that one presently in effect.

Bi1ll Weldon asked hov the organization change would affect
¥r, Mackenzie who has been one of the more effective operatives in
the Eleciric Boat yard over the past couple of months. Barton
indicated thet the change in 1ts first phose would not affect his job
end that very few responsibilities would de taken away from him when
the organizsiion cbange was conplete s0 he should continue the progress
he has been making.

TERRY L. LENGFELDER

D
A
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GENERAL DYNAMICS CORPORATION ==
ELECTRIC BOAT DIVISION -~ FAR 115 MEMO

Description of Coapany's Business
Electric Boat is engeged slmost exclusively in the

. design and oonstruotion of subasrines for the United States

Navy. These contracts fall into the following major classi-
fications: . E

&, New construotica

b, Overhaul snd conversion

o. Engineering snd prototype
construction

Ssles in 1976 will spproxisate $850 million, of which edout
$500 million will be for unew construction. The bulk of the

- nev oonstruction relstes to the 688 program (cove-ing 18

subnsrines) with s smaller smocunt coxing froz the Tr-ident
{3 sudbs) contract., Approximately 10.12% of the 13976 sales
voluae will be froa overhsul and conversion contracts, and
the reusinder from engineering and prototype comtraocts,

The pew construction contracts are FPI (fized price
incentive) ocontracts whereby Electric Boat shares cost underruns

.and overruns with the Navy to spécified limite. When the ceiling

price on a contract bas besn reached, further overruns sre bornme
entirely by Electric Boat. Construction contracts frequently
spread out over a period of years and imvolve millions nf
direct labor hours (the 688 progrem, actuslly made up of tvo
contracts, will mot de completed until 1382 and will involve
epproximately 75-80 aillion direct shipyard labdbor hours) which
makes 1t difficult %0 audit estiaetcs of cost to complete,

Overhaul and converaion contracts generslly nn.g'.- in
the £25-40-$50 million category end sre pormelly CPIF {cost plus

.Ancentive fee). On these contracts Slectric Boat carms s fized

fee 1f the totel costs incurred equel the original target cost.
If there is on overrun or underrun, the fizcd fee 49 adjusted
baesed on the variance from orfginal target cost. There is &
guaranteed maximun and minimum fee included in ¢ach contrsct end
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therefore, the downside riak is limited to excessive cost die.
allovnnoea under ASPR. The Division has never incurred excessive
disellovances since ASPR defines wbat are considered disallowed
costs and the Division monitors these f{tems closely. These
contracts are normally coapleted in cre to two years.

The engin.oring snd prototype coantracte are pormally
CPFF {cost plus firxed fee). The Division is reimbursed for costs
{ncurred plus s fixed profit on the contract. ZEngineering con-
tracts are normelly much saaller than the overhsul contracts and
aere generally coapleted in less than one year. The Diviasion has
one large ($220 million) oontrasot for a prototype of the Trident
reector plant, which is & CPIF occntract. Because of major cost
overruns on this prototype contract, the Division is realising
‘only & nominel profit but should not inecur a» loss.

Because of the poor performence of the Division on the
688 program, there have been major management changes at the
Division during 1376. The general mansger, Mr. Pierce, and the
deputy general manager, Mr, Curtis, both resigned and Gorden
MacDonald, Exeoutive Vice President - Fipance of General
Dynemics, is the acting general manager. Mr. Curtis was replaced
by Jim Burnn i the epring of 1376, bhowever, Just recently,
Nr. Burns was replaced dy Hal !oley from the Electriec Boat engi-
neering department who has the title of Director of Operltionl
and '111 be responsible for running the shipyard,

In edd{tion, Mr. Bymsn, tbe 688 progrem manager, has
reeently resigned snd a replacement has not been named. The
progrem office d{d not have apny line responsidility snd, there-
fore, Mr, Hyman's resignstion should not have e dramatic impact
on productivity of the shipyard.

" There have alsc been other pumerous middle management

changes during the year in an effort to improve productivity on
the 688 and Tridemt programs.

General Scope of Our Exsmination

This 18 a referred engagement from our St, Louis office
end i{nvolves s full audit so that we mey issue ap interoffice
report to St Louis. 'The bulk of our sudit work is councentrated
st Groton. A significant manufacturing operetion bas been estab-
14shed at Suonset Point, Rhode Island, and we will visit that
location for purposes ot understanding tbe operation, physicel
inventories, snd evaluation of the estimated lebor hours to
complete the work assigned to that location.
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Io determining our overall audit approach, we will take

into account the major internal oontrol strengths and weaknesses
apd other faotors concerning the Division which are as follows:

. Strengths:

1. The Divieion has had a large amount of experience io
both the nev oconstruction and overbaul areas and has
oaintained detailed records of prior experfence shich
are used in estimating and monitoring costs on ocurrent
contracts.,

2. Detailed proocedures manuals clearly define responsibil-
ities for each contract area, snd one individual 1is
desigoated as the overall coordinator of the contract.

3. Both a divisionel and corporate interocal audit staf¢
are constantly reviewing the detailed operating
procedures of the Division to deteraine thet approved
procedures are being followed,

4. Detalled operatiog budgets are prepered annually, and
actual performance 1s measured against this budget
zonthly. Detailed explanations are obtained for
significant variations from budget,

5. Labor, which represents a significant portion of total
cost on eaoch contract 1s constantly mooitored to
espure that time is oharged to the correct contract.

6. Overall fnternal control is strong vith good segregation
of duties.

Veaknesses:

1. The noi construction cootracts are very large and oover
e period of many years, and it is difffeult to project
coste (both as to volume and rate) into the future.

2. The total cost recoveradble on the cootracts {s {n
certain {nstances tied to an economioc index such as
ibe Consumer Price Index, the movement of which-can
have a dramatic effect on the profitabdility of a
contract.

3. The Division's shipyerd is ccheduleéd for a high percentage
of oocupancy over the next three to four yeare, and
vith the {noreased activity, it will be more difficult
to monitor costs. .
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4. Proee&ﬁria tér i;u1€or1;g physicsl progress on contracts

are not tied inte tke ;1nancial records.

5. Major managemsnt ehnngél have been made during the early

part of 1976.

6. Projéoted productivify icprovemeats have not been

achieved.

Critical Audit Areas

Critioal audit aress are as follows:

1. There are several probiemﬁ related to the 688 program.

s, Progress on the first ships of the cless has been
slow and there heve been substantial overruns
10 teras of direct labor hours. Tine Division
45 not currently snticipating e profit on the
program and will be making a complete reesticate
to deteraine if a loss should be recorded.

b, The Division will file a claizm against the Navy
on December 1, 1976, for approximetely $300
million., Total estimeted revenue to bde

. received oo this claim v1ll bave to be eval-
uated, L - .

2. Volume on the Trident oontract hac %ncreesed signif-

icantly during 1976 and it is anticipated that
profit of approximately $12-15 million vill be

. recorded on this contrsct in 1976. %We #4111 revier

this contrect to deteraine the estimated revenue
and ocosts are reasonable.

3. Ao overhead celling agreement was entered 4into with

the Navy 1o 1972. 1In 1975 the Defense Contract Audit
Agency (DCAA) 41d a preliminary audit and claimed
approxicately $70 oillion in disallowed costs. Sub-
sequent discussioons bave reduced thie amount to
approxicately $35 million, and the Division mansge-
ment believes that 1t »ill be settled for $10-815
million. The ultimate settlement of this probdlen

may be in the courts and the status of this item ¥ill
require evaluation during the audit,
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Our ludit work vlll be concentrated primarily on the

bove long-tern contracts, and we ¥ill wake extensive use of the
:xpertia:xot one of our céntniotrltive services p-rtners, Dick
Boyle, who has had substaotial phipyagd experience,

¥ILL J. WELDOX -

JP
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o b Mr. G. E. MacDonald ~ bew  July 26, 1977

C o © A. M. Barton 7 : : -

LR NO.T : ,
SUBJECT: Second Quarter Results of Operations //
REFERENCE:

Sales for the Second Quarter were $487 million, compared to a budget of
$469 million. Net earnings were $7.9 million, slightly more than the plan
of $2.7 million. This apparent good performance is the result of
maintaining the SSN688 Program at 2 zero profit or loss and recognizing
¢3% on all Trident work.

A review of our performance on a program by program basis shows that.

we are overrunning the targets established in the plan by substantial margins.
There has been a steady deterioration in our performance since this time
last year. For example, we are overrunning the target on 688-1 by 64%, on
688-1I by 24%, oo Trident by 79%. Overruns in the overhaul area are in the
range of 15 to 20%. We have exceeded the overhead rate by approximately

5 points. By comparison to all other indicators, the overhead rate we are
achieving comes closest to meeting our targets. This may be attributable

to the fact that we are budgeting substantially below plan and the overhead
pressure that this creates is producing a beneficial result.

Qur cash forecast reflects the problems being experienced in our manhour
performance. As you know, we attempt to develop an accurate near term
forecast by calculating cash flows based on estimated costs in excess of the
pl.in. However, even with these corrections we are over the planned $46.3
million used, by $14.4 million, approximately 30%.

We have not developed a cost to complete for 688 ships for the Second

Quarter because a review of the manhours submitted by the various depart-
ments has not been completed. Since, in several instances, we have already
exceeded the estimates which form a part of the 1977 Plan, it will be
necessary to complete these reviews in order that we have a credible estimate
for future analyses. As a result of the performance deterioration discussed
above another substantial increase in the estimated cost at completion of -

the SSN688 is inevitable.
Q- Lz,

A, M. Barton - . R
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RISK ASSESSMENT
©TT T 688-1 and 688-11 —
‘Manhourl {000)

$(000) ) ,
i v / .
Est. 0 25 50 75
36,307 36,307 -36, 600 37, 400 38, 7¢
41, 899 41,899 44, 500 46, 5¢
10, 753 10, 753 11,260 11, 800 12, 8¢
10,615 10,615 11, 100 12, 500 13, 5¢
22F Mod 22F ¢ 6 22F + 14 22F +
0 25 50 5
36,307 36,600 37,400 38, 7¢
10, 753 11,260 11, 800 12, 8(
47,060 47, 860 49,200 51, 5C
41, 899 44, 500 46, 4C
11, 100 12,500 13, 5¢
52,999 57,000 59, 9(
$. 0 20,200 106, 430 189, 2]
20, 000 55, 000 70, 0C
S . 40, 200 161, 430 259,2:
$ 2,233,119 2,233,119 2,233,119 2,233,1;
$ 2,233,119 2,273,319 2,394, 549 2,492, 3:
1,856,333 1, 856,333 1, 856,333 1, 856, 33
$ (376, 786) (416, 986) (538,216) (635, 9¢
380, 766 402, 000 368, 000 329, 0(
$ $ 3,980 $ (15, 000) $ (170, 000) $ (307, 0(
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. Electric Boat Division =—— - === = e e .
! s - - PrTe e e e s .
V10 t) ; Mr. G. E. MacDonald Dete July 26, 1977
( oM - A. M. Barton " -
FIiLE NO. -
SUBJECT: Second Quarter Results of Operations 4
REFERENCE:

Sales for the Second Quarter were $487 million, compared to a budget of
$469 million. Net earnings were $7.9 million, slightly more than the plan
of $7.7 million. This apparent good performance is the result of
maintaining the SSN688 Program at a zero profit or loss and recognizing
74% on all Trident work.

A review of our performance on a program by program basis shows that

we are overrunning the targets established in the plan by substantial margins.
There has been a steady deterioration in our performance éince this time
last year. For example, we are overrunning the target on 688-1 by 64%, on
688-1I by 24%, op Trident by 79%. Overruns in the overhaul area are in the
range of 15 to 20%. We have exceeded the overhead rate by approximately

5 points. By comparison to all other indicators, the overhead rate we are
achieving comes closest to meeting our targets. This may be attributable

to the fact that we are budgeting substantially below plan and the overhead
‘pressure that this creates is producing a beneficial result.

Our cash forecast reflects the problems being experienced in our manhour
performance. As you know, we attempt to develop an accurate near term
forecast by calculating cash flows based on estimated costs in excess of the
plan. However, even with these corrections we are over the planned $46.3
million used, by $14.4 million, approximately 30%.

