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THE ACQUISITION OF WEAPONS SYSTEMS

TUESDAY, SEPTEMBER 28, 1971 T

Concress oF THE UNTITED STATES,
SUBCOMMITTEE ON PRIORITIES AND
Economy 18 GOVERNMENT OF THE
Jomxt Econonic COMMITTEE,
Washington, D.C.
The subcommittee met, pursuant to notice, at 10:15 a.m., in room
$-407, the Capitol, Hon. William Proxmire (chairman of the sub-
committee) presiding.
Also present: Richard F. Kaufman, economist; Lucy A. Falcone,
research economist; Walter B. Laessig, minority counsel; and Leslie
.J. Bander, economist for the minority. o

OrENING STATEMENT OF CHATRMAN PROXMIRE . . i

Chairman Proxmire. The subcommittee will come to order. ...

Since December 1969, this subcommittee has been studying, among

wother things, the problems of shipbuilding claims against the Navy.
What we have learned so far is'no cause for joy to Congress, to the
taxpayers, or to anyone in the Navy. or the shipbuilding industry
_sincerely interested in creating an effective, first-classed Navy. .
- I'would like to reiterate in opening these hearings that our basic
_purpose is to examine the procedures by which claims are settled and
‘attempt to determine if the settlements are made in such a way that
there 1s strong legal support for them, on the one hand, and that the
contractors have adequate protection against Government mistakes,
bureaucratic stonewalling, and delay, on the other. _

'If in the course of these proceedings the names of specific com-
panies come up, 1 hope very much that the press and the public will
keep in mind that they are illustrative of the problems which are
faced and that the purpose of these hearings is not to pillory any
€ompany or person. o : .

If in the course of the proceedings any one feels that they have been
unfairly dealt with, I offer them the opportunity to state their case
and to answer any issues or questions, either immediately if possible
or at a date which we can mutually set up in hearings in a public
forum. I know these are delicate matters and enormous sums are in-
volved and contractors and others may feel that they have not been
given fair opportunity and if-they would want to testify I will be
delighted to have them come up and do so.

For the past 8 years, approximately $800 million to $1 billion in

shipbuilding claims have been pending or have been in the process
of being filed against the Government. In this period, about $160 mil-
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lion has been paid out for claims settlements, not including amounts
that have been paid provisionally for claims that have been filed
but not yet settled, and not including claims under $5 million each.
None of the newer programs, those for which contracts have been
awarded in the past 2 years or so, are represented in these figures.

One of the most unhappy facts about the shipbuilding industry in
the (f)ast several years is the reduction in the number of major ship-
yards and the concentration of the Navy’s contracts in the few remain-
Ing yards. In effect, the Navy is putting all of its shipbuilding eggs
in very few baskets. An example 1s the Litton Shipyard which, since
1969, has been awarded contracts for the LHA—landing helicopter
assault ship program, and the DD-963 destroyer program. In addition,
Litton is a major supplier of submarines and ammunition ships.

Some of us in Congress have raised questions about the propriety
and the wisdom of placing so many shipbuilding programs in a single
yard. If Litton follows the recent trend, we.can expect to see huge new
shipbuilding claims filed against the Navy in the near future.

These are significant sums of money, and when the Navy wonders
why Congress goes not appropriate all the funds that it would like for
new shipbuilding programs, it ought to reflect on how much of what
Congress has appropriated goes not for mew ships but for claims
against old ships,

In addition to the sums of meney involved, the claims problem is a
disturbing one for other reasons. The quality of at least one of the
Erograms that has been a major source of claims has been questioned
by experts in and out of the Navy. In a recent article published in
the U.S. Naval Institute Proceedings, Navy Capt. Robert H. Smith
called the DE-1052 “the greatest mistake in ship procurement the
U.S. Navy has known.” : '

Our witnesses this morning will perhaps want to comment on that
conclusion. We are pleased to welcome Rear Adm. Nathan Sonenshein,
commander, Naval Ship Systems Command and Gordon W. Rule,
chairman of the Contract Claims Control and Surveillance Group.
Both of these gentlemen have served the United States with t
distinction for many ﬁa,rs. They are intimately familiar with both
the procurement of ships constructed for the Navy and with the
claims problem. Both have testified before this committee before,
and I appreciate their willingness to appear before us again.

Admiral Sonenshein, we have your prepared statement. You ma
proceed in any way that you wish. The entire prepared statement will
be printed in full in the record and any tables or statistics that you
would like to have included, we will be happy to put that in the record
too. . A

STATEMENT OF REAR ADM. NATHAN SONENSHEIN, COMMANDER,
NAVAL SHIP SYSTEMS COMMAND

Admiral SonensHEIN. Thank you, Mr. Chairman.

I appreciate your invitation to appear before your committee to
discuss the settlement of shipbuilding claims, particularly those con-
cerning Lockheed - Shipbuilding & Construction Co. and Avondale
Shipyards, Inc.
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BACKGROUND OF SHIPBUILDING Crans

I feel that to facilitate your understanding of the problems in-
volved, some background should be provided regarding shipbuilding
claims. When I assumed command of the Naval Ship Systems Com-
mand in August 1969, the shipbuilding claims on -hand, plus those
which were expected to be submitted, totaled between $800 million and
$1 billion. Of these, Lockheed and Avondale had submitted claims
amounting to $159 million and $143 million, respectively, which I will
address specifically later in my statement. In the aggregate, the ship-
building claims were based on allegations that Government specifica-
tions were inconsistent, ambiguous, deficient, or impossible to per-
form; that additional Government requirements had been placed on
the contractors; that Government-furnished material was defective
or delivered late; and that excessive quality assurance requirements
had been imposed. Several of the claims were over 1 year old and
some were over 2 years old. There was concern in the Navy and De-
partment of Defense, as well as in Congress, over the size of claims,
the method of handling claims, and the need to minimize future
claims.

One of my first acts was to initiate a method for the systematic
resolution of claims. Another early action taken by me upon assuming
command of the Naval Ship Systems Command was to establish a
positive program to strengthen the management of the Navy’s ship-
building effort and thereby minimize the generation of future claims.
Since the main topic today is claim settlement, I shall not go into
detail on claim prevention actions unless you wish to discuss it fur-
ther. For the record, however, that program is referred to as the ship-
building and conversion improvement program. It consists of a large
number of interrelated and specific actions that should eliminate or
minimize the effect of the causes of ship claims. I will cite one example.

A recurrent cause of cost growth and claims in ship construction
contracts has been the failure of anticipated developmental items to
occur as planned. That failure would often result in a costly delay in
essential Government-furnished material. To combat the problem,
we now require the program managers to take three specific actions
on shipboard equipments which are to be supplied to the contractor by
the Government for installation in the ship:

(1) Each item of equipment must be categorized as to the degree
of developmental risk 1f it is not an already developed and available
piece of equipment.

(2) For high-risk development items, the project plan must iden-
tify the substitute equipment to be furnished or other alternative to
be followed in the event that the planned equipment is not available
on schedule. :

(3) The project plan must be more realistic than in the past with
respect to the availability of Government equipment. Also, the project
manager is required to monitor the deliveries of Government equip-
ment closely to expedite and substitute where necessary.

I believe the shipbuilding management improvement efforts I ini-
tiated were constructive and that they will go a long way toward hold-
ing down the volume and size of possible future shipbuilding claims.

Incidentally, the General Accounting Office has recently reviewed

67-425—T72—pt. 5———2
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the shipbuilding and conversion improvement program, which is now
nearly 2 years old, to determine how effectively it has been imple-
mented. 1 understand that a draft report of that study has been
issued.

LoceHEED AxD Avoxpare CrLaivs

Now, let me return to the main item of discussion today, namely
the methods followed in arriving at tentative, proposed settlements
.of the claims submitted by Lockheed and Avondale.

Normally, the negotiator or contracting officer will determine the
Government’s negotiation position and conduct negotiations on behalf
of the Government on the basis of information developed by the engi-
neers, lawyers, and auditors. Large and complex negotiations such as
these which are under discussion here usnally require decisions at the
highest corporate level to commit the contractor to a settlement which
may result in dollar losses in the millions. It is not inappropriate for
the commander of the Naval Ship Systems Command to become in-
volved with his counterparts. In view of the 15-minute time you indi-
cated should be limited to the oral presentation, I will omit reading
certain portions of Secretary Chafee’s letter of May 28, 1971, to you
which in response to your questions following the committee’s hear-
ings on the 28th and 29th of April furnished information on the pro-
cedures followed by the Navy in the handling and settlement of ship-
building claims. ,

As 1 stated earlier, the high dollar amount of the claims already
received plus those in immediate prospect dictated that special action
be taken to permit prompt command decisions necessary to resolve
problems as they arose during the investigation and disposition of the
claims. Accordingly, a staff position, titled “Special Assistant for
Claims” and reporting directly to me, was established in September
1969. In December 1969 a claim settlement program was issued.

Target dates were established for resolution of each of the onhand

claims based on the settlement procedures I have just discussed. But,
by March of 1970 it was apparent that the established schedules conld
not be met unless action was taken to accelerate the procedures. It was
not intended, however, to let adherence to schedules result in premature
or improvident settlements.
- InMarch 1970 we modified our procedures by specifying that as soon
as the lengthy investigative phase was essentially completed, a com-
mand position would be established on the basis of the written or oral
advice of the claim team members, the special assistant for claims,
NAVSHIPS counsel and the project manager. The command posi-
tion was to be the basis on which negotiations toward settlement could
commence. Documentation of the findings and recommendations of
team members was to be prepared after the command position was
established .but prior to.submission of postnegotiation clearance
request. . . o

Prenegotiation positions on the Lockheed and Avondale claims
were determined in this way, and negotiations thus were commenced
with the knowledge of the Chief of Naval Material and Assistant
Secretary of the Navy (Installations and Logistics). .
" You will appreciate that we are still negotiating the subject claims
with both shipbuilders and that in case we should fail to reach final
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agreement, these claims could all end up in quasi-judicial proceed-
ings before the Armed Services Board of Contract Appeals and even
‘before the courts. To divulge any of the Government’s evaluation or
position with respect to any specific items of the claims could prej-
udice our negotiating position. The tentative settlements have not
‘been approved at any of the higher Navy echelons, and the resolution
.of these claims may yet be thrown into the disputes procedure, which
is essentially a judicial process. In such event, the attorneys for the
.claimants could utilize that portion of the Navy’s public disclosure
which might be of benefit to their clients. It is for this reason that we
-are reluctant to disclose our internal technical, legal, and audit anal-
yses of the subject claims. Furthermore, it could benefit other con-
tractors in their claim submissions. A

Both the Avondale and Lockheed claims involve contracts for
‘DE-1052 class ocean escorts which were awarded in July 1964, on the
same day that Todd received its contracts for seven ships each at
Seattle and San Pedro. Avondale claims also cover the contract for
90 similar ships of the DE-1078 class which was awarded 2 years
Tater. Lockheed’s other claims concern three contracts for LPD-class
ships (landing ships, dock) which were awarded in 1963, 1964, and
1965. Lockheed has delivered all its LPD-class vessels and one of the
five DE-1052 class ships. Avondale has delivered all seven DE-1052’s
-and three of the DE-1078 class ships.