We have not developed a cost to complete for 688 ships for the Second

Quarter because a review of the manhours submitted by the various depart-
ments has not been completed. Since, in several instances, we have already
exceeded the estirnates which form a part of the 1977 Plan, it will be
necessary to complete these reviews in order that we have a credible estimate
for future analyses. As a result of the performance deterioration discussed
above another substantial increase in the estimated cost at completion of

the SSN688 is inevitable,
Q- M. O,

A. M. Barton _

©04-00.0442 REV 7.73

This document contains trade secrets and commercial er financial inf ion sf General Dynamics C ion and is priviteged or confi-
dential, 1t & consdered exempt from disclosure under the provisions of the Freedom of Information Act and/or other opprtuhh statutes,



371

RISK ASSESSMENT
688-1 and 688-11
.Manhours (000}

This document contains trade secrets and

dential. It is considered exempt from disclosure under the provisions of the F
1 & cuhenitiad nn the randitian that its contents wil

$(000) ) /
: . v T
Probability % Est. 0 25 50 75
Shipyard Hours

688-1 36,307 36,307 -36, 600 37, 400 38,7
688-11 41, 899 41, 899 44, 500 46,5
Support Hours .
688-1 : 10, 753 10, 753 11, 260 11, 800 , 8
688-11 10,615 10,615 11, 100 12, 500 , 5
Schedule- 22F Mod 22F = 6 22F + 14 22F +

Probability % 0 25 50 75
688-1 Manhours 36, 307 36, 600 37,400 38,7
10,753 11, 260 11, 800 12,8
47,060 47, 860 49,200 51,5
688-11 41, 899 44, 500 46, 4
11, 100 12,500 13,5
52,999 + 57,000 59,9
Manhour Cost §$ 0 20, 200 106, 430 189,2
Schedule § 20, 000 55, 000 70,0
Cost Increase § 40, 200 161, 430 259,2
Current Est. $ 2,233,119 2,233,119 2,233,119 2,233,
Potential Cost $ 2,233,119 2,273,319 2,394, 549 2,492,3
Current Revenue $ 1, 856,333 1, 856, 333 1, 856, 333 1,856,3
Profit/Loss  § (376, 786) (416, 986) (538, 216) (635, 9
Potential REA Revenue 380, 766 402, 000 368, 000 329,0
Profit/Loss $ $ 3,980 $ 115,000 $ (170,000) $ (307,0
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Memo No. DSL-77-08
27 January 1977

Gorden E. MacDonald : l ’ LiL,léO

D. S. Lewis

Status of Electric Boat Operations

L It is readily apparent that aggressive action must be taken to improve personnel
productivity and the housekeeping at Electric Boat if we are to expect any measure-
able reduction in submarine consuction costs. We have added a large number of
new facilides and have also added a great many new people to the Electric Boat .
rolls in the past few months. The records show that thetotal output of the yard on -
the 688 contract has not increased at all, even though the number of people assigned
to many of the ships have been increased by 100% or more. ~The short visit we
made to the yard on 26 January was very revealing and extremely painful. My
reactions are as follows:

(a)

o)

Thn ducumml gnnmn: mdt secrets and

In the areas we visited, there are hundreds and hundreds of people who
are operating completely without supervision. I doubt that most of our
people really want to loaf and the majority will wark if they know what
to do and how to do it In visiting some areas, some people were hard
at work while others stood around in idle conversation. There was almost
an air of arrogance about these “stand-around” pecple. They made
absolutely no effort to appear busy when officers or supervisors of

the division came around. They continued their conversations without
embarrassment and certainly without reaction to the presence of the

top people in the division. It is cbvious that these people feel that their
jobs are secure. The word must be out that Electric Boat badly needs
people and will hire them whether there is work to be dooe or not. It is
very obvious that the first-line supervision in Building 260 is essentally

non-existent,

The condition of the brand new Building 260 is the most deplorable of any
operation I have ever seen in my life. This is almost impossible to

believe when you consider that the building was turned over for operaticas
only a few months ago. The management and people of Electric Boat are
treating Building 260 as just another piece of real estate in which to

operate in the traditonal way of Electric Boatyard workers. But, how in -
the world the yard management, from the first line to the operations
manager, can watch this terrible situation evolve and develop without

taking action is more than I.will.ever be.able to understand. There is— " ~

g actlon 15 moze ¢
** po question but that poor working conditions result in poor personal

performance and poor operational results.
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1 am deeply concerned about the future of ElectricBoat The warning bells are
every where. We have seen our schedules slipping, our forecasted cost-to-
complete increasing and we have been hit by several quality control problems
almost simultaneously. We have to act and quickly] Fortunately, we do have
the fundamentals of a good operation available to us. Fortunately, the building
is rugged and in spite of the abuse it has not fallen down and, fortunately, .

our good workers probably have not been spotled by the influx of sub-standard
workers. 1believe that this overall issue is so great that its correction is more
important than any other thing that management at Electric Boat can de. Naturally,
any of the actions required to correct the above situations will fit in perfectly
with the present divisional plans, Ibelieve some or all of the following actions
should be taken, plus anything else that dynamic management can think up:

(a) Personnel - I believe it is important that steps be taken to intercept
a significant pumber of the obviously idle and unguided personnel,
find out where they belong, for whom they work and why they are not
working where they are supposed to be. Where satisfactory answers
cannot be obtained, those people should be immediately put on suspension
or discharged. There has to be an example that the company cannot and
will not tolerate the present conditions. I also believe that it will
probably be necessary to cull out a large number of the new pecple
quickly, in accordance with the trial period that applies to all new hires.
While we may, in the long run, need the people and the workers that
are on the rolls, we certainly do not need them yet.

I believe that all first, second and third line supervision should be called
into one meeting and absolutely blasted for allowing this poor performance
by their people. 1recognize that many of our new first line supervisors
need a lot of training, but this problem is bigger than the first line
supervisors alone. Certainly, there is no way thata supervisor:worker
ratio of twelve would yield the present condition if the supervisors

were doing any kind of a job at all .

1 am very concerned that the top people in the operations in the yard do

not recognize the terrible conditions under which they are asking -
their people to work

e — ——
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®) Facilities - It is obvious that additional money must be spent to
relocate many of the utilities required for the construction of the
submarines. We cannot continue to have cables, hoses, piping,
lumber, trash, garbage and water all over the floars of our buildings.
. Somehow, there must be some plan or operational procedure that
Tecognizes that each workman should have his own alr line or gas line
or electric cable because in some places I visitéd there were more
cables, etc. strung out than there were workmen assigned to an area,
There simply has to be some routing of cable rack arrangements set
up to keep the actual number of cable, etc. that are needed kept
beatly stowed with lines from the center routing being left near -
the place of actual use.” All cable, etc. must be kept above the floor
level and, very importantly, all workmen should be required to
collect and stow the cables, etc. to their holding fixtures after every
* . shift Iknow the immediate reaction will be that they cannot afford
the time to stow those cables and then have to un-stow them when the
next shift arrives, History has shown over and over again that the
net result is that can be an effective and positive way to kéep the
. work area clean and neat for higher efficiency.

The roof must be fixed immediately. We cannot afford to have that
expensive building with its expensive equipment subjected to periodic
rain-caused damage or inconveniencas. .

I would close that truck -wide door at the west end of Building 260,

I would not allow waffic through Building 260 to the outer ramp. I
would force all personnel who want to go from the outer area to the
inner building to go through the one personnel door, at which poimt they
can be periodically checked.

1 believe the material racks for parts storage should be cleaned up,
repainted and have floors put on thern. If we can't convince the fork-
1lift workers to take the material off those transportation pallets, we -
should have a warehouseman visit those scenes a couple of times daily
to see that the needed parts are put on the racks and that the wood
pallets are collected for return to the central transportation area. As
a matter of fact, it would save an enormous amount of time if we
eliminated the fork-lift wood pallet concept and have these materials
distributed in a simple pick-up truck, even though a warehouseman
would be required to ride along and unload the parts.

———
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It is almost laughable to see those expensive transportation vehicles
carrying one or two tiny little parts on a great big wooden pallet from
one end of the yard to the other and then returning for one more lirtle
- part on one more big pallet. If we are going to increase the number of
inspectors as a concession to "incidental work" provisions of the
current contract, perhaps the union would be agreeable to baving the
drivers actually put the parts on the racks themselves. Some method
must be found to eliminate some of thar terrible wooden staging. Itis
painful indeed to consider that we will be building Trident submarises
for the next decade using old yellow pine, tearing it down, building
it up, tearing it down and clurtering up our submarines. The present
approach is completely unacceptable.

This document conwins trade secrets and commercial of financisl information of General Dynamics Corporation and is privileged of confi
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INTER-OFFICE MEMO JCR:5h/77-345
12 December 1977

To: ~ D. S, Lewvis

From: J. C. Kane

Subject: Report on Visit to EB ~ 8 & 9 December 1977 -

1. Everett Gray and I visited EB following a request to review progress in

material systems offered by Gary Grimes, We met with many of the EB
personnel but spent most of our time with Ed Banning, Walter Potts and

Dave Walden, Banning has the overall material responsibility including

the Avenel and the Canadian Ball Valve Operation, Walter Potts has the
material control function under Banning and further has a role in getting
the work authorization system revamped using Dave Walden of EB and Norm
Victor of EB, Walden who had been assigned to head up a material
management systems team when we left is essentially f1lling that function
today with a few people from within the division and three or four Eastern
Data Center types. Walden's overall mission, however, has been considerably
shortened and his primary efforts today are on setting up the bill of .
wmaterials and part numbering systems for both classes of ship, the integration
of this overall bill of material into a work authorization file and setting
up for a physical inventory and reconciliation of the data obtained with

a revised automated records system, Through Norm Victor's shop working
with Walden the ships have been broken down into separate geographical
packages using basic cylihder sections and drawing from the existing
engineering information, A general top down engineering drawing plan is
being put together so that schedules for work, the engineering plans and
the material avafilability can be combined at the trade planner level to
build the ship in a logical sequence. Production control as such has been
eliminsted, the personnel in that area having been reassigned to the trades
as planners. The foregoing revamp of shipbuilding plans as well as the
inventory control system and the plan to conduct a physical inventory are
the first comcrete steps taken toward correction of problem No. 1 of our
study titled "Inadequate Material Systems”,

‘é. From here on I will touch just slightly on the action being taken versus
the other problems by number as reported in the material survey:

(2) Lack of consolidated base line bill of material for each class - action =
engineering well under way towards completion of the 688 class bill of
material expected to complete by mid-January, Trident bill of material
essentially complete and in good conditiom.

RECEIVED
DEC 14 977
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(3) Inconsistent Scheduling - action - by 9 January it is expected that
a master schedule will be available which will be adhered to by all
elements of the shipyard and will be programmed through the planning
department and thence to the trade planners in the operations areas.
Action has already been taken to prevent shops from working ahead of
schedule or on make-work programs based on material availability,

(4) Work Authorization System not Responsive to Shipyard Needs - action -
former work authorization system has been cancelled, Trade planning will
do what is required in the way of establishing work authority based oo
master schedules, The knowledgeable people formerly ia production control
are now back in the operations area as planners. There was an admission
on the part of several of the managers we talked to that Groton had
previously fallen into the trap of departments fostering their own
existence and developing their own statistics at the expense of the need
to support the shipyard's operationms.

(5) Division does not know how much inventory exists - action - an
inventory management system is being set up with the assistance of Arthur
Andersen personnel and Eastern Data Center. In this area the main DSS
contact is Harry Turner who had worked with us in the plaoned material
systems renovation and from Arthur Andersen, Dick Boyle and Bob Elmore

are assisting. Boyle is a partper in the Bartford office and has served

in a consultant capacity to EB for a number of years, Elmore has worked
extensively with Quincy in the past. In the physical inventory planning
the principal worker here in Mr. Jack Randell, an EB employee who bas had
previous experience both at Quincy and at EB. In former years he wvas 2
material manager at EB but ipn recent years has served a liaison functien
between Groton and Quonset Point in the operations area. The tentative
planning is to conduct a wall to wall inventory at Groton, Quonset and

the warehouse areas. It is planned tbat this inventory will include the
_ships under construction and the work.in process in the shops. It is
estimated that it will take between 10,000 and 12,000 people for at least
seven straight days during which the yard will necessarily be closed to
all work. A training program within industrial relatioms is being set

up to train the inventory-taking personnel. It is planned that teams will
be assigned to geographic grided areas perhaps 10 to 12 to & team split
betuveen searchers and recorders plus a knowledgeable waterial/operations
person and a team leader. The rough data sheets will then be sample .
checked by Arthur Andersen for audit purposes before being compiled through
key punch into the computer storage. Items that are pot recognizeable to
existing documentation will be placed in a "black ‘hole" or limbo for.
matching by qualified personnel, This area is not yet well defined. Those
items for which no descriptive information can be found will be removed to
surplus or scrap. The magnitude of the inventory task is huge and will be
extremely difficult to manage with accuracy. It was for this reason we
tempered our survey inventory recommendation to do only what we could of
physical.inventory that-was considered ‘practical:” If we ¢an~find an
alternative to this complete inventory Everett and I will so advise Gary
Grimes,
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(6) Lack of Program management authority - asction - Takis has in

effect assumed the role of program manager. The program management
function for Trident still exists. That for 688 class is probadbly in

a limbo state, Omne of our intents in pushing for program management

was to get a handle on program policy and changes. It is my understanding
that Takis has already thrown down the gauntlet to the Navy Department

on the change i{ssue, 1 gather the attitude is that we are not going to
permit changes in these ships unless they are “sub-safe" or mandatory

and then only when we can cost them out. .

(7) 1Ineffective change control - action - I believe the EB artitude
toward changes today is markedly different and change control will be a
managed affair. I learmed in an aside that the prospective coummanding
officer conferences had been decreased in frequency and in the length
of time consumed, Here again I believe that arbitrary changes requested
or demanded by prospective commanding officers will fall on deaf ears.

(8) Material functions cootrolled by differing line functions - action -
Banning is now responsible for the total material functicm as well as
the offload areas. The material system is coming together under a single
authority, :

The next problem areas were listed under material control:

(2) Material staging system doesn't support work schedule - action -
once the physical inventory of our materials has been taken the staging °
system will probably uo longer exist. This area under Walter Potts

will probably be revised so that completed work in process aftervards
needing storage will be stored in the operations area and not sent back
to staging or warehouse areas.

(b) Coded material not available although so reported - action - following
physical inventory coded material will be listed as available only when

it is physically there, This system is automated and will be effective
once it is properly purged and controls instituted to keep the information
current,

(c) The next problem was listed as 15,000 material requisitions held .
for material availability - action - work has been under way since we

left to verify the validity of these delinquent requisitions, Further,

the physical inventory and working to an established schedule as well

as returning credit material to stores will drastically reduce this

shortage problem. ’

(d) Off-load deliveries from material suppliers vere not supporting
the yard - action - an extensive reviev is being made of the workload
within the-yard -shops—and "particulafly at ‘Avenel to gét rid 6f Gverload”
conditions, 1In particular, Avesel has been heaped with workload it was
and {s physically unable to complete. -

Thie dnrument contains trade secrets and commercial or financial information of General Dynamics Corporation and is privileged or confi
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(e) Surplus material is excessive - action - the physical inventory and
reconciliation of records should provide much useful material for current
use. Howvever, many of the pipe details that were manufactured ahead of
schedule .and in quantity may turn out to be surplus and ve may not be
able to salvage expensive fittings because of the extensive weld work
involved, The present plan to work only to an authorized current schedule
should hold down the generaticn of new surplus material, The plan is for
the yard to work no further ahead than 90 days and to manufacture no more
than two ship sets of parts ahead of need,
(f) Warehouse storage capacity insufficient - action - vhen surplus
and obsolete material is screeped out and the yard areas cleaned up I.
believe that the storage capacity will be enocugh to take care of future
needs, One contributing factor to the excess of material issued was the
fact that 1,200 persons were authorized to drawv material on signature,
This resulted in many cases of duplicate withdrawals and a lack of
documentation of work that was spoiled or wasted. Presently less than
200 people have authority to sign requisitions. Farther, Takis is
reviewing all purchase orders over $10,000 and a very tight review is
being made of all purchase requisitions and requests for capital equip-
ment.