The first of the consolidated type of claims was received from Todd

in 1967. This claim was based on estimates, as was its evaluation by
the Naval Ship Systems Command. The settlement of the claim in
March 1969 was approved by the contract clearance group in the
Naval Material Command. It was not until a General Accounting
‘Office report, was released in April 1971, to which I will refer later in
more detail, that questions were raised as to the adequacy of settle-
‘ments based on estimates and engineering judgments.
- Both Avondale and Lockheed presented their claims in a similar
form. using estimates in arriving at their claimed amounts. The Avon-
-dale DE-1052 claim was submitted at the end of January 1969 and the
DE-1078 claim in September 1969. Lockheed submitted its I.PD
<claims in January-February 1969 and the DE-1052 claim in May
1969. All three firms, by the way, used the services of the same Wash-
ington law firm in putting together their claims. L

The Naval Ship Systems Command formed special teams to evalu-
ate the Lockheed and Avondale claims and the estimates on which
they were based. The same negotiator and chief engineer who were
responsible for the evaluation of the Todd claim headed the effort
'on Avondale and Lockheed claims. The Navy claim evaluation teams
have devoted over 2 years to reviewing thé contractors’ estimates and
their underlying rationale. Much of this time has been spent onsite
at Avondale and Tockheed and has ircluded extensive discussions
with responsible contractor personnel. '

On the basis of the analysis of the contractors’ estimates engineer-
ing and technical judgments were fotfned as to their validity and
supportability, and a Government position as established with
respect to each. These positions were presented ‘as supportable by the
team engineer and negotiator as well as my special assistant for
claims, who had the overall responsibility for claim settlements.
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At this point it was vital to ascertain whether (@) agreement could
be reached with the contractors and the issues resolved under the
terms of the contracts or (b) agreement could not be reached, leaving
the parties to pursue the disputes procedure.

Discussions were then carried out with each contractor over a period
of some 4 to 6 months, and it was determined that agreement could
be reached. Tentative agreements were successfully achieved in Decem-
ber 1970 with Avondale and January 1971 with Lockheed for full
settlement of the claims within the ranges of the previously estab-
lished Government positions. No final commitments havebeen made.

It was my understanding that full documentation for the proposed
settlements would be available shortly. Normally, we would expect
to have all documentation in support of the proposed settlements com-
pleted and the business clearance submitted for approval within 60
days, even when the technical documentation is in draft form, as it
was 1n these cases. However, in reviewing the technical analysis re-
ports to prepare the legal memorandum of entitlement, Navships
Counsel found instances where the technical documentation which had
been made available to him did not support the conclusions and rec-
ommendations on which the tentative settlement was based. Conse-
quently, detailed reevaluation of portions of the technical analysis
reports and their backup documentation was undertaken. Although
this effort resulted in a more detailed identification of the supporting
documentation, it was still primarily concerned with validating the
estimates and engineering judgments on which both the claims and
their evaluation had been based. After this was completed, a legal
memorandum of entitlement was prepared.

GAO Rerort oN Topp Cram

The General Accounting Office, in the meantime, had reviewed in
depth the settlement of the DE-1052 claim with Todd. The final GAQ
report was received at the end of April 1971. This report was some-
what ambivalent. On the one hand, it stated that the Navy had ob-
tained as good a settlement as possible; on the other hand, the report
indicated that the claims evaluation should not be based on estimates
and engineering judgments alone, but should be supported by more
tangible evidence, particularly in the area of delay and disruption
costs. Although we agree with the GAQ that contractors should ade-
quately support their claims, there are areas, such as delay and dis-
ruption, which do not lend themselves to a precise and mathematically
exact solution. Delay-and disruption is normally caused by a number
of independent actions each of which has an Impact of ‘a different
magnitude. It is often impossible to segregate the disruptive effect of
the-individual actions and we have te resort to estimates and engineer-
ing judgments in allocating the responsibility for the impact to dif-
ferent actions. Corroborative cost and other factual data can provide
the necessary tangible evidence. S

In June 1971, postnegotiation business clearance requests with
documentation and legal memorandums of entitlement supporting
both of the proposed settlements, were submitted for approval of the
Nayy’s Contract Claims Control and Surveillance Group for both
claims. The Avondale business clearance was disapproved and re-
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turned by the Navy’s Contract Claims Control and Surveillance Group
because 1t believed the proposed settlement to be less than completely
supported by the documentation and backup data. Its criticism was
directed primarily to the negotiation of the tentative settlement with-
out adequate written documentation and, as in the Todd case, use of
engineering judgmerits and rationale without complete, corroborative,
tangible backup data.

After disapproval by the Contract Claims Control and Surveillance
Group, I appointed a special team to review the documentation of all
Avondale and Lockheed claims. This review concluded that the doc-
umentation in support of the claims was inadequate in that engineer-
ing judgments were not fully supported by tangible backup data.
Since cost data is now also available to a greater extent than before,
the review team considered that this should be used to corroborate the
estimates and engineering judgments. In view of these findings, I
requested the return of and have received the Lockheed claim business
%I(earance requests from the Contract Claims Control and Surveillance

roup

We have requested, in writing, that Avondale provide additional
corroborative information and data of the nature indicated by the
GAO report on the Todd claim to verify the engineering estimates the
team engineers had determined earlier to be acceptable. Based on our
review of the Lockheed claim, we anticipate that similar requests for
additional data will be required of Lockheed.

Should the shipbuilders be unable to provide adequate corrobora-
tion for their estimates and substantiation for the proposed settle-
ments, it may be necessary to reopen negotiations with the contractors
for the purpose of obtaining agreements on settlement amounts that
can be substantiated or let the matter be resolved pursuant to contracts
disputes procedures.

That concludes my statement, Mr. Chairman. I will be glad to
answer any questions that I can on these matters.

(The biographical sketch and prepared statement of Admiral Son-
enshein follow:)

BIOGRAPHICAL SKETCH OF REAR ADM. NATHAN SONENSHEIN

Nathan Sonenshein was born in Lodi, New Jersey, on August 2, 1915, son of
the late Mr. and Mrs. H. W. Sonenshein. He attended Passaic High School in
Passaic, New Jersey, to which city his parents moved when he was a young
grade school student, prior to entering the U.S. Naval Academy on appointment
from his native state in 1934. Graduated and commissioned Ensign on June 2,
1938, he advanced progressively in rank to that of Rear Admiral, to date from
May 1, 1965.

Followmg graduation from the Naval Academy in 1938, he had two months’
dity in connection with fitting out the USS BOISE and, in August of that year,
transferred to similar duty in the USS PHOENIX. He joined the latter upon
her commissioning October 3, 1938—and in June 1941 was detached for post-
graduate instruction in naval construction and marine engineering at the
Massachusetts Institute of Technology, Cambridge. He received the degree of
Master of Science from that institute in 1944, and in March of that year was
assigned to the Mare Island Naval Shipyard, where he served initially as Ship
Superintendent, and later as Assistant Planning and Estimating Superintendént.

In August 1945, his duties at Mare Island were interrupted by an assignment
in technical intelligence with the Naval Technical Mission to Japan, in which
he played a key role in investigating all technical aspects of the ex-Imperial
Japanese Navy. He returned to the Mare Island Naval Shipyard in November
1946, where he was successively Assistant Repair Superintendent, Docking
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Officer and Industrial Engineer until February 1949. He was Director of the
Navy Facilities Division of the Bureau of Ships until August 1951.

He reported as Engineer Officer of the USS PHILIPPINE SEA (CV 4() in
QOctober 1951. “For meritorious service . . . (in diagnosing and effecting unusu-
ally difficult engineering repairs) during sustained periods of combaf operations
against enemy North Korean and Chinese Communist forces in the Korean
Theater from January 31 to July 30, 1953,” he received a Letter of Commenda-
tion, with authorization to wear the Commendation Ribbon with Combat “V”,
from 'the Commander SEVENTH Fleet. He is also entitled to the Ribbon for
the Navy Unit Commendation awarded the PHILIPPINE SEA.

During the period September 1953 to June 1956 he was Planning and Estimat-
mg Superintendent at the New York Naval Shipyard, and was active in the plan-
ning for construction of USS SARATOGA (CVA 60) and USS INDEPEND-
ENCE (CVA 62). In July 1956 he became Head of the Hull Design Branch in
the Bureau of Ships. In February 1960 he was ordered to duty as Fleet and
Force, Maintenance Officer on the staffs of Commander in Chief, and.Com-
mander Service Force, US. Pacific Fleet.

In August 1962, he reported as Director of the Ship Design Division, Bureaw
of Ships, where he was responsible for the conduct of feasibility studies and the
preparation of preliminary and contract designs for all ships, craft and boats.
constructed for the U.S. Navy. During the fall of 1964 he attended the Advanced
Management Program at the Harvard Graduate School of Business. In June
1965 he became Assistant Chief of the Bureau of Ships for Design, Shipbuild-
ing and Fleet Maintenance and in November of that year was designated by the
Secretary of the Navy, Project Officer, Fast Deployment Logistics Ship Project.
On August 1, 1967 he reported as Deputy Chief of Naval Material (Logistic
Support).

In July 1969 he ordered to duty as Commander Naval Ship Systems Com-
mand, Washington, D.C.

In September 1967, Rear Admiral Sonenshein was awarded the Legion of
Merit by the President of the United States for exceptionally meritorious serv-
ice as Project Coordinator and Project Manager, Fast Deployment Logistic
Ship Project from August 18, 1965 to August 1, 1967. In addition to the Com-
mendation Ribbon with Combat “V” and the Navy Unit Commendation Ribbon,
Rear Admiral Sonenshein has the American Defense Service Medal, Fleet Clasp;
American Campaign Medal; Asiatic-Pacific Campaign Medal; World War II
Victory Medal; Navy Occupation Service Medal, Asia Clasp; China Service
Medal; National Defense Service Medal with bronze star; Korean Service
Medal: and the United Nations Service Medal. He also has the Korean Presi-
dential Unit Citation Badge.

His official home address is Passaic, New Jersey. He is married to the former
Ila Nina Baker, the daughter of the late Mr. and Mrs C. P. Baker, of Hunts-
ville, Alabama; and they have two children—Carol Dale and William Baker
Sonenshein. They now reside at 9224 Santayana Drive, Fairfax, Virginia.

PREPARED STATEMENT OF REAR ADMIRAL SONENSHEIN

Mr. Chairman and members of the subcommittee: I appreciate your invita-
tion to appear before your Committee to discuss the settlement of shipbuilding
claims, particularly those concerning Lockheed Shipbuilding and Construction
Company and Avondale Shipyards, Incorporated.

I feel that to facilitate your understanding of the problems involved. some
background should be provided regarding shipbuilding claims. When I assumed
command of the Naval Ship Systems Command in August 1969, the shipbuild-
ing claims on hand, plus those which were expected to be submitted. totaled
between $800 million and $1 billion. Of these, Lockheed and Avonda'e had sub-
mitted claims amounting to $159 million and $148 million, respectively, which
T will address specifically later in my statement. In the aggregate, the ship-
building claims were based on allegations that Government specifications were
inconsistent, ambiguous, deficient, or impossible to perform: that additional
Government requirements had been placed on the contractors; that Government-
furnished material was defective or delivered late; and that excessive quality
assurance requirements had been imposed. Several of the claims were over one
vear old and some were over two years old. There was concern in the Navy and
Department of Defense, as well as in Congress, over the size of claims, the
method of handling claims, and the need to minimize future claims.
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One of my first acts was to initiate a method for the systematic resolution of’
claims. Another early action taken by me upon assuming command -of the-
Naval Ship Systems Command was to establish a positive program to strengthen
the management of the Navy’s-shipbuilding effort and thereby minimize the-
generation of future claims. Since the main topic today is claim settlement,.
I shall not go into detail on claim prevention actions unless you wish to discuss.
it further. For the record, however, that program is referred to as the Ship-
building and Conversion Improvement Program. It consists of a large number-
of inter-related and specific actions that should eliminate or minimize the effect
of the causes of ship claims. I will cite one example.

A recurrent cause of cost growth and claims in ship construction contracts has.
been the failure of anticipated developmental items to occur as planned. That
failure would often result in a costly delay in essential Government-furnished
material. To combat the problem, we now require the Program Managers to-
take three specific actions on shipboard equipments which are to be supplied
to the contractor by the Government for installation in the ship :

(1) Bach item of equipment must be categorized as to the degree of develop-
mental risk if it is not an already-developed and available piece of equipment.

(2) For high risk development items, the project plan must identify the-
substitute equipment to be furnished or other alternative to be followed in the
event that the planned equipment is not available on schedule.