(g) Ceneral procurement delinquent - action - there has beenm & restructuring
of both the personnel and the organization of ‘the procurement department
with the emphasis on service to the yard, There is alse under way under

the particular direction of Ed Banning a move to eliminate much of the
complicated paper work structure in the procurement cycle at EB.

(b) Ordering of material in advance of need - action - this was basically
an accomplished fact through the ordering of most all of the material

for the 688 class bought at one time, That lesson has been learmed and
the remaining requirements for Trideot. will be well scrubbed before
orders are placed.

(1) Flov of material from dock to stock too slow - action - procurement

was assigned the responsibility to push material and paper through the
receiving department, That system was instituted before we left. It

was dropped temporarily when a reduction in force was ordered following

Takis' takeover. It is now being reinstated to clear material out of .

receiving,

A nunmber of problems were grouped under production control. It basically.
speaks to the work authorization system, the lack of priority policies,
the unavailability of material, the non-availability of details from
machine ghop aress and an excessive amount of waterial in the rejection
cycle - action ~ these problems are being attacked by the establizhmest
of clear authorized schedules, the restructuring of the work authorization o
procedure,~the placing—of’ plantiers at thé wotrking level ‘and the ifventory

and screening of material for availability.
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Another group of problems talked to manufacturinog and construetion,
tework and scrap lesses, inefficient man-loading - action - through the
nev time card system supervisors are in control of their men. They are
in daily contact with the worker and the work schedules are being revised
to reflect the authorized plan, The emphasis is on securing productivicy
on those items needed to support the current schedule.

There are several items listed under geseral management including-

lack of teamwork, ineffective supervision, incomplete indoctrination

and training, lack of pride and lack of space -~ action -~ all of these
items are being worked os, The yard is being cleaned up under a 7

man team and tons of material have been removed to scrap, to warehouses
and to salvage areas with the resultant visibility of roadways and
spaces. Supervision and wmotivation are being improved by productivity
meetings within the operations department and the iastitution of the
labor time cards. Training and indoctripation of persomnel is undergoing
study and revamping. There 1is an obvious decrease in the number of
personnel wandering around the yard or congregating in groups off work
stations, Takis is making it a practice to not only tour the work
areas of the yard but to stop people at random to inquire their name,
their rate, their job assignment and the supervisor's name, If he
does not get satisfactory answers to these simple questions the
supervisor is called in. .

HBere are some generalized observations on what is going on. First

the Quincy people under Takis' direction have assumed all departmental
posts. Botb nuclear and regular engineering are reporting to Spec

Reitz from Quincy. Nuclear and regular quality control are reporting

to Walter Lord of Quincy. The Security force is under Ryan from Quincy.
Luther Holt hag the operations tasks and 1s using Joe Williams in a slot
comparable to that vacated by Foley, Banning has all zmaterial and has
Walter Ports reporting to him in the material control and the work
authorization area as well as Walt Nagle in procurement, Banning alsc

at present is responsible for the Canadian facility and Avenel. Quonset
Point under Tovar is reporting directly to Takis. Gary Grimes has
facilities and finance reporting to him and has apparently taken the

lead in the interface with DSS, Lou Togneri has taken over all the
administrative functions at EB vhich heretofore were scattered among

many departments, According to both Takis.and Gary Grimes there has
- been an increase in productivity and a decrease in absenteeism.

Although there has been some griping there is an indication of people in
the yard telling Takis and Gary that they appreciated the fact that

the yard vas nov under firm management. Jim Burns was slated to leave.

in December, He is presently working on & project for Takis dealing .
vith Vevey on facilities and tooling at Quonset Point for mass production .
of cylinders and compopents. _Burns-is-enthusiastic-about”his asslgnment,
impressed” HEh the efforts of Vevey so far and has at Takis' request visiged
the Charleston facility, What future plans there are for Burms probabdly
remains to be seen. At any rate he appreciated the opportunity to be
gainfully employed.
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it ins trade secrets and commaercial or financia! iaformation of Genersl Dy: i P
B-:h‘l“lut":,:n::;:?:; -:‘.mm from disclosure under the orovisions of the Freedom of Information Act and/or other applicable satutes.
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JCR:3h/77-345
12 December 1977
Page 6

Foremen are being given training in howv to manage people and how to
manage their specific jobs, In the administrative support area now
headed by Togneri (Bill Pedace is reporting to Togneri) many exawples
of gross inefficiency have already been turned up and Togneri has
got a real handful of problems to solve. BHe is enthusiastic about his
assignment at EB and is digging down past the layers of neglect and
disinterest. They are finding storehouses of office supplies, film
and materials far in excess of any needs with the result that material
has been surplused through shelf life limitations. There has beed little
control over mail systems, communications, office equipment, travel,
transportation and all the other minor items that can foul up-an

- administrative complex. In the operations area the Quincy team is
finding that the work offloaded to Avenel was done without enough planning
and the material and methods sent to Avenel to manufacture were not
well thought out and in many cases appeared to be the result of someone
deliberately trying to find the hardest way to manufacture an item,
Gary Grimes had several outstanding examples of how not to prodice a
wachined part and indicated that these examples wvere not the exceptiom.

9." The work that has gone on since 24 October is pointed toward a 9 Jamvary
date when a simplified material control system will be operable, The
. 5411 of material, work authorization file and engineering plans will be
- tailored to build the vessels in a logical sequence. It is expected
( that Quonsét will be building complete sections of the ship to minimize
a lot of rework that has currently gone on in the Grotom yard. In
defense of prior Quonset work it must be understood that most of the
_. incomplete work at Quonset was the result of Groton not supporting
the operation and/or demanding the arrival of incowplete cylinders
to tie in with a work schedule in the yard. My general impression was
that both the Quincy people and the managers at EB were enthusiastic
about getting on with a defined program and were working very hard
to show a positive program on the 9 January start of new operationms.
Since their arrival in EB the Quincy personnel have been living at the
Sheraton-Norwich and Takis has held a review of their daily success and
problems every evening at or following dinner. On Thursday evening
Everett and I were invited to dinmer with Grimes, Reitz, Holt and Banning.
It wvas obvious from the conversation that all four men were eager to tell
us of both the problems unearthed and the work they were doing to correct

then. -
‘ FIE P> .
Qette
(J. C. Kane A
JCK/jjh )
This document contains trade secrets and ercial or financial inf ion of General Dynamics Corporation and is privileged or confi-
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GENERAL DYNAMICS

INTER-OFTICE MEMO JCK:3h/77-272
19 September 1977

To: D, S. Lewis .
From: J. C, Kane
Subject: Material Review Team

1. On Friday, 16 September 1977, the team presented to G, E. MacDonald
alone the major findings and recommendations of our review. .
Following this general presentation, Everett Gray and I spoke to
Gorden on six items concerning managewent and organization. The
entire presentation was well received. It was decided in a

. follow-up meeting with Gorden just after lunch that the review
would be presented to concerned department heads, with Gorden
present, on 27, 28 or 29 September dependent on his availabiliry.

2. The entire report, including the organization and management
section, as presented to Gorden is attached., The only copies are
held by Gorden, by me and now by you. No team member or anyone
else has a copy.

3. When we have an opportunity, I would like to give you an oral
Teport on my 7 veeks' observations and interviews with many
key (new and old) management personnel. I will be back in
St. Louis Thursday zorning and intend .to be in Chicago over
the weekend at the D.S,S, seminar,

jf.//!é,c,

C. Kane
JCK/jjh ‘
att.
RECEIVED
SEP 191877
OFFICE .
THE CHARMAM
‘!’hix document contins trade secress and ial or fi ial inf, ion of General Dynamics Corporation and is privileged or confe

Tmmt frem diealesnss nader tha aravidiane of the Frasdam of Information Act and/or other applicable nrtutes.
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N o PRIVATE_INFORMATION
| WATERIAL MANAGEMENT REVIEH
. | PLAN

. R D}.SCIULLO ~ INVENTORY MATERIAL MANAGEMENT SysTem ReporT - OcToBer 1974

« P, GéUTHlER - MaTeR1AL AvAILABILITY PRoBLEMS REPORT - FeBruary 1976

o J. C. Lyon - MaTeriaL SysTem Stupy ReporT - ApriL 1976

. BUSIﬁess SysTems PLan - January 1977

«  JoInT Aubit ReporT on PropucTion Losses USN - Marcw 1977

«  GD INTERNAL AupiT ReporTs 76-004, 76-007, 75-025 anp 76-017

HORK AUTHORIZATION SYSTEM, STAGING SysTeM, STEEL PLATE, QuonseT PoinT Receiving,
!RECEIVING INSPECTION AND PURCHASING

pur QaI33s APRA SUINUOI JWIWNICH By

1 {R120KNT) 10 [

"o ED MANAGEMENT PRESENTATIONS - 23 DIRECTORS AND MANAGERS

«  EB MaNAGEMENT AND EMPLOYE INTERVIEWS
« ExaminaTioN OF EB MaTErRiAL STORAGE, StaGiNG AND Recorp Keering
GroTON New Lonpon MiLLs Mioway
QuonseT WATERFORD
»~ DSS MANAGEMENT PRESENTATIONS
M. Bariow, J. H. MacBet, W. Evans
« AvTeEnpep Status MeeTings (PrRoGRAM, SHIP, MANUFACTURING, BusiNess SYsTEM PLANNING)
. PROBLEM ANALYSIS AND SOLUTIONS
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~ GENERAL DYNAMICS | ™
PRIVATE IHFORMATION

Copep MaTeriAL Is OFTeEN Nor AvAaILABLE FOR DETA[L AND ASSEMBLY MANUFACTURING,
ALtHoueH RePoRTED AS AVAILABLE.

-2-

PROBLEM:

CORRECT ﬁvr: :

ACTION 3. MopiFy PHYSicAL INVENTORY SYSTEM TO REQUIRE:

(CONTINUED) A. ALL 1TEMS TO BE INVENTORIED AT LEAST ONCE DURING SPECIFIED CYCLE.

\ B. RiGID CONTROLS ON INVENTORY ADJUSTMENTS,

C. IMPROVEMENT IN TIME SPAN IN MAKING ADJUSTMENTS TO lNVENTORY
CONTROL RECORDS.

pur R P TUAUOS WIWAI0P UYL

751p woup IWAXI PRIPBUDI 31 4y Isnery

3y} Japun uNSGH

‘ 4, InvenNTory CONTROL SHOULD LOCATE PERSONNEL IN KéY ENGINEERING AREAS FOR

i PRE-RELEASE PROBLEM SOLVING AND EXPEDITING RELEASES, CO-LOCATION WiTHIN
| [NGINEERING COULD ACCELERATE ACTION ON MATERIALS.,
i
i
|

5. ESTABLISH MANAGED SUSPENSE SYSTEM TO PROCESS DOCUMENTS WITH INCORRECT
NUMBERS TO REDUCE INVENTORY BALANCES IMMEDIATELY,
CLEARED PROMPTLY.

SUSPENSE ITEMS MUST BE

4 UINIM J01I0 INDYum pe.

0ju] JO WOPIALY Y1 jO SUCISL
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PrepareD BY: R. JONES . 9/16/77
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CORPORATE MATERIAL MANAGEMENT REVIEW
ELECTRIC BOAT

jut fELauRUY 10 J2y

16 SEPTEMBER 1977
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. PRIVATE INFORMATION |~
MATERJAL MANAGEMENT REVIEW

;TEAM CONCENTRATED ON PROBLEMS - DID NOT CONDUCT AN OVERALL ASSESSMENT,

]
PRODUCTS, FACILITIES, CAPABILITIES, AND INGENUITY OF THE DIVISION ARE HIGHLY
IMPRESSIVE,

]RIDENT SUBMARINE 1S TANGIBLE PROOF OF ELECTRIC BoAT Desien anD CONSTRUCTION

. GENIUS,
|

LaND LEVEL FACILITY IS AN IMPRESSIVE “"STATE OF THE ART" DEVELOPMENT,

i
QuoNsET POINT HAS ROOM FOR EXPANSION AND 1S FULL OF ENERGETIC WORKERS .
|

'
'

PERSONNEL AND SUPERVISION, AT ALL LOCATIONS, WERE HOPEFUL OF IMPROVEMENT ---
AND VOLUNTEERED THEIR HELP, '

ALL-ITHOUT EXCEPTION - WERE COOPERATIVE AND'GAVE FREELY OF THEIR TIME AND
INFORMAT ION,
9/16/77
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PRIVATE INFORMATION

7 MATERIAL MANAGEMENT ‘REVIEW

SUMMARY

g +.| ‘MATERIAL SHORTAGES ARE IMPACTING CONSTRUCTION

: ! PURCHASED

: | MANUFACTURED - GROTON, QUONSET, AVENEL

g

: « | ProBLEMS:
MateriaL ConTROL PROBLEMS Procram MANAGEMENT IMPACTS N
PROCUREMENT PROBLEMS MATERIAL MANAGEMENT SYSTEMS o
ProbucTion ControL ImpAcTS ORGANIZATION AND MANAGEMENT b

MaNUFACTURING/CONSTRUCTION IMPACTS _
PRINCIPAL SOLUTIONS B

Ul [erauewy) 30 e

. MaTERIAL MANAGEMENT SYSTEM
BaseLINE Bitt oF MaTERiAL

. INTEGRATED SCHEDULES

. Work AuTHoRi1zATION CONTROL SYSTEM
- . PHysicaL INVENTORY

"', ProGRAM MANAGEMENT AUTHORITY

: . Cnange ConTROL

i, ORGANIZATION AND MANAGEMENT

weyer =y

9/16/77

44003 10 pt;l-[ll:l 1 pur ungma‘dl’ug t‘:gunul:u'fluuag o uo

e oy



-

PUE BALT 4Pra suisivee smemreny .

§ut I#2utuy 30 ey

1ju03 30 palapaud 51 pur VOURI0dI] SAWEUAQ mwa;i .