(3) The project plan must be more realistic than in the past with respect
to the availability of Government equipment. Also, the Project Manager is
required to monitor the deliveries of Government equipment closely to expedite-
and substitute where necessary.

I believe the shipbuilding management improvement efforts I initiated were
constructive and that they will go a long way toward holding down the volume
and size of possible future shipbuilding claims.

Incidentally, the General Accounting Office has recently reviewed the Ship-
building and Conversion Improvement Program, which is now nearly two years:
old, to determine how effectively it has been implemented. I understand that a
draft report of that study has been issued.

Now, let me return to the main item of discussion today, namely the methods-
followed in arriving at tentative, proposed settlements of the claims submitted
by Lockheed and Avondale.

Normally, the negotiator or contracting officer will determine the Government’s
negotiation position and conduct negotiations on behalf of the Government on-
the basis of information developed by the engineers, lawyers, and auditors. Large-
and complex negotiations such as these which are under discussion here usually
require decisions at the highest corporate level to commit the contractor to a
settlement which may result in dollar losses in the millions. It is not inam)mpr:i—
ate for the Commander of the Naval Ship Systems Command to become involved
with his counterparts.

I will explain my reasons for this in more detail later. It is noted for the:
record that the Commander, Naval Ship Systems Command, is a contracting
officer as the Head of a Procuring Activity. I exercised the contracting officer-
authority of my office in negotiating tentative settlement agreements with top-,
level management personnel of Lockheed and Avondale.

Following the Hearings of your Committee on 24 May 1971, you asked the-
Navy by letter for information in connection with those matters. Mr. Chafee’s
letter of 28 May 1971 furnished the requested information. I shall repeat portions
of his letter here for the record.

Subsequent to the Todd settlement of March 1969, which was the subject of
GAO Report of April 28, 1971 (B-171096), the Navy took various additional
steps to ensure that settlements of the claims would be made within the terms
of the written contracts involved and based on the facts and legal merits. These
steps included the establishment of a requirement that all proposed claim set-
tlements in excess of $5,000,000 be approved by the Contract Claims Control and
Surveillance Group of the Naval Materiel Command and the Assistant Secre-
tary of the Navy (Installations and TVngisties) and that no modification may
be made tfo the contract prior to such approvals. In connection with the request
for such approvals, all pertinent technical. legal, and cost information is required
to be presented: and no settlement will he consnmmated without exhaustive
evaluation and documentation of the facts and an in-depth legal review. Ac-
ceordingly. there have been no settlements consummated within the last two years
without this required documentation.
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There have been instances when tentative agreements on amounts of pro-
posed settlements have been made in advance of completing the written docu-
mentation of legal analysis, technical analysis, and audit. In such cases the
formal documentation was completed after the tentative agreements were made
on the basis of information developed by the claims team. This was done to facil-
itate and expedite the reaching of agreements and to avoid the expenditure of
additional technical, audit, and legal resources unless agreement could be
reached.

An explanation of the normal claim-processing procedures of the Naval Ship
Systems Command is necessary to an understanding of how the Lockheed and
Avondale claims were handled.

The first action taken By Navy on receipt of a claim is to establish a claim-
review team to investigate and take the actions necessary to resolve the claim,
either by settlement or by a formal denial which the contractor may appeal to
the Armed Services Board of Contract Appeals.

Each claim team is headed by a contracting officer, who establishes a recom-
mended Government position on the claim, based on the advisory reports from
each team member. The other members include a negotiator, engineer, legal
counsel, and auditor. Assistants are provided to each of the team members as
dictated by the size and complexity of the claim.

The claim team first conducts: a preliminary analysis of the claim in order to
identify any unusual engineering or legal aspects and to establish a time sched-
ule for accomplishing the following required actions-:

(1) Conduct preliminary investigation and legal review.—During this phase
the claim team develops the facts to establish a prenegotiation position or to
serve as the basis of denial of the claim if it is.evident that settlement is not
possible. The team legal counsel works closely with the other personnel of the
team during their investigations to assure that all relevant facts are developed
which have an impact on the existence and extent of Government responsibility
and that documentary evidence exists to support the findings of fact. The investi-
gative phase includes a review of records of the contractor, the local Navy Super-
visor of Shipbuilding, and the Project Manager and discussions with personnel
in each of these offices.

(2) Prepare preliminary technical analysis report (TAR).—The claim team
engineer prepares a written preliminary report of his findings of fact and his
recommendations. The engineer’s recommendations are based on his judgment
for certain parts of claims (such as the effect of delay, disruption, or loss of
learning) which cannot be precisely and definitively quantified. He must, how-
ever, identify those recommendations which are based on his engineering judg-
ment and it must be established that a factual basis exists to support deter-
minations of amount due to the contractor based on engineering judgment. Legal
counsel reviews the factual basis to determine its adequacy to support the engi--
neer’'s judgment determinations. The team auditor provides information to the
team engineer for use in preparing the preliminary technical analysis report.

(3) Prepare preliminary legal memorandum.—The team counsel prepares a
preliminary memorandum of legal entitlement on the basis of information in
the preliminary technical analysis report, advice of the auditor, and his own
.evaluation of the claim in relation to the terms of the contract.

(4) Headquarters review of preliminary techmical analysis report.—Concur-
rently with the preparation of the preliminary legal memorandum, the team
engineer's technical analysis report is reviewed by the Project Manager and
other concerned personnel in the Naval Ship Systems Command Headquarters.

(5) Bstablish Government position—The Commander, Naval Ship Systems
Command, determines the Government position on the basis of preliminary tech-
nical analysis report, audit advice, preliminary legal memorandum, and com-
ments of the Project Manager. When approved by higher authority, this position
becomes the basis of negotiations toward settlement of the claim if the situa-
tion so warrants. If no negotiated settlement appears to be possible, a contracting
officer’s final decision denying the claim may be issued at this time.