NS AGEINYAAE SIYID 10/PUN 35Y evieemengey 4o

— GLNEKAL UYINAWH-Y

PRIVATE . INFORMAY N
HATERIAL MANAGEMENT REVICW

B PROBLEM ANALYSIS n-
I .
PROBLEMN: -INADEQUATE MATERIAL SYSTEMS
! A
EFFECT: BoTtH AuTOMATED AND MaNUAL SYSTEMS CURRENTLY IN USE AT EB, ARE
f

FUNCTIONALLY ORIENTED AND CONTROLLED; PRODUCE LOTS OF PAPER WITH
REDUNDANT, FRAGMENTED DATA; ARE UPDATED TO VARIOUS SCHEDULES WHICH
DO NOT AGREE THROUGHOUT THE DIVISION; AND CONTAIN NUMEROUS ERRORS
{ WHICH LEAD TO A TOTAL LACK OF CONFIDENCE IN THE USEFULNESS OF DATA,
; .
i

CAUSES:: 1. SHIPYARD OPERATIONS CUSTOM IS TO DUILD FROM PLANS (DRAWINGS) AND
EXPEDITE MATERIAL BY SIGHT, PLACING LITTLE OR NO EMPHASIS ON THE
ACCURACY OF RECORDS OTHER THAN DRAWINGS AND INSPECTION DATA.

2, AUTOMATED SYSTEMS HAVE BEEN DEVELOPED OVER THE YEARS TO ACCOMMODATE
INFORMATION REQUIREMENTS OF INDIVIDUAL DEPARTMENTS OR DIRECTORATES,

i 3. AuTOMATED REPORTS ARE SO LARGE THAT THEIR USEFULNESS, EVEN ON AN
EXCEPTION BASIS, IS DOUBTFUL AND THEIR CURRENCY AND TIMELINESS DO NOT
SUPPORT CURRENT WEEK WORK PLANS, .

“U, MosT oF THE CURRENT NUTOMATED SYSTEMS AND ALL MANUAL SYSTEMS REVIEWED
: DID NOT CONTAIN ANY REAL QUALITY REVIEW OVER DATA INPUT TO THE RECORDS.
DATA ERRORS WERE EVIDENT IN ALL RECORDS REVIEWED,

168
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PROBLEM: INADEQUATE MATERIAL SYSTEMS

CAUSES! 5,
(CONTlﬂUED)
CORRECﬁlVE
ACTION: 1,
%
!
: 2,
"3,
|
i
. 4,

ULt viiviinnve |

PRIVATE INFORMATION

-2-

LACK OF MANAGEMENT CONSENSUS ON THE CONTENT, USE AND RESPONSIBILITY
FOR THE ACCURACY AND TIMELINESS OF DATA USED IN EXISTING AUTOMATED
SYSTEMS,

Pursue THE PROPOSED NEW MATERIAL MANAGEMENT SYSTEM RECOMMENDED DY
THE BusiNess SysTeEms PLANNING DOARD WITH REGULAR PARTICIPATION DY
ALL USING DIRECTORATES IN ORDER TO ESTABLISH A CONSENSUS ON THE
POLICY, PROCEDURES, MANAGEMENT DISCIPLINES AND DATA PROCESSING AND
CONTROL TECHNIQUES TO BE EMPLOYED,

CONCURRENT WITH THE DEVELOPMENT AND IMPLEMENTATION OF THE PROPOSED
NEW SYSTEM, CONTINUE THE SHORT TERM UPGRADE TASKS APPROVED BY THE
BSP Boarp.

ESTABLISH POLICIES AND PROCEDURES WHICH WILL PLACE RESPONSIDILITY
FOR THE TIMELINESS AND ACCURACY OF DIVISIONAL DATA AND REQUIRE ALL
DIVISIONAL USERS TO USE COMMON DATA SOURCES OF INFORMATION.

CONTINUE WITH THE INSTALLATION OF THE FACTORY AUTOMATED SCHEDULE SYSTEM
(FASS) THROUGHOUT QUONSET POINT AND GROTON SHOPS, -

%68
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-~ - PRIVATE INFORMATION |

PROBLEM: lNADEQUAfE MATERIAL SYSTEMS

-3.
CORRECTIVE

ACTION: 5. 'LIMIT STATISTICAL REPORTING WHEREVER POSSIBLE AND REPLACE WITH
(CoNTINVED) CRITICAL ITEM EXCEPTION REPORTING IN ORDER TO HIGHLIGHT REAL DIVISIONAL

; PROBLEMS AND ACTION BEING TAKEN,

|

| 0, INSTITUTE TOP DOWN PLANNING AND SCHEDULING TECHNIQUES WHICH DISCIPLINE
WORK PLANS AND STATUS AND GIVE "WHAT IF” VISIBILITY TO PROPOSED CHANGES,

7. PROCEED IMMEDIATELY WITH PRODUCT STRUCTURE PART NUMBERING AND UNIT OF
MEASURE EFFORTS,

8. InsTiTuTE PHYSicAL INVENTORY PoLicY AND PROCEDURES TO SUPPORT THE
PROPOSED INVENTORY CONTROL SYSTEM,

; © 9, InstiTute ProbuctioN ConTroL PoLicy AND PROCEDURES TO SUPPORT THE
PROPOSED MATERIAL REQUIREMENT PLANNING SYSTEM,

! Prepared BY: R. J. HoLLENBACH . 9/16/77
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PRIVATE INFORMATION '™

MATERIAL_MANAGEMENT REVIEW
PROBLEM ANALYSIS .2

Lack oF ConsoL1DATED BaseLine EncineerinNg B/M For EacH CLass of Boats

1.

688

INABILITY TO DETERMINE AND CONTROL, FROM A COMMON DATA BASE, MATERIAL
LIABILITIES AND ASSETS WITHIN ACCEPTABLE LIMITS. IF THE INVENTORY WERE
PRECISELY KNOWN AND IF A SHIPSET OF MATERIAL WERE PRECISELY KNOWN -
EQUIVALENT SHIPSETS OF MATERIAL WOULD BE KNOWN AS WELL AS ALL IMBALANCES.

INABILITY TO COMPARE ASSETS AND COMPLETIONS TO B/M TO DETERMINE REQUIRE-
MENTS AND COST TO COMPLETE.

SSH Crass

NewpoRT NEWS INCREMENTAL RELEASE OF PLANS,
INITIAL LACK OF REQUISITE E, B, ENGINEERING IN THE MATERIAL REVIEW CYCLE.
UNTIMELY RECOGNITION OF DIMENSIONS AND CONSEQUENCES OF THE PROBLEM,

TRIDENT AND 688 Ciass

LACK OF PRIORITY AND DEDICATION OF RESOURCES TO DEVELOP THE ENGiNEERING B/M.

ASS1GN A HIGH PRIORITY AND THE REQUISITE RESOURCES TO GENERATE AN ENGINEER-
ING .B/M AND 1TS STORAGE IN A WORKING DATA BASE,

USE OF DATA BASE INFORMATION IN FUNCTIONAL SYSTEMS FOR DAY BY DAY PROBLEM
SOLVING, .

0/1R/177
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PROBLEN:

EFFECT:.

CAUSES:
I
i
|
1

CORRECTIVE
ACTION:

: ULITLIAL viivAamivo

PRIVATE INFORMATION |,

PRODLEM ANALYSIS 3

J INCONSISTENT SCHEDULING

INDIviDUAL BoAT MANAGEMENT, SHoP MANAGEMENT, SupPORT ORGANIZATIONS AND
VENDORS ARE FREQUENTLY WORKING TO SUB-LEVEL SCHEDULES WHICH DO NOT SUPPORT
THE CURRENT REVISIONS OF MASTER SCHEDULES.

1.
2,
3,
4.

—

FREQUENT PROGRAM RESCHEDULING
ORIGINAL SCHEDULES NOT BASED ON DETAILED FEED TO FEED TIME ALLOWANCES
SLOW RESPONSE TO CHANGED SCHEDULES WITHIN THE PAPERWORK SYSTEM

LACK OF CONFIDENCE ON THE PART OF EB PERSONNEL IN THEIR ABILITY TO
MEET SCHEDULE REQUIREMENTS

RiGIDLY ENFORCE CONSTRUCTION AND MANUFACTURE TO CURRENT SCHEDULES,
STOP BUILDING AHEAD OF SCHEDULE,

PropucTION CONTROL MUST BE RESPONSIBLE FOR DETAIL BOAT CONSTRUCTION
SCHEDULING AS WELL AS SHOP SCHEDULING., (NoWw SPLIT BETWEEN PLANNING,
OreraTIONS AND ProbucTion CoNnTROL.) )

INSTALL A-DYNAMIC, NETWORK BASED SCHEDULING SYSTEM FOR BOAT CONSTRUGTION
(SucH As THE- McAuto MANAGEMENT ScHEDULING AND CoNTRoL SysTem (MSCS).)

S68
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PRIVATE INFORMATION

PROBLEM: INCONSISTENT SCHEDULING  -2-

CORRECTIVE

1] . N
ACTION: 5. INSTALL A MATERIAL REQUIREMENT PLANNING SYSTEM AND INTEGRATE IT 70
(CONTINUED) THE NETWORK SCHEDULING SYSTEM FOR CONSTRUCTION WHICH REQUIRES:

A. DEPENDABLE TOP DOWN SCHEDULING

B. INVENTORY STATUS OF RAW MATERIAL, COMPONENTS AND WORK-1N-PROCESS
C. DISCIPLINED PRODUCT STRUCTURE

D. PART NUMBERING SYSTEM

' Preparep BY: R, J. HoLLENBACH 9/16/77
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PROBLEM:

|
|

I
EFFECT}
|
1

|

i
CAUSES
|

| PRIVAIE INFURmAmy

MATERIAL MANAGEMENT REVIEW
EROBLEM ANALYSIS i

"Tre Work AuTHORIZATION SySTEM 15 NoT RESPONSIVE TO SHIPYARD NEEDS FOR

ExpLiciT METHODS GUIDANCE AND MATERIAL SUPPORT IN CONSTRUCTING THE SUBMARINE.
PRODUCTION PROBLEMS HAVE BEEN IDENTIFIED AS ORIGINATING FROM SHORTCOMINGS
WHICH HAVE DEVELOPED IN THE SYSTEM,

1,

THE GENERAL EFFECT MAS BEEN ONE OF DISORDER AND THE APPEARANCE OF MANY
DISCONNECTS AND DISCONTINUITIES IN THE PLANNED SEQUENCE OF MANUFACTURE.
THIS IS EVIDENCED BY THE FAILURE OF THE SYSTEM TO PROVIDE THE PLANNED
MANPOWER, MATERIALS, PAPER AND RESOURCES TO THE RIGHT PLACE AT THE RIGHT
TIME TO COMPLETE WORK TO A SCHEDULE SUPPORTING THE NEXT OPERATION,

SHIPYARD SELECTS PORTIONS OF THE SYSTEM TO USE AT iTS DISCRETION AND DIS-
REGARDS REMAINDER OF PAPER.

SINCE PEOPLE DON'T COMMUNICATE WITH EACH OTHER WITHIN DISCIPLINES NEITHER
DO THE SYSTEMS THEY INVENT TO DO THEIR PORTION OF THE TASK, REDUNDANT
PAPER IN THE SHIPYARD.

THE PAPER IS NOT RESPONSIVE IN A TIMELY MANNER TO CHANGES ,

THE PAPER 1S RARELY IF EVER ON A REAL TIME SCHEDULE BASIS WITH THE DEMANDS
OF THE SHIPYARD,

L68
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PROBLEM:

|

: |
CAUSES':

THe Work AuvHOR1ZATION SysTEM is NoT RESPONSIVE To SHipYarD Neeps For ExpriciT

L oy Y T T T RTINS

PRIVATE INFORMATION |

MeTrobs GuipaNce AND MATERIAL SupPORT IN CONSTRUCTING THE SUBMARINE., PRroDUCTION

PROBLEMS HAVE BEEN IDENTIFIED AS ORIGINATING FROM SHORTCOMINGS WHICH HAVE DEVELOPED
IN THE SYSTEM, -

3!

{ConTinuep:

THE SYSTEM 1S TOO BURDENSOME TO BE EFFECTIVELY CONTROLLED. [T PRODUCES
MASSIVE VOLUMES OF PAPER AND REQUIRES HUNDREDS OF PEOPLE TO MANAGE. ERRORS,
PLAN REVISIONS AND MULTI-SHIPSET PAPER CALLS FOR COLLECTION OF HUGE VOLUMES
OF MATERIAL, THE DIVISION IS BEING RAPED OF 1TS RESOURCES (OF EXPERIENCED -
PERSONNEL AND MATERIAL) WITHOUT A PROPORTIONATE AMOUNT OF PROGRESS ON THE
SUBMARINES, '

THE PAPER AND THE SYSTEM PERMIT THE MANUFACTURE OF QUANTITIES OF MANUFAC-
TURED ITEMS SUBSTANTIALLY AHEAD OF SCHEDULE WITH ATTENDANT RISK OF OBSOLES-

CENCE AND REWORK.

THE PAPER-WRITERS ARE BECOMING INCREASINGLY REMOTE FROM THE SHIPYARD AND A
GAP 1S DEVELOPING BETWEEN THE DYNAMIC DEMANDS OF TRUE TRADE PLANNING AND AN
INSULATED CENTRAL GROUP,

SYSTEM IS BEING PERPETUATED FOR ITS OWN SAKE. HANDWRITTEN INFORMATION 1S
SOMETIMES AN EXACT COPY OF INFORMATION RECORDED ON PLAN,

86E
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PROBLEM:

CORRECTIVE
ACT101:

PRIVATE_INFORMATION |

The NORK AuTHoRIZATION SysTEM IS NoT Responsive To SHIPYARD Neebs For ExpLiciT
MeThobs GuIDANCE AND MATERIAL: SUPPORT IN CONSTRUCTING THE SUBMARINE. PRODUCTION

PROBLEMS HAVE BEEN IDENTIFIED AS ORIGINATING FROM SHORTCOMINGS WHICH HAVE DEVELOPED
IN THE SYSTEM,

1,

3,

ELIMINATE CURRENT WORK AUTHORIZATION SYSTEM,
REPLACE IT WITH A SYSTEM WHICH USES THE PLan (DRAWING),

Divipe suBMARINES INTO SecTioN, Deck LevEL AND SYSTEM AND BUILD AND
PROCESS TO LARGEST INSTALLABLE SECTION, Do NOT JOIN SECTIONS UNTIL ALL
WORK 1S COMPLETED., LEAST EXPENSIVE WAY TO BUILD SUBMARINES IS TO INSTALL
MATERIAL WHEN THERE IS ACCESS TO MOVE AND LOCATE MATERIAL. ORGANIZE AND
DEFINE THE CURRENT SUB-SYSTEMS INTO MEANINGFUL SHIPYARD WORK PAPER THE
WAY THE SUBMARINE IS ACTUALLY BUILT.

RETAIN BEST FEATURES OF Pire DeTaiL SketcHes (Benp Carbs), IsoMetrics,
SteeL NesTine SKkeTcHEs, ELEcTRICAL PLoT AND SKETCH, ETC.

PRepaReD BY: MW, PotTs ' 9/16/77
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PRIVATE INFORMATION

MATERIAL MANAGEMENT REVIEW
' : PROBLEM ANALYSIS CHs
|-

PROBLEM: ~ ~  Tue Division Does Hot Know How Muck INveNTORY ExisTs or Swoutp Exist
1 ' . .
1
i THE FIGURE OF $106 To $108 MILLION OF CODED STOCK INVENTORY IS CITED BUT
THE TOTAL INVENTORY, WHICH ENCOMPASSES NOT ONLY CODED BUT PLAN AND MARK
MATERIAL, 1S UNKNOWN. THERE ARE REASONS TO BELIEVE THAT SOME OF THE
INVENTORY 1S OBSOLETE DUE TO CHANGES; EXCESS DUE TO MULTIPLE ORDERING; AND

SURPLUS CARRY-OVER FROM EARLIER CONSTRUCTION AND OVERHAUL PROGRAMS,

THE INVENTORY VALUE HAS BEEN ESTIMATED BETWEEN $500 miLiLioN anp $1 BirLion,

EFFECT:; 1, . THe DivistoN MAY BE MISSING THE OPPORTUNITY TO REDUCE MATERIAL COST.OVER-
: RUNS THROUGH SURPLUS AND DIVERSION ACTIONS.

! 2. INVENTORY MANAGEMENT DECISIONS BASED ON INACCURATE INVENTORY RECORDS.

: "3, EXCESSIVE AMOUNTS OF TIME CONSUMED IN CONTINUALLY CHECKING RECORDS AND
SEARCHING FOR MATERIAL.

! i, SHORTAGES, DUE TO THE FAILURE TO INITIATE REPLACEMENT CAUSED BY REJECTIONS,
’ LOSSES, ETC, :

00¥
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PROBLEM: THE Division Does Not Know How MucH InvenTory Exists or SwouLp Exist -2-
CAUSEQ: 1. LACK OF PHYSICAL COUNTING OF INVENTORY ASSETS,
| .2, LACK OF COMPLETE INVENTORY SYSTEM.
\ 3. LACK OF A DISCIPLINED CHANGE CONTROL SYSTEM.
4, LACK OF A COMPLETE AND UP-TO- DATE CONSOLIDATED BiLL oF MATERIAL FOR 688
AND TRIDENT CLASS SHIPS.
CORRECTIVE
ACTION: 1. DevELoP A MATERIAL INVENTORY ACCOUNTABILITY SYSTEM THAT WILL RECORD AND
l MAINTAIN COUNT DATA RECORDED FROM PHYSICAL INVENTORIES OF ALL MATERIAL.
l 2. THEN, CONDUCT A "WALL-TO-WALL® PHYSICAL INVENTORY OF ALL MATERIAL ASSETS,
! TO THE MAXIMUM PRACTICAL EXTENT, INSURE DOLLAR AND UNIT CREDIDILITY OF
ACTUALS TO RECORDS.
{ 3, DEVELOP AND MAINTAIN A CONSOLIDATED BILL-OF-MATERIAL FOR EACH CLASS OF
: SHIPS,
i,

DEVELOP A COMPUTER DATA SYSTEM WHICH MAINTAINS THE CONSOLIDATED BILL OF
MATERIAL FOR EACH CLASS OF SHIPS AND EXTENDS THE REQUIREMENTS OF ALL THE
SHIPS IN EACH CLASS (MRP),  DEVELOP ANOTHER COMPUTER DATA SYSTEM WHICH
MAINTAINS THE CURRENT STATUS OF ALL PHYSICAL INVENTORY, CONTINUALLY
COMPARE SCHEDULED REQUIREMENTS TO INVENTORY AND PREPARE PICK LISTS FOR
CURRENT REQUIRED INVENTORY, ORDER INFORMATION FOR ADDITIONAL INVENTORY

AND FORECASTS OF SHORTAGES IN INVENTORY, REGULARLY, DETERMINE REQUIRE-
MENTS AND .COSTS TO COMPLETE,

Preparep BY: E, 6, Bamine/R. Jones . 9/16/77
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PRIVATE INFORMATION ,

MATERIAL MANAGEMENT REVIEW
; 0 YS 6
PROBLEM: . Lack oF ProGrAM MANAGEMENT AUTHORITY
1
EFFECT: RESPONSIBILITY FOR PROGRAM DECISIONS, CUSTOMER INTERFACE, AND DESIGN/
: CONSTRUCTION/TEST PROGRESS EITHER WINDS UP IN THE GENERAL MANAGER'S LAP OR
\ 1S SPLIT AMONG MANY COMPETING AREAS.
[
CAUSE%: 1, TRADITIONAL LACK OF PROGRAM MANAGEMENT CONCEPT AT ELECTRIC BoaT,
i 2, FUNCTION NOT FULLY DEFINED,
l 3, AUTHORITY TO ACT AND CONTROL DEPARTMENTS NOT DELEGATED OR ASSUMED.
I
i
CORRECTIVE _
ACTION: 1. FoRMULATE AND DEFINE ProGRAM MANAGEMENT PoLicy,

2. DELEGATE To THE PROGRAM MANAGERS THE AUTHORITY OF THE GENERAL MANAGER FOR
THEIR PROGRAMS LESS CERTAIN SPECIFIC NON-PROGRAM ORIENTED AREAS (CAPITAL,
ReaL EsTATE, ENGAGEMENTS),

3. AssioN PrRoGRAM MANAGEMENT REPRESENTATIVE TO EACH SHIP,
4, AssieN ProcrRAM MaNAGER TO CHAIR CHANGE BoARD,

. Preparep BY: J. C. Kane 9/16/77
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PROBLEM:

EFFECT:

CAUSES :
|
i

CORRECT, VE
ACTION:

-~ PRIVATE INFORMATIO. ]
MAIERIAL MANAGEMENT REVIEW '
EROBLEM ANALYSIS ) W7
INerrecTIVE CHANGE ConTROL

1. ScHEDULE IMPacT,

2. ReWoRK AND RIPOUT,

3, OuT OF SEQUENCE INSTALLATION, -
4, MATERIAL LOSS,

5. [INEFFICIENT MAN LOADING,

6. Loss OF CONTRACT REVENUE.

. Lack oF periNiTIVE CHANGE PoLicy,

. Lack oF CHanGe ConTroL Boarp.

1

2, ACCEPTANCE OF VIRTUALLY ALL CHANGES REGARDLESS OF CLASSIFICATION.
3

4, DEeSIGN AGENCY/SHIPYARD RELATIONSHIP,

1, CiassiFy CHANGES; 1.E. MANDATORY, CRITICAL, IMPROVEMENT, PRODUCIBILITY AND
NICE TO HAVE.
2, CHALLENGE ALL CHANGES TO ELIMINATE ALL THAT CANNOT MEET PREDETERMINED CRITER

3. ESTABLISH CHANGE 1MPLEMENTATION GROUP TO PROVIDE ADVICE AND IMPLEMENTATION
DIRECTION,

4, EsSTABLISH HIGH LEVEL FORMAL CHANGE B0OARD CHAIRED BY PROGRAM MANAGER TO APPROY
DISAPPROVE CHANGES,

PREPARED BY: R: Jonges : 9/16/77
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PROBLEM:

CAUSES :

|
CORRECTIVE
ACT[Oﬂ:

|

O S N T v N R TRTITY IV IVY

)—\
PRIVATE INFORMATION ,

- MATERIAL MANAGEMENT REVIEW ’ 7 ’
PROBLEM ANALYSIS ]

MaTeriaL FuncTions CoNTRoLLED BY DiFFERING LiNe FuncTions (1.E. PROCUREMENT,
Mater1aL ConTroL, ENGINEERING, PRODUCTION CONTROL AND PLANNING).

1. MATERIAL POLICIES AND PRACTICES ARE NOT UNIFORMLY APPLIED,

2. CANNOT OBTAIN INFORMATION REGARDING' INVENTORY CHARACTERISTICS, VALUE OR
TRENDS.,

3, CANNOT RECORD CHECK AVAILABILITY OF ALL MATERIALS.
4, MuLTIPLE MATERIAL SYSTEMS IN. OPERATION,

ORGANIZATIONAL STRUCTURE

1. ComeiNe MaTeriAL CONTROL AND PROCUREMENT INTO ONE ORGANIZATION,

2. DeveLop comMoN MATERIAL SYSTEM TO CoONTROL Copep, PLAN anD Mark, OFF-LoaD,
GFE, STaceD anD MRO MATERIALS.

FBEPARED By: R. Jones 9/16/77
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GENERAL DYNAMICS
PRIVATE INFORMATION

. MATERIAL CONTROL PROBLEMS
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PROBLE%:

EFFECTW

|
|

CAUSES:

. ‘l‘

GENERAL DYNAMICS
PRIVATE INFORMATION |

BATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

MATERIAL STAGING SysTem Does NoT ADEQUATELY SUPPORT SCHEDULED HWork

L

2.

3,

TRADE UNABLE TO FOLLOW OPTIMUM SEQUENCE OF MANUFACTURE AND/OR
INSTALLATION,

TRADES AND PRODUCTION CONTROL START A SERIES OF “HORK-AROUND”
PLANNING CAUSING DEMANDS FOR MATERIAL OUT OF SEQUENCE.

OBSOLESCENCE OF AND DAMAGE TO MATERIAL STAGED T0O EARLY.

MATERIAL NOT AVAILABLE BECAUSE OF LATE IDENTIFICATION BY ENGINEERING/
Desicn,

MATERIAL NOT PROCESSED THROUGH THE RECEIVING CYCLE IN REASONABLE TIME.
MATERIAL NOT AVAILABLE BECAUSE SHOP MANUFACTURING LATE.,

MATERIAL IS LOST IN WAREHOUSE AND/OR STAGING BECAUSE OF INCORRECT
PAPERWORK, WAREHOUSE PRACTICES, WAREHOUSE LOCATIONS, AND INEXPERIENCED

PERSONNEL., PROBLEM IS AGGRAVATED BY VOLUME OF MATERIAL REQUIRING
STORAGE.,

0¥
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PROBLEM: Mater1AL STAGING SvsTem Does Nor ADEQUATELY SUPPORT SCHEDULED Work -2-
CAUSEﬁ’ . MATERIAL NOT AVAILABLE BECAUSE OF CHANGE ORDER ACTIVITY.
(ConTiNuED)
6. SCHEDULE DELAYS IN SUBMARINE CONSTRUCTION HAS BACKED-UP MATERIAL
IN STAGING AREAS THEREBY INCREASING VOLUME.
CORRECJIVE
ACTION: 1, IpeENTIFY AND BLITZ ALL CRITICAL SHORTAGES,
2. Revien SHoP YORKLOAD STATUS AND RESTRICT MULTI-SHIP MANUFACTURE.
' 3. VERIFY STAGED WORK PACKAGES FOR LATEST CHANGES.
4., CoRRECT STAGING FILE DATA BASE TO REFLECT CURRENT SCHEDULING, FEED

TO FEED RELATIONSHIPS AND MATERIAL AVAILABILITY,

PRepARED BY: W, PorTs CL 9/16/77
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PROBL$M:

EFFECT:

i
CAUSES;

1

CORRECT?VE~

- ACTIOR:
i

.-

GENERAL DYRARIUS

D)

PRIVATE THFORWMATION

+ MAIERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

CODED'MATERIAL 1S OFTEN NoT AvaiLABLE FOR DETAIL AND ASSEMBLY MANUFACTURING,
ALTHOUGH REPORTED AS AVAILABLE,

WORK SCHEDULED AS "AVAILABLE" MUST BE SET ASIDE AND RESCHEDULED WHEN LACK OF
CODED MATERIAL 1S DISCOVERED,

N

CURRENT SYSTEM LOGIC ASSUMES ALL CODED MATERIAL TO BE AYAILABLE,

EXCESSIVE DELAYS IN ENTERING TRANSACTIONS INTO THE COMPUTER SYSTEMS.
(OFTEN WEEKS AND ON OCCASIONS MONTHS.)

INADEQUATE PHYSICAL INVENTORY SYSTEM ~ MANY ERRORS IN RECORDS,
LATE RELEASE OF ENGINEERING.

ACCOUNTING HOLD UP OF INCORRECT ACCOUNT NUMBER DOCUMENTS,
LACK OF PROPER PRIORITY SETTING CAUSES MISALLOCATION OF CODED STOCK,

RaPIDLY WORK TOWARD ABILITY TO MECHANICALLY STAGE MATERIAL IN ORDER TO

PROVIDE VISIBILITY, BY EXCEPTION, OF REQUIRED MATERIAL INCLUDING CODED
STOCK,

AN ON LINE INPUT OF STORES DOCUMENTS (REQUISITIONS, CREDITS AND RECEIVING
REPORTS) IS IMPERATIVE TO ESTABLISH VALID INVENTORY BALANCES.

80¥
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-~ " | PRIVATE INFORMATION | ~
UATERIAL_MANAGEMENT REVIEW ’
PROBLEM ANALYSIS

.

PROBLEM: .15,000 MaveriaL RequisiTions HeLp For MATERIAL AVAILABILITY.