(8) Prepare final technical analysis report.—The preliminary technical analy-
sis report will be revised as appropriate to reflect the comments resulting from
the Headquarters review, the meétings to establish the Government’s position,
and any further information developed after the preliminary technical analysis
report was written. Before preparation of the final technical analysis repoft,
further discussions with the contractor may be held to afford the contractor an
opportunity to rebut tentative findings and to clarify matters which may not
have been fully developed. Such discussions with the contractor are encouraged
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in order to ensure that tentative conclusions reached by the claim team are sup-
portable in the light of information presented by the contractor.

(7) Obtain Advisory Audit Report—A written advisory audit report (AAR)
is furnished by the team auditor. The auditor is furnished a copy of the techni-
cal analysis report for use in preparing his audit report. Frequently, a prelim-
inary audit report will have been obtained to provide a negotiator and legal
counsel with information on labor rates, overhead rates, material cost valida-
tion, labor and overhead rate projections, and any other information which the
auditor considers pertinent.

(8) Prepare final legal memorandum.—The final legal memorandum is nor-
mally prepared by the team counsel to reflect the information in the final tech-
nical analysis report, the audit report, counsel’s independent research, and all
other information developed at that time. Counsel for the Naval Ship Systems
Command approves the legal memorandum ; he may elect to prepare it himself.
The legal memorandum is submitted to the negotiator and contracting officer.

(9) Obtain pre-negotiation aepproval.—Before beginning negotiations on any
claim over $5 million, approval is obtained from the Navy’s Contract Claims
Control and Surveillance Group, and the Assistant Secretary of the Navy (I&L).
These approvals involve the submission of a fully-documented business clearance
memorandum, including the technical analysis report, audit report, and legal
memorandum, to explain and substantiate the negotiation objectives.

(10) Conduct megotiations—Following the foregoing approvals, negotiations
may commence and proceed to either a settlement or an obvious stalemate.
Any settlement negotiated is tentative until it has been approved by the same
persons who dpproved the pre-negotiation clearance. If negotiations have not
been successfully concluded after a reasonable time, the contracting officer must
make a final determination, which the contractor may appeal to the Armed
Services Board of Contract Appeals if he is unwilling to accept. On oceasion,
as in the case of Lockheed and Avondale, negotiations are conducted on a “pack-
age” basis to encompass more than one claim. In the case of complex claims, such
as are involved here, it is often possible to reach agreement on the total amount
of the package, although such agreeément might not be possible on each indi-
vidual item comprising the claim package. ’

(11) Obtain post-negotiation approval—The post-negotiation business clear-
ance request must explain any increases in the tentative settlement agreement
over the amounts approved in the pre-negotiation clearance. In cases where the
settlement exceeds $5 million, the post-negotiation business clearance must be
approved by the Contract Claims Control and Surveillance Group for the Chief
of Naval Material as well as by the Assistant Secretary of the Navy (Installa-
tions and Logistics).

(12) Issue contract modification—The contract modification is issued after
funds are made available for obligation. Normally the fund citation will be
obtained concurrently with the preparation and processing of the post-negotia-
tion clearance. It is the policy of the Navy to include in the contract modifica-
tion a statement releasing the Navy from any further liability for the events
covered by the claim as well as for any unknown events occurring prior to the
date of the settlement.

As I stated earlier, the high dollar amount of the claims already received
plus those in immediate prospect dictated that special action be taken to permit
prompt Command decisions necessary to resolve problems as they arose during
the investigation and disposition of the claims. Accordingly, a staff position,
titled Special Assistant for Claims and reporting directly to me, was established
in September 1969. In December 1969 a Claim Settlement Program was issued.
Target dates were established for resolution of each of the on-hand claims based
on the settlemient procedures I have just discussed. But, by March of 1970 it was
apparent that the established schedules could not be met unless action was taken -
to accelerate the procedures. It was not intended, however, to let adherence to
schedules result in premature or improvident settlements.

In March 1970 we modified our procedures by specifying that as scon as
the lengthy investigative phase was essentially completed, a Command Position
would be established on the basis of the written or oral advice of the claim
team members, the Special Assistant for Claims, NAVSHIPS Counsel, and the
Project Manager. The Command Position was to be the basis on which negotia-
tions toward settlement could commence. Documentation of the findings and
recommendations of team members was to be prepared after the Command
Position was established but prior to submission of post-negotiation clearance
request.
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Pre-negotiation positions on the Lockheed and Avondale claims were deter-
mined in this way, and negotiations thus were commenced with the knowledge
of the Chief of Naval Material and Assistant Secretary of the Navy (Installa-
tions and Logistics).

You will appreciate that we are still negotiating the subject claims with
both shipbuilders and that in case we should fail to reach final agreement, these
claims could all end up in quasi-judicial proceedings before the Armed Services
Board of Contract Appeals and even before the courts. To divulge any of the
Government’s evaluation or position with respect to any specific items of the
-claims could prejudice our negotiating position. The tentative settlements have
not been approved at any of the higher Navy echelons, and the resolution of
these claims may yet be thrown into the disputes procedure, which is essentially
a judicial process. In such event, the attorneys for the claimants could utilize
that portion of the Navy’s public disclosure which might be of benefit to their
clients. It is for this reason that we are reluctant to disclose our internal
fechnical, legal, and audit analyses of the subject claims. Furthermore, it could
benefit other contractors in their claim submissions.

. Both the Avondale and Lockheed claims involve contracts for DE 1032 Class
ocean escorts which were awarded in July 1964, on the same day that Todd
received its contracts for seven ships each at Seattle and San Pedro. Avondale
claims also cover the contract for 20 similar ships of the DE 1078 Ciass which
was awarded two years later. Lockheed’s other claims concern three contracts
for LPD Class ships (landing ships, dock) which were awarded in 1963, 1964,
and 1965, Lockheed has delivered all its LPD Class vessels and one of the five
DS 1052 Class ships. Avondale has delivered all seven DE 1052’s and three of
the DE 1078 Class ships.

The first of the consolidated type of claims was received from Todd in 1967.
‘This claim was based on estimates, as was its evaluation by the Naval Ship
System Command. The settlement of the claim in March 1969 was approved
by the Contract Clearance Group in the Naval Material Command. It was not
antil a General Accounting Office report was released in April 1971, to which
I will refer later in more detail, that questions were raised as to the adequacy
-of settlements based on estimates and engineering judgments.

Both Avondale and Lockheed presented their claims in a similar form, using
estimates in arriving at their claimed amounts. The Avondale DI 1052 claim
was submitted at the end of January 1969 and the DE 1078 claim in September
1969. Lockheed submitted its LPD claims in January-February 1969 and the
DE 1052 claim in May 1969. All three firms, by the way, used the services of
the same Washington law firm in putting together their claims.

The Naval Ship Systems Command formed special teams to evaluate the
Lockheed.and Avondale claims and the estimates on which they were based.
‘The same negotiator and chief engineer who were responsible for the evaluation
of the Todd claim headed the effort on Avondale and Lockheed claims. The
Navy Claim Evaluation Teams have devoted over two years to reviewing the
contractors’ estimates and their underlying rationale. Much of this time has
been spent on site at Avondale and Lockheed and has included extensive discus-
sions with responsible contractor personnel. .

On the basis of the analysis of the contractors’ estimates, engineering and
technical judgments were formed as to théir validity and supportability, and
4 Government position was established with respect to each. These positions
were presented as supportable by the team engineer and negotiator as well as
my Special Assistant for Claims, who had the overall responsibility for claim
:settlements.

At this point it was vital to ascertain whether (a) agreement could be reached
+ with the contractors and the issues resolved under the terms of the contracts or
(b) agreement could not be reached, leaving the parties to pursue the disputes
procedure.

Discussions were then carried out with each contractor over a period of some
Tour to six months, and it was determined that agreement could be reached.
‘Tentative agreements were successfully achieved in December 1970 with Avon-
‘dale and January 1971 with Lockheed for full settlement of the claims within
the ranges of the previously-established Government positions. No final com-
mitments have been made.

It was my understanding that full documentation for the proposed settlements
would be available shortly. Normally, we would expect to have all documenta-
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tion in support of the proposed settlements completed and the business clear-
ance submitted for approval within 60 days, even when the technical documenta-
tion is in draft form, as it was in these cases. However, in reviewing the technical
analysis reports to prepare the legal memorandum of entitlement, NAVSHIPS
Counsel found instances where the technical documentation which had been
made available to him did not support the conclusions and recommendations on
which the tentative settlement was based. Consequently, detailed reevaluation
of portions of the technical analysis reports and their back-up documentation
was undertaken. Although this effort resulted in a more detailed identification
of the supporting documentation, it was still primarily concerned with validat-
ing the estimates and engineering judgments on which both the claims and their
evaluation had been based. After this was completed, @ legal memorandum of.
entitlement was prepared. .

The General Accounting Office, in the meantime, had reviewed in depth the
settlement of the DE-1052 claim with Todd. The final GAO report was received
at the end of April 1971. This report was somewhat ambivalent. On the one
handg, it stated that the Navy had obtained as good a settlement as possible; on
the other hand, the report indicated that the claims evaluation should not be
‘based on esimates and engineering judgments alone, but should be supported
by more tangible evidence, particularly in the area of delay and disruption
costs. Although we agree with the GAO that contractors should adequately
support their claims, there are areas, such as delay and disruption, which do
ot lend themselves to a precise and mathematically exact solution. Delay and
-disruption is normally caused by a number of independent actions each of which
has an impact of a different magnitude. It is often impossible to segregate the
disruptive effect of the individual actions and we have to resort to estimates
and engineering judgments in allocating the responsibility for the impact to
different actions. Corroborative cost and other factual data can provide the
necessary tangible evidence.

In June 1971, post-negotiation business clearance requests, with documenta-
tion and legal memoranda of entitlement supporting both of the proposed set-
tlements, were submitted for approval of the Navy’s Contract Claims Control
and Surveillance Group for both claims. The Avondale business clearance was
disapproved and returned by the Navy’s Contract Claims Control and Surveil-
lance Group because it believed the proposed settlement to be less than com-
pletely supported by the documentation and back-up data. Its criticism was
directed primarily to the negotiation of the tentative settlement without adequate
written documentation and, as in the Todd case, use of engineering judgments
and rationale without complete, corroborative, tangible back-up data.

After disapproval by the Contract Claims Control and Surveillance Group, I
appointed a special team to review the documentation of all Avondale and Lock-
heed claims. This review concluded that the documentation in support of the
claims was inadequate in that engineering judgments were not fully supported
by tangible back-up data. Since cost data is now also available to a greater
extent than before, the review team considered that this should be used to
corroborate the estimates and engineering judgments. In view of these findings,
I requested the return of and have received the Lockheed claim business clear-
ance requests from the Contract Claims Control and Surveillance Group.

We have requested, in writing, that Avondale provide additional corroborative
information and data of the nature indicated by the GAO report on the Todd
claim to verify the engineering estimates the team engineers had determined
earlier to be acceptable. Based on our review of the Lockheed claim, we antici-
pate that similar requests for additional data will be required of Lockheed.

Should the shipbuilders be unable to provide adequate corroboration for their
estimates and substantiation for the proposed settlements, it may be necessary
to reopen negotiations with the contractors for the purpose of obtaining agree-
ments on settlement amounts that can be substantiated or let the matter be
resolved pursuant to contracts disputes procedures.

That concludes my prepared statement, Mr. Chairman. I will be glad to answer
any questions that I can on these matters.

Chairman Proxmrre. Admiral, I think we would be better served
if we could ask Mr. Rule to come forward now and to deliver his

statement ; then we can question both you gentlemen together.
Mr. Rule, will you come forward.
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STATEMENT OF GORDON W. RULE, CHAIRMAN, CONTRACT CLAIMS
CONTROL AND SURVEILLANCE GROUP, DEPARTMENT OF THE
NAVY

Mr. Rore. Good morning Senator.

Chairman Proxmire. Good morning, Mr. Rule.