EFFECT; 1.
S
|
CAUSES | 1.
| 2,

4,

WORK HELD UP AWAITING RECEIPT OF MATERIAL.
DEVELOPMENT OF WORK-AROUND PLANS.
OTHER WORK PERFORMED OUT OF SEQUENCE, USUALLY AT HIGHER COST,

MATERIAL NOT. RECEIVED FROM VENDOR,
MATERIAL NOT RECEIVED FROM AVENEL.
MATERIAL SENT TO WRONG DESTINATION.

60V

Larce NUMBEﬁ OF UNPROCESSED CREDITS OF RETURNED MATERIAL,
REQUISITIONS PREPARED TO OBSOLETE SCHEDULE,

PREPARE REQUISITIONS TO CORRECT SCHEDULE. !
"Purce” ReauisiTioNs HeLp Up (RHU) FILE To VERIFY NEED AND AVAILABILITY.

QRODUCTION ConTROL lNlTlATE INTENS[VE FOLLOW-UP WITH PROCUREMENT/
MaNUFACTURING ON VERIFIED RHU'S,

MaTERIAL CONTROL PROMPTLY PROCESS BACKLOG OF RETUR“ED MATERIAL CREDITS.

PREPARED B?: R. Jones o 9/16/77
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PROBLE?E

EFFECT]

CAUSESi

. . GENERAL DYNAMICS;i

PRIVATE INFORMATION |

NATERIAL MANAGEMENT REVIEW o
PROBLEM ANALYSIS

Orr-LoAD - MaTERIAL DeLiveries From SuppLiERS NoT SuppoRrTiNG YARD
MANUFACTURING SCHEDULES.

END-PRODUCT SCHEDULE DELAYS, DISRUPTION AND WORK-AROUNDS.

1,

2.

LATE RECOGNITION BY OPERATIONS AND ProDucTION CONTROL THAT IT IS NECESSARY
TO OFF~LOAD IN ORDER TO MAINTAIN OR RECOVER SCHEDULES,

PropucTioN CONTROL DID NOT INITIALLY RECOGNIZE THE MANUFACTURING LIMITATIONS
OF THE YARD.

_OPERATIONS DID NOT UNDERSTAND THE OVERLOAD CONDITION THAT WAS BEING FORCED

UPON THEM,

ENGINEERING CHANGES WHICH EITHER CAUSED REWORK OR RESULTED IN STOP AND GO
ACTIONS BY VENDORS AND AVENEL.

LACK OF PRE-FABRICATED MATERIAL FROM QUONSET STEEL PREPARATION,

PRODUCTION PLANNING PAPER (THE WA SYSTEM) 1S NOT ACCURATE NOR EASILY
UNDERSTOOD BY A VENDOR, .

ot¥
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PROBLEM: OFF-LoAD - MaTERIAL DeLiveries From SuppLigrs NoT SupPorTING YARD MANUFACT

URING.
SCHEDULES. ‘ g : . co
CORRECTIVE, _
ACTION: 1. Probuction ConTROL TO BEGIN THE OFF-LOAD PROGRAM(S) BEFORE A SHOP GETS
‘ IN TROUBLE AND BEFORE SCHEDULES ARE LOST,
\ 2, ProbucTion ConNTROL/MATERIAL CONTROL ENSURE THAT CODED MATERIAL 1S AVAIL-

ABLE AND THAT PREFABRICATED MATERIALS ARE PROCESSED ON TIME TO FURNISH
TO SUPPLIERS.,

PReparED BY: E. G, BanninG 9/16/}7
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MAY BE PROCURED AND RE-MANUFACTURED WITHOUT ANY CONSIDERATION FOR

EFFECT:i 1, MaTeriaL For Seconp FLIGHT 688 CLass anp TRIDENT Swips 3, 4 anp §
; MATERIAL NOW LOCATED IN SURPLUS,

) ~ | PRIVATE INFORMATION
gi ! MATERIAL MANAGEMENT REVIEW

;g PROBLEM _ANALYSIS

%g PROBLEM: SurpLus MATERIAL IS EXCESSIVE,

it

CAUSES:} 1. CREDIT MATERIAL RECEIVED AT QUONSET POINT IS NOT BEING INSPECTED,
v RECORDED AND RETURNED TO INVENTORY,

M pISTNII 3G 10U (1M RUTWO3 R LEYL UONIPULS Y} U0 PIUIWGAS 1 1|

2. Excessive CHANGE ORDERS GENERATED BY 688 Desion Acent, Newport News
\ - anp TRIDENT CLass py ELecTrRic BoaT.

1

! 3. S8G SITE HAS RETURNED APPROXIMATELY TWENTY-FIVE PALLETS OF MATERIAL
‘ , FROM THE SITE.
|

)

ES
H
4
-
H
a
g
°

4, DuPLICATE WITHDRAWAL OF MATERIAL BY TRADES,

CORRECTIVE

ACTION: 1. ORGANIZE A TEAM CONSISTING OF MATERIAL CONTROL, INSPECTION AND
: TRANSPORTATION TO REVIEW, IDENTIFY AND DISPOSE OF MATERIAL BY
RETURNING TO STORES OR BY SELLING AS SURPLUS,

:
a2
Sa
£3
iz

464
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PRIVATE INFORMATION

3. RESTRICT MANUFACTURE OF WORK IN ADVANCE OF NINETY DAY WORK PACKAGE
TO MINIMIZE THE EFFECTS OF CHANGES.

2 PROBLEM: SurpLus MaTeriAL 1s Excessive, -2-
S CORRECTIVE

g ACTIO&: © 2, BLITZ MATERIAL .SHORTAGES DELINQUENT TO NINETY-DAY WoRK PLAN. Work
z (Courlﬁusﬁ) " REAL SHORTAGES ONLY: .

; .

-

s
H
s
-3
g
g
El
2
=
H
5
=
H
3
s
E
g
£
H
c
H
ES
2

Prepaep BY: MW, PoTTs 9/16/77
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PROBLEM:
'EFFECTJ

CAUSESJ

1,

2|

GENEKAL DYNAMILS
PRIVATE_INFORMATION |
MATERIAL MANAGEMENT REVIEW

PROBLEM ANALYSIS

MWareHouse/SToraGe CAPACITY INSUFFICIENT TO AccoMMODATE MATERIAL ORDERED

SysTem UNaBLE To Core WiTH THE VoLuMe ofF MATERIAL BEING RETURNED FOR
RESTOCKING IN STORAGE AREAS

ExPENSIVE MATERIAL IS PLACED IN SEVERAL OUTSIDE STORAGE AREAS WAITING
(A) UNTIL iT IS REQUIRED OR (B) UNTIL THE MaTERIAL CONTROL AND QUALITY
CONTROL CAN SPEND -THE TIME TO PASS JUDGEMENT ON ITS PEDIGREE AND FIND A
STORAGE LOCATION, -

NECESSARY IDENTIFICATIONS ARE BEING OBLITERATED,

MATERIAL WILL LOSE ‘ITS PEDIGREE AND HAVE TO BE RECERTIFIED OR SOLD AS
SURPLUS,

BuLK PURCHASES FOR MULTI-SHIPSET CONTRACTS WITHOUT CONSIDERATION FOR
AVAILABLE STORAGE SPACE.

POOR SCHEDULE DISCIPLINE,
DESIGN CHANGES, ) )
MATERIAL DISBURSEMENT SYSTEM PERMITS DUPLICATE WITHDRAWALS,

UNPROCESSED CREDIT MATERIAL 1S NOT RECORDED IN INVENTORY BALANCES.

1484
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PRIVATE INFORMATION

PROBLEM:  WareHouse STORAGE CAPACITY INSUFFICIENT To AccommopaTe MaTeriAL ORDERED — -2-
CORRECTIVE
ACTION: . 1. PROCESS ALL CREDITS PROMPTLY.

2. REORGANIZE OUTSIDE STORAGE, INVENTORY AND LOCATORS.

3, VaLIDATE "HANDWRITTEN" REQUISITIONS FOR PLAN AND MARK AND ALLOCATED
CODED ITEMS TO A LEGITIMATE BOAT REQUIREMENT BEFORE RELEASING MATERIAL
FROM INVENTORY, .

4, INsTITUTE "CHARGE CARD"” SYSTEM IN LIEU OF SIGNATURE AUTHORIZATION FOR
REQUISITIONS.,

5. REAPPRAISE REQUEST FOR CONSOLIDATED WAREHOUSE AND DETERMINE IF CURRENT
EVENTS JUSTIFY RESUBMITTAL oF C, A, R,

PrepARED BY: W, PoTTs 9/16/77
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GENERAL DYNAMICS
PRIVATE INFORMATION

PROCUREMENT PROBLEMS

91y



- , - GENLRAL DYRARICS
c PRIVATE INFORMAT1uN |

COMPLEX ADMINISTRATIVE REQUIREMENTS,

2. PROCUREMENT DOES NOT AGGRESSIVELY PUSH/PULL PEOPLE OUTSIDE OF THEIR |
DEPARTMENT WHO MAY BE CONSTRAINING PURCHASING WORK,

i MATERIAL MANAGEMENT REVIEW

4 ' PROBLEM ANALYSIS . )

2 | |
eQ '

5E PROBLEr: GENERAL- PROCUREMENT 1s DELINQUENT IN SuppPLYING MATERIAL TO SHIPYARD

s \ SCHEDULES '

3z l ‘

g 4 : |
§: .EFFECT; SHIP CONSTRUCTION WORK 1S DELAYED AND/OR SCHEDULED WORK DISRUPTED, ;
1 ;
g CAUSES; 1. INTERNAL PROCUREMENT PROCESSES ARE SLOW AND CUMBERSOME - IMPACTED BY |

1 jeaueury 1o |y

LY

3. PURCHASING DOES NOT DEVOTE ENOUGH EFFORT TO EXPEDITING.

j," PURCHASING DOES NOT HAVE A GOOD TOOL TO MEASURE EITHER THE VENDOR OR
THE BUYER/EXPEDITOR PERFORMANCE,

{riauag 4o

4000 PurcHASE REQUISITIONS FOR CODED MATERIAL DELINQUENT TO BUYER
NEGOTJATED CONTRACT DELIVERY DATES. |

) 6. 90,000 OPEN UNDELIVERED SHOP ORDER LINE ITEMS OF PURCHASED MATERIAL -
' 23,000 DELINQUENT TO SCHEDULE REQUIREMENTS. .

1aq10 10/PUE 13y UOKEUIIAYY] §O WOPII 1YL }O SUO!
A
w

§ put

: 7. 7000 UNPLACED PURCHASE ORDERS AND SUPPLEMENTS; INCREASED FROM APPROXIMATELY |
3 b 5200 1n JaNuary '77 (3000 over 4 WEEKS oLD). ;

Saniets 3qeadde
4jun3 s0 pabapay

8. PURCHASE REQUISITIONS DESIGNATED RHU WHEN RECEIVED IN PURCHASING, WITH AN
" ESTIMATED COST OF LESS THAN $2500, TAKING AS LONG AS SIX WEEKS TO PLACE.



IITIRVIV] |

| PRIVATE_INFORMATION '

~2-
PROBLEH: GENERAL PROCUREMENT 1S DELINQUENT IN SUPPLYING MATERIAL To SHIPYARD SCHEDULES

?

2

2 CAUSES: : :
2 i 9. AVERAGE OF 35 CALENDAR DAYS TO PLACE AN ORDER FOR CODED MATERIAL -
¢ (Convinvep) - SPAN RUNS FROM FIVE DAYS TO THIRTEEN WEEKS,

: s

: CORREGTIVE

: ACTIOF: 1. DEVELOP A HARD HITTING EXPEDITING GROUP,

2. STREAM-LINE THE BUYING FUNCTIONS IN ORDER TO REACT T0 RHU purchase
REQUISITIONS IN AN EXPEDITIOUS FASHION.

010 Iy} IIPUS MMOINIP WON IDWIRD PABNVUI 3 ] |EUUP

3. DevELOP AN EXPEDITING/BUYER TAB RUN WHICH WILL SHOW PERFORMANCE AGAINST
VENDOR ORIGINAL CONTRACT DELIVERY DATES,

301 JeiauTuty 4O [0

"4, CAUSE THE ADMINISTRATIVE SECTION TO BETTER SUPPORT THE BUYER/EXPEDITOR.

jeravag jo

Preparep By: E. G, BanNING 9/16/77
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[PROBLEM:

“EFFECTS:

\
!
\
‘.
I

|
!
CAUSES\

CORRECTIVE
ACTIOH%

|
|

— F GENERAL -DYNAMICS .
PRIVATE INFORMATIO..

MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS ‘

EsTIMATED QUANTITIES OF MATERIAL SCHEDULED FOR DELIVERY SUBSTANTIALLY IN
Apvance ofF Neep

1,

3,

w =

MATERIAL RECEIPT RATES SUBSTANTIALLY IN EXCESS OF MANUFACTURING WITHDRAWALS,

EXCESSIVE REQUIREMENTS FOR WAREHOUSE SPACE AND {NCREASED MATERIAL HANDLING
AND INVENTORY RELATED COSTS.

RISK OF CHANGE IMPACT.
INCREASED RISK OF OBSOLESCENCE AND MATERIAL LOSS.
INCREASED COSTS.

DiIVISION DECISION TO ORDER AND ACCEPT DELIVERY OF MATERIAL IN LOT SIZES OF 7
AND 11 sHiPs,

1.
2.

NoNe oN THE PRESENT 0688 PROGRAM,
Re-EVALUATE TRIDENT MATERIAL NEED DATES BY BOAT.

PREPARED BY: 6. MCANDREW . 9/16/77

61v
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RIVATE INFORMATION

HES MATERIAL _MANAGEMENT REVIEW

3

=g PROBLEM ANALYSIS

gé PROBLEM: - Tue FLow oF MATERIAL FroM Recerpt To Stock 15 Too SLow.

:: |

3 | :

% 4

§i EFFECT: UNAVAILABLE PURCHASED MATERIAL 1S CAUSING DELAYS IN CONSTRUCTION AND
i \ IN FEEDER SHOPS FREQUENTLY RESULTING IN WORK~AROUND PLANS AND OUT OF
g ! SEQUENCE WORK,

a

s I

2 CAUSES:! 1, MissING PAPERWORK (MATERIAL CERTIFICATIONS, TEST RESULTS, VENDOR

DRAWINGS, ETC,) SOME ITEMS HELD MORE THAN A YEAR,

jur e

2, LACK OF EFFECTIVE PRIORITY SYSTEM FOR RECEIVING INSPECTION WORK.

. 3. LACK OF A REPORTING SYSTEM THAT ACCURATELY REFLECTS MATERIAL
LLOCATION, STATUS AND RESPONSIBILITY FOR,MOVEMENT,

AQ (ravag jo

i, Loss OF MATERIAL MARKINGS CAUSING EXCESSIVE AMOUNT OF REINSPECTION,
RECERTIFICATION OR SCRAPPING OF MATERIAL,

5. DeLavs IN DiSPOSITION OF RECEIVING REJECTIONS, SOME ITEMS OPEN
MORE THAN A YEAR,

anntw 3geqdde JaY10 10/PUE 13y USHIFWIOLU) §O WOPIIJ 3L §O SO
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LPRIVATE INFORMATION | —

PROBLEM: THe FLow oF MaTeriaL FroM RecetPT To STock 1s Too SLow -2-
CORRECTIVE :
ACTION: - - 1. -Do NOT REIMBURSE THE SUPPLIER UNTIL REQUIRED MATERIAL CERTIFICATIONS,

| TEST REPORTS OR OTHER SOFTWARE 1S RECEIVED AND ACCEPTED,

' 2. ASSIGN A SINGLE DEPARTMENT TO ESTABLISH A PRIORITY SYSTEM THAT REFLECTS

TRUE CRITICALITY FOR PURPOSES OF EXPEDITING THE MATERIAL.

(PROCUREMENT

3, ADOPT BAR CODE LABELING AND SCANNING MATERIAL TRACKING CONCEPT.

|
‘ HAS ACCEPTED THIS RESPONSIBILITY),
1)
|
‘

PrepareD BY R, H. SPARKS

9/16/77
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GENERAL DYNAMICS
PRIVATE INFORMATION

PRODUCTION CONTROL IMPACTS )
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uLIChAL UTIVAMIUN,
PRIVATE INFORMATIu.«

P HATERIAL MANAGEMEHT REVIE
i PROBLEM AHALYSIS

PROBLEM: THE MANAGEMENT INFORMATION PROVIDED BY THE WoRK AUTHORIZATION SYSTEM 1S
) [ . . .
MiSLEADING

EFFECT:\ PROVIDES STATISTICS WHICH DO NOT DRIVE THE SHIPYARD. PROBLEMS ARE
|
!

PUt QAN P SUINYOI TWIWNI0P 1Y)

QUANTIFIED BY UNINFORMATIVE STATISTICS RATHER THAN BY EXPLICIT DEFINITION
OF STATUS ON - COMPONENTS - SYSTEMS - COMPARTMENTS - TEST FORMS - ETC..

|

CORRECTIVE .
ACTION: 1. Break pown BoAT BY: SysTEM - ZONE - COMPARTMENT OR BEST COMPREHENSIVE
o ENGINEERING DEFINITION CONSISTENT WITH HOW THE VESSEL IS ACTUALLY BUILT.

CAUSES:: STATISTICS GENERALLY EXPRESSED AT B/M LEVEL WITH

Numer.of B/M STARTS vS SCHEDULE

NumBer ofF B/M COMPLETES VS SCHEDULE -

PercenT oF B/M's 100% MATERIAL AVAILABLE

PERCENT OF B/M's soME SIGNIFICANT % MATERIAL AVAILABLE

PERCENTAGE ANALYSES OF SOURCE OF DELINQUENCIES

mad sq) 13PUR MMOIP WO} JAWATI PUIFALOI 4 3] “AILIP .
1

1 #3ueUY JO (1135
1 . ) t 1

Ag |riausg 4o

| . 2. IDENTIFY PERFORMANCE PROGRESS AND MANHOURS TO DEFINABLE WORK PACKAGES
WHICH HAVE A SPECIFIC EASILY MANAGED AND UNDERSTODD WORK CONTENT.
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PrePAReD BY: G, McANDREW ‘ : 9/16/77
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CAUSES 3

Ag jusuag jo

|
PROBLET:

EFFECT}

CORRECTIVE
ACTION:

R R A A R YATLINIVEY ]

PRIVATE INFORMAT; 4

MATERJAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

Lack ofF PrioriTY PoLicy BY PropucTioN CoNTRoL

1 S AW R =

£ W N =

POOR UTILIZATION OF MANPOWER AND MACHINES.

UNNECESSARY EXPENDITURE OF PREMIUM TIME.

PRODUCING PARTS IN ADVANCE OF NEED.

LIMITS VISIBILITY REQUIRED BY SHOP FOREMAN TO PLAN WORK ON DAY TO DAY BASIS.
IMPACTS DECISION MAKING PROCESS OF "OFF-LOADING” WORK,

INADEQUATE SHOP LOADING,
LACK OF GOOD PREVENTATIVE MAINTENANCE PROGRAM,
“BubDY AND BULLY" SYSTEM IMPACTS ABILITY TO PROPERLY ESTABLISH PRIORITIES,

ESTABLISHMENT OF PRIORITIES AND EXPEDITING OFTEN PERFORMED BY SHOP SUPERVISI
RATHER THAN Propuction ConTRoL.

ESTABLISH A DISCIPLINED SHOP LOAD FUNCTION.
Do NOT ALLOW THE “BUDDY AND BULLY” SYSTEM TO OVERRIDE ESTABLISHED PRIORITIE
REACT PROMPTLY TO CHANGES AND STOP ORDERS.

ESTABLISH A DIVISION WIDE PRIORITY POLICY SIMILAR To R. CARLSON MEMO OF
3 June ‘77 concerninG TRIDENT,

PREPARED BY: L; F.:Tusss 9/16/77

244



VLINLIAL UYNAMICYN,
PRIVATE INFORMAT N

b

¥ WATERIAL MANAGEMENT REVIEW

L= .

. ! PROBLEM ANALYSIS

kN l

-+ H . .

it PROBLEf|4: Pipe DeTaiLs Not AvAILABLE

23 EFFECT; 1. SCHEDULE .1s JEOPARDIZED,

:‘_; 2. HNORK IS DONE OUT OF SEQUENCE OR STOPPED.

: 3. UNECONOMIC APPLICATION OF MANPOWER,

2d | 4, ADDED COSTS.

3:  CAUSESy 1. MaTeriAL NOT AVAILABLE - (PURCHASED OR AVENEL MANUFACTURED),
3E

HE | 2. QuoNSET POINT TEST STAND HAS INADEQUATE PRODUCTION CAPACITY.
g . 3, DETAIL MADE BUT CANNOT BE LOCATED,

73 i -

i3 | 4, DETAILS MADE OUT OF SCHEDULE SEQUENCE,

33 :

=3 ! 5. DETAIL MADE TO OUT OF DATE PLAN REVISION,

g' | .6, Stop worK ~ DESIGN EMERGING TO NEW REVISION.

$o N 7. DETAIL NOT FABRICATED TO PLAN -~ RETURNED FOR REWORK.

F ! 8. LOW PRODUCTIVITY, , '

I 9, EXCESSIVE REWORK CosTs - 20000 HOURS PER MONTH IN GRoTON Pipe Skor.
:

i

4§43 10 P
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— GENEKAL DYNAMICS. j
PRIVATE INFORMATIuW

PROBLEM: Pire DevaiLs Not AvAiLABLE

CORRECTIVE

ACTION: . 1, ACCELERATED EFFORT UNDERWAY TO OFF-LOAD MACHINING OF FITTINGS.
2. PURCHASING EXPEDITING PRESENT SUPPLIERS OF PIPE FITTINGS AND VALVES,

3, MAke QuoNSET POINT PIPE FITTING TEST STAND ADEQUATE TO THE MACHINE SHOP
FLOW OF CRITICAL FITTINGS.

i, PROVIDE MORE MACHINE SHOP CAPACITY IN QUONSET POINT OR OFF-LOAD.

5. CoNDUCT A COMPLETE AUDIT OF PIPE DETAILS AT New Lonpon MiLLS, WATERFORD
AND QUONSET POINT BY PERSONNEL ABLE TO RECOGNIZE AND IDENTIFY THE PARTS
TO THEIR CURRENT REVISION,

fuy) IO [MAIWWEI PUE DI IPLIL SUIUOD WIWASOP TYL

6. ProDucTION CONTROL TO EXTEND THE “PICK LIST” TIME OF ALL PIPE DETAILS NOW
STAGED TO ALLOW FOR INCORPORATION OF CHANGES IF REQUIRED.

7. ESTABLISH A DATA LINK BETWEEN THE STAGING FILE AND THE MOST RECENT W, A,
FILE, TO VERIFY CONSISTENCY OF REVISIONS, EXCEPTIONS WILL BE WITHDRAWN
BY MATERIAL CONTROL AND INTRODUCED INTO THE PROPER CIRCUIT FOR REWORK,

8. GREATER USE OF COMPUTER GENERATED "BEND CARDS” ~ IMPROVED INSPECTION TO
PLAN,

! 9, EXCHANGE OF PiPE SHOP SUPERVISORY PERSONNEL FOR INTERIM TOURS OF DUTY
BETWEEN GROTON AND QUONSET POINT TO ENGENDER A STRONGER SENSE OF IDENTITY
AND MUTUAL. DEPENDENCE,
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PRePARED BY: G. MCANDREW 9/16/77
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PROBLEM:

EFFECT: !
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CAUSES: \
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. CORRECTIVE
ACTION:

GENERAL DYNANTS
PRIVATE INFORMATION

MATERIAL MANAGEMENT REVIEW
E N

DevaiLs Mot AvaiLasLe From QuonseT MacHine Swop

1

2,
3,
1

WORK OF USING DEPARTMENT THROWN OUT OF SEGUENCE OR STOPPED.

HWORK-AROUND PLANS MUST BE DEVELOPED.

IMPACT CASCADE DUE TO FEED TO FEED RELATIONSHIP,

OVERLOAD CONDITION IN QUONSET MACHINE SHOP., (3500 ACTUAL EARNED HOURS VS
8000 ScHEDULED),

MATERIAL NOT AVAILABLE FROM WAREHOUSE AND FEEDER SHOPS.

LOST MATERIAL REPLACEMENTS NOT AVAILABLE FROM WAREHOUSES AND FEEDER' SHOPS.

AN INSUFFICIENT NUMBER OF HOR1ZONTAL MILLING MACHINES IN 6 AND 8 INCH s1zE
IS LIMITING OUTPUT,

MACHINE DOWNTIME DUE TO PREVENTATIVE MAINTENANCE PROGRAM.

" ProbucTion CONTROL TAKE AGGRESSIVE ACTION TO "OFF-LOAD” QUoNseT MacHINE

Siop OF APPROXIMATELY 4500 HOURS PER WEEK,

INDUSTRIAL ENGINEERING AND CONTROLLER'S OFFICE PERFORM COST EFFECTIVE
STUDIES TO DETERMINE THE NEED FOR FACILITY EXPANSION AT QUONSET PoINT TO
HANDLE THE INCREASE IN WORK LOAD.'

PRoDUCTION CONTROL COORDINATE WITH RESPONSIBLE DEPARTMENTS TO INSURE PROMPT
ACQUISITION OF REQUIRED HoR1ZONTAL MILLING MACHINES.

Ley
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PROBLEA:
EFFECT:

'CAUSES:\.
|

CORRECTIVE

'ACTIONﬂ

+
H
I

i GENERAL DYNAMICS ~!
[ PRIVATE_INFORMATION |

MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

‘ExCESSIVE AMOUNT oF MATERIAL IN ReJECTION/AcCEPTANCE CycLe

1. MATERIAL UNAVAILABLE FOR NEXT OPERATION,

2. DIVERSIONS OF MATERIAL FROM LATER SHIP TO SUPPORT SCHEDULE.

1. As oF 9/3/77, 4,139 PiEces oF REJECTION PAPER (CFE'S) REPRESENTING AN
UNDETERMINED AMOUNT OF WITHHELD MATERIAL, HAVE NOT BEEN CLEARED,

2, SLow DISPOSITION OR LATE REACTION TG'REWORK, REORDER, ETC., AFTER
DISPOSITION,

.ll

ProbucT10oN CONTROL EXPEDITE THE ENTIRE REJECT TO ACCEPT CYCLE. PROPER

PRIORITIES NEED TO BE ASSIGNED AND FOLLOWED TO SHARPLY REDUCE THE AMOUNT
OF MATERIAL WITHHELD FROM THE NORMAL PRODUCTION FLOW,

Preparep BY: R, H. Sparks 9/16/77
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" GENERAL DYNAMICS
PRIVATE INFORMATION

MANUFACTURING/CONSTRUCTION IMPACTS
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|
PROBLE@:
I
EFFECT:

CAUSES:

L ULIVLIAL UTIHAMILD

PRIVATE INFORMAY. N

MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

"RewoRK AND SCRAP MATERIAL LoSSES

1. IMPACT ON SHOP SCHEDULE DUE TO UNAVAILABLE MATERIAL.
2. PROJECTED LOSS OF APPROXIMATELY $2M IN MATERIAL FOR THE YEAR,

3, PROJECTED EXPENDITURE IN EXCESS OF 320,000 MANHOURS OF UNPRODUCTIVE
LABOR IN THE MacHIne SHop anp Pipe Svop, GrRovoN DurING 1977,

4, UNDETERMINED COMPOUNDED COSTS DUE TO IMPACT ON SUBSEQUENT WORK
OPERATIONS

1. WORKMANSHIP ERRORS.

2. INCORRECT INSTRUCTIONS,

3, MNoN FUNDED CHANGES,

0gy



- . -~ GENERAL DYNAMICS | ~
' PRIVATC INFORMATION

2, STRENGTHEN THE FIRST LINE SUPERVISORS EFFECTIVENESS BY LOCATING THE
SUPERVISOR IN THE SAME AREA AS THOSE EMPLOYES REPORTING TO THAT PERSON,

! 3, ProviDE A MANDATORY CONCENTRATED PROGRAM TO IMPROVE THE FIRST LINE

! . SUPERVISORS BASIC SKILLS, PARTICULARLY THOSE DIRECTLY RELATED TO EMPLOYE
| MOTIVATION AND DISCIPLINE,
1

Ll

? ; '

= PROBLEM: Rework aND Scrap MaveriaL Losses : -2-
2 CORRECTIVE

€ ACTION: -+ 1, MONITOR INDIVIDUAL EMPLOYES PERFORMANCE ON A DAILY BASIS TO DETERMINE
g ! NEED FOR ADDITIONAL TRAINING AND TAKE SUCH ACTION AS NECESSARY TO

:

-2

]

]
l IMPROVE PRODUCTIVITY,
]

i, ENSURE THAT THE WORK PACKAGE FURNISHED THE TRADES CONTAIN ONLY THAT
INFORMATION NEEDED TO ACCOMPLISH THE ASSIGNED TASK,

uavag jo

PrepaRreD BY: R. H. Sparks : 9/16/77
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PROBLE| :

EFFECT

CAUSES:

. GENERAL DYNAMICS L

PRIVATE INFORMATION ]
MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

‘INEFFICIENT MAN-LOADING )

1,
2,

3,

BUILDING OR MANUFACTURING AHEAD OF SCHEDULE BUT INCOMPLETE,
NoT MAKING SCHEDULE TO PLAN,

ADDING TO MATERIAL LOCATION AND CONFIGURATION PROBLEMS,

NOT WORKING TO THE CURRENT, AUTHORIZED PLAN/SCHEDULE,
DELAYS IN PRODUCING REVISED PLANS/SCHEDULES. '

LACK OF MATERIAL TO SCHEDULE,

AVAILABILITY OF MATERIAL BEYOND SCHEDULE,

NOT EFFECTIVELY BALANCING MANPOWER NEEDS TO ALL CONTROLLING FACTORS
OF SPACE, FACILITIES, TOOLING, PAPER, AND MATERIAL.

(454
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PROBLEM:

|
CORRECTIVE
ACTION:

ULITLWL v Livraiiavg

PRIVATE INFORMATION B

INEFFICIENT MAN~-LOADING . -2-

1.. WoRK TO CURRENT SCHEDULE IN GROUPS AND BiiLs oF MATERIAL.

2, CdNCENTRATE ON SECURING DESIRED PRODUCTIVITY VERSUS ADDING MORE
BODIES.

3, STREAMLINE PLAN REVISION AND WORK AUTHORIZATION CHANGES TO
STAY ON INTENDED TIME SCHEDULES.

4, INSIST ON MATERIAL AVAILABLE TO SCHEDULE AND COMPLETE.

5. FIT NUMBERS OF PERSONNEL TO JOB TASK FOR MAXIMUM EFFECTIVENESS -
OVER-MANNING CAN BE SELF-DEFEATING,

PrepareD BY: J. C, Kane ‘ . 9/16/77
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“GENERAL DYNAMICS
PRIVATE INFORMATION

PROGRAM MANAGEMENT IMPACTS
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‘CAUSES

PROBLEP:'

EFFECT}

CORRECTIVE
ACTION:

- GENERAL "DYNAMICS 1
PRIVATE INFORMATION ,

MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

LAcK oF ProGRAM PROBLEM VISIBILITY
No COORDINATED EFFORT TO RESOLVE SPECIFIC PROBLEMS.

1. No SINGLE AGENCY RESPONSIBLE FOR IDENTIFICATION OF ALL IMPACT PROBLEMS
OR EXERCISING CONTROL OVER ALL DEPARTMENTS REACTION TO SPECIFIC PROBLEMS.

"2, No PHYSICAL 'LOCATION ASSIGNED TO DISPLAY PROBLEMS AND TRACK PROGRESS OF

RESQLUTION,

1. ProGrRAM OFFICE SHOULD IDENTIFY EACH SIGNIFICANT PROBLEM AFFECTING 17§
PROGRAM, ASSIGN A PERSON RESPONSIBLE FOR ACTION AND TRACK PROGRESS TO
SUCCESSFUL CONCLUSION, .

‘2. CREATE SIMPLE CHARTS AND LISTINGS FOR DISPLAY THAT, AS A MINIMUM, HIGHLIGHTS
EACH PROBLEM, THE PERSONS NAME WHO HAS PRIME RESPONSIBILITY FOR RESOLUTION
AND THE DATE FOR COMPLETION,

3. ESTABLISH A "COMMAND” ROOM, WHERE THESE PROGRESS CHARTS ARE PROMINENTLY
DISPLAYED AND WHERE PROGRAM REVIEWS ARE #ELD, THIS "PROBLEM VS PEOPLE”
IDENTIFICATION PROGRAM SERVES AS A POWERFUL MOTIVATIONAL FACTOR AS WELL AS
AN EFFECTIVE TOOL FOR FORCING ACTION. .

PﬁEPARED BY: R, H. Sparks . : 9/16/77
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PROBLET:

EFFECT!

CAUSES

CORRECTIVE
ACTlONf

' (VTR T T VR N R TR TTIT R VIV L

PRIVATE INFORMATION

MATERIAL MANAGEMENT REVIEW
DROBLEM ANALYSIS

Lack oF Teamwork AT MANAGEMENT LEVELS (GroTon)

SPECIFIC PROBLEM DEFINITION AND SOLUTION LOST IN THE EFFORTS TO GENERALIZE
THE SITUATION OR SHIFT RESPONSIBILITY TO THE “OTHER 6UY”. (QUONSET PoINT
AND AVENEL TREATED AS "OTHER GuYy",)

1. ERRONEOUS OR LATE STATUS INFORMATION.
2. FEAR OF BEING FOUND WANTING (JOB SECURITY) )
3, ATTITUDE POLARIZATION AND LACK OF CENTRAL OBJECTIVE

1. ReBuiLD TEAM SPIRIT,

2. AsSUMPTION BY ALL OF A COMMON GOAL AND A WILLINGNESS TO ASSIST THE OTHER
" WITH "HIS" PROBLEMS.

3, INSTITUTE SATURDAY MORNING PROGRESS REVIEWS WITH DEFINED RESPONSIBILITIES
AND FOLLOW-UP REQUIRED,

4, INSTITUTE SOME FORM OF OFF-DUTY SOCIAL INTERCOURSE TO ENCOURAGE BETTER
© COMMUNICATIONS DETWEEN KEY PERSONNEL.

Preparep BY: J. C. Kane ' 9/16/77
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PROBLEP:

EFFECT!

CAUSESi

" CORRECT,IVE

ACTION:

LT EIL U ANV

PRIVATE INFORMATION |,

HATERIAL MANAGEMENT REVIEMW
PROBLEM ANALYSIS

INEFFECTIVE SUPERVISION aND MoTivaTioN (GroTON)

EXCESS MANPOWER AS INDICATED BY THE LOW PRODUCTIVITY FACTORS AND THE LARGE
NUMBERS OF APPARENTLY IDLE PERSONNEL IN THE YARDS AND IN THE OFFICES.

1. LACK OF LEADERSHIP AND DISCIPLINE,

2. INADEQUATE KNOWLEDGE OF THE JOB BY THE INDIVIDUAL WORKER'S SUPERVISOR.
3, PHYSICAL SEPARATION OF SUPERVISOR AND WORKERS.

4, LACK OF MOTIVATIONAL TRAINING OR INDOCTRINATION FOR MANY INCOMING WORKERS
AND FOR OTHERS WHO DO NOT GET A CHANCE TO SEE BEYOND THE IMMEDIATE TASK.

1, INSURE THAT SUPERVISORS HAVE TIME AND OPPORTUNITY TO SUPERVISE,

2, Zone THE BOATS (AND PERHAPS YARD AREAS) INTO MANAGEABLE SECTIONS FOR
SUPERVISORY RESPONSIBILITY,

3, STOP PRACTICE OF CALLING THE YARD “JUNGLE” OR "Z00" - IN JEST OR OTHERWISE.

Preparep BY: J. C, Kane ’ 9/16/77
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PROBLER:

. |
EFFECTE

CAUSES!

i
|
|

CORRECTIVE
acTIoN:

|
|

ULivLiuL wvrriinnivg I

PRIVATE IHFORMATIC ™|

MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

INcOMPLETE INDOCTRINATION AND TRAINING (GROTON)

SKILL LEVELS NOT ADEQUATE FOR COMPLEXITY OF THE JOB - INCENTIVE TO DO A GOOD
JOB NOT EVIDENT. POOR WORKMANSHIP AND POOR SUPERVISION,

1

2,

3,

MOTIVATIONAL TRAINING DEVELOPED FOR UNSKILLED NEW HIRES NOT APPLIED TO
TOTAL INCOMING WORK FORCE,

No LITERACY REQUIREMENT FOR EMPLOYMENT YET WORK SYSTEM 1S BASED ON PLANS
AND WORK AUTHORIZATION PAPER.

No APPARENT ON-GOING INDOCTRINATION IN WORK VALUES FOR LABOR FORCE.

APPLY SOME TRAINING MEASURES (BEYOND WORK RULES AND COMPANY REGULATIONS)
TO THE SKILLED OR EXPERIENCED NEW HIRES.

APPEAL TO BLUE-COLLAR SENSE OF PATRIOTISM WITH INDOCTRINATION IN E. B,
HISTORY, SUBMARINE OPERATION AND VALUE To NATIONAL Derense,

CHECK TO SEE IF LITERACY LEVEL IS SUFFICIENTLY KIGH FOR WORK AND PROCESS
PAPER IN'THE YARD AND OFFICES.

ON-GOING INDOCTRINATION SHOULD BE MADE AVAILABLE TO SUPERVISION AND OFFICE

EMPLOYES TO INSTILL PRIDE OF WORKMANSHIP AND SENSE OF ACCOMPLISHMENT,

Preparep BY: J, C, Kane o : 9/16/77
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PROBLEM:

gFFeCT!

|
|

CAUSES

-~ . | PRIVATE INFORMATION |

MATERIAL MANAGEMENT REVIEW
PROBLEM ANALYSIS

Lack oF Pripe (GRoToN)

BAD WORK HABITS

POOR HOUSEKEEPING

Low PRODUCTIVITY

ERRORS, REJECTION, LOSSES
ScHEDULE AND COST IMPACTS

ABSENTEEISM

LACK OF MOTIVATIONAL TRAINING

LACK OF ADEQUATE NORK.FAClLlTlES; WORK AREAS AND EQUIPMENT

LACK OF LEADERSHIP AND DiSCIPLINE

orr
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PRIVATE INFORMATION

PROBLEM:  Lack oF PRIDE (GroTON) -2-

]
CORRECTIVE
ACTldN: THE FOLLOWING ARE DIRECTED PRIMARILY 10 #2 ABOVE:

1

2,

PROVIDE A CLEANER WORK ENVIRONMENT BY REMOVING ACCUMULATED TRASH,
SURPLUS MATERIAL AND EQUIPMENT LYING AROUND,

PROVIDE TRASH AND LITTER RECEPTACLES ADEQUATE TO THE NEEDS.

AFTER REMOVING UNUSED OR BADLY USED STORAGE BUILDINGS AND SHACKS
PLAN FOR MOTORIZED SWEEPER TO KEEP ROADWAYS AND WALKWAYS CLEAN,

CLEAN AND PAINT BUILDINGS AS WELL AS SIGNS AND LOCATOR INFORMATION

TO HELP PROVIDE AN INCENTIVE TO KEEP AREAS CLEAN.

UPGRADE PERSONNEL SANITARY FACILITIES. - ONCE CLEANED UP, POLICE IF
NECESSARY TO MAINTAIN ORDER AND CLEANLINESS,

PROVIDE PERSONAL EQUIPMENT AND CLOTHING FOR DIRTY WORK AREAS -
(COVERALLS AND GLOVES FOR GRINDERS/WELDERS FOR EXAMPLE),

CoNSIDER RENOVATION OF ADMINISTRATIVE SPACES FOR BETTER EFFICIENCY.

Preparep BY: J, C, Kane . 9/16/77
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PROBLEﬁ:

l

EFFECT%

CAUSES:

ot

ULILIAL DTINAMHILY L

PRIVATE INFORMATION |

~Lack oF Space ror PersonNEL, EauipMENT anD MaTERIAL  (GROTON)

DIFFICULT TO ORGANIZE WORK IN ORDERLY FLONl
CROWDED OFFICES CONTRIBUTE TO SLOPPY OR MISSING PAPERWORK,

LITTLE STORAGE SPACE FOR PHYSICALLY STAGED MATERIAL FOR INSTALLATION
OR FEEDER STORAGE FOR MANUFACTURE.

SEPARATION OF SUPERVISION, FROM WORKERS,

No REAL ESTATE LEFT FOR EXPANSION.
MANY BUILDINGS IMPOSSIBLE TO RENOVATE FOR MORE EFFICIENT USE.

RETENTION OF MANUFACTURING OPERATIONS NOT UNIQUELY DEPENDENT UPON
ELECTRIC BOAT SKILLS OR EQUIPMENT,
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PRIVATE INFORMATION

PROBLEM: Lack oF SPACE FOR PERSONNEL, EQUIPMENT AND MateriaL  (GroTon) -2~
CORRECFIVE
ACTION: 1, "ELIMINATE THOSE MANUFACTURING AND SUB-ASSEMBLY OPERATIONS WHICH

CAN BE PERFORMED ELSEWHERE.
2, RENOVATE VACATED AREAS FOR ESSENTIAL PERSONNEL OR MATERIAL NEEDS.
3, SPECIFIC CANDIDATES FOR CHANGE ARE:

A) RETAIN A NON-FERROUS FOUNDRY CAPABILITY BUT MOVE THE FACILITY
(WITH UPGRADE) TO QUONSET PoInT.

| B} Repuce MACHINE SHOP TO LEVEL CONSISTENT WITH EMERGENCY
: ' MANUFACTURE, REPAIR AND SHIP SUPPORT MACHINING, SUBCONTRACT TO
| MAXIMUM EXTENT POSSIBLE.

¢) RevIEW NEED FOR PIPE-BENDING EQUIPMENT IN WET Dock Pipe Shop
l . AND FREE UP ADDITIONAL SPACE, :

D) ReMOVAL OF INACTIVE MOCK-UPS TO OFF-SITE FACILITY,
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