Mr. Rure. It will be recalled that I had the privilege of testifying
before this subcommittee on the subject of shipbuilding claims on the
30th of December 1969, and again on the 24th of May 1971. Reference
is made to those hearings for my position, qualifications, background,
and so on. : ’

At the May 24, 1971, hearings, the then status of our Navy ship-
building claim backlog was furnished for the record and I gave you,
Mr. Chairman, my assurances that all claims—shipbuilding and other-
wise—over $5 million which under Navy procedures must be reviewed
and approved or rejected by the contract claims control and surveil-
lance group (CCCSG), which I Chair, would be thoroughly scruti-
nized by that group before any approval would be given.

Summary or CCCSG Cramm ACTIdNS

Although it is fundamental in the Navy that legitimate, properly
documented claims against the Navy for actions or inaction by the
Navy resulting in increased costs to a contractor—shipbuilding or
otherwise—must be investigated, reviewed, settled and paid as
promptly as possible, I can report to you that the CCCSG has not
given their approval to any claim to this date. ,

We have had before us for review seven claims, three of which were
rejected, as a result of which two others were withdrawn, leaving two
claims presently pending before the CCCSG. Additionally, one re-
quest for provisional payment on a shipbuilding claim was rejected.
You may be interested 1n the statistics of the Navy claims to date.
Shipbuilding claims, there are 22 claims pending from eight contrac-
tors over $5 million, which aggregate $868.4 million. There are some
approximately 10 under $5 million.

It will be recalled that at the May 24, 1971, hearings, we had claims
in hand and anticipated of $790 million and the comparable figure
when I testified in December 1966, was $795 million. In addition to
those shipbuilding claims, there is a total of $130.5 million in claims
pending from other systems commands over $5 million, for a grand
total of $989.9 million in pending claims over $5 million. I should
strike the word “grand.” There is not much grand in that.

Dgescrrrion or CCCSG

As the CCCSG has gained experience in reviewing claims since
my last appearance before you, we have found ourselves, of necessity
I suppose, developing things to look for and making decisions as a
result of our reviews which might be analogized to case made law by
the courts. I think you may be interested in some of the questions the
CCCSG asks with respect to claims under review as well as some of
the pronouncements we have made in our decisions.
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First of all, I should like to quote for you the object of the CCCSG
review which 1s stated as follows:

The object of the CCCSG review is not to determine what a claim settlement
amount should be—ours is a review function, not a negotiating function—but
to determine if the proposed * * * settlement figure of * * * has (I) complete
substantive merit and (II) is adequately supported by evidential demonstration.

These tests of substantive merit and adequate evidential demonstration are
by design, rugged tests to meet, but when a contractor is asserting a unilateral
claim against the Government for alleged Government actions or inaction, the
undersigned Chairman of the CCCSG,is of the opinjon that the burden of proof
which attaches to and remains with every claimant has not been fulfilled until
or unless these two tests are satisfied. Doubts concerning these tests having
been met will be resolved by the CCOSG in favor of the Government, from
which resolution a claimant may appeal to the ASBCA and/or the courts.

In a particular case this objective was followed up by the statement :

The CCCSG does not believe thiat the dollar position embodied in subject
clearance adequately recognizes, discusses and evaluates the Government’s best
position in this claim, Moreover it is patent in the clearance that the claimant
has not carried his burden of proof, ini the absence of which a claim cannot
and will not be approved by the CCCSG. As stated above, the CCCSG will decide
doubtful judgmental issues in favor of the Government and leave the claimant to
carry his burden of proof to a Board or Court. ..

An example of a CCCSG decision relating to the sample concept for
determining dollars allegedly due a claimant is as follows:

The sample concept émployed in the dollar claim, whereby “X” of the “Y”
claim items were evaluated in-depth, with the resulting percentages of allow-
ance applied to the non-sampled items is not sound claim settlement procedure,
Obviously, the sample technique serves to expedite analysis and TAR prepara-
tion, but claims against the Government and the taxpayer had best suffer
prolongation of resolution than fall victims of undue haste and questionable
evaluation. The message must be transmitted to all claim minded contractors
and individuals that there is no short cut to their burden to prove every
dollar claimed.

A further example of action taken by the CCCSG relating to buy-in
situations is as follows: .

With respect to buy-in, as it relates to a contractor’s claim against the Navy,
let two things be made crystal clear:

* (I) When an obvious buy-in situation exists, every single element of a
claim is doubly suspect. The Reason is obvious.

(I1) When a claimant admits buying-in to obtain a contract, the CCCSG
will not accept the claimant’s word regarding the extent of the Buy-in.

In this claim by ... we find both an obvious buy-in and an admitted buy-in.
To fail to recognize and fully explore and discuss this buy-in and its effect on
this claim is considered to be a fatal defect.

CCCSG DECISIONMAKING PROCESS |

The following are types of questions which the CCCSG asks to
assist in our decisionmaking process:

A. What is the objective sought by the claimant? Answer: In our
particular case it was: “Contractor personnel candidly admit that
the concept for determining the hours and amounts claimed was based
on the premise of repricing the total contract labor by estimating
the total hours and costs at completion of the contract less the
value of the basic contract plus adjudicated change orders.” The ob-
ject of a claim should be the identification and payment of those addi-
tional costs incurred, or to be incurred, by the contractor which are
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demonstrably caused by Government action or inaction. Thus, the
theory of this contractor’s claim is contra to what it should be with
consequent difficulty to the ascertainment of reasonable governmental
responsibility and liability.

Some other questions we asked were.

B. Isthere any evidence of original buy-in on the contracts involved ?

C. Has the claim been prepared in such a manner that merit and
specifics are reasonably evident or is it dominated by generalities and
vagueness? _

. Have the severalareas—not necessarily the amounts—in the
original claim stayed relatively constant or have these areas changed
with subsequent proposals? ’

E. Has the claimant been fully cooperative with the Government.
representatives in their investigation of the claim or claims?

F. Has the claimant fully carried his burden of proof for every
item or area in his claim or claims? :

G. Is there any tangible evidence that claimant has attempted to
mitigate additional costs to the Government ?

H. Has claimant threatened to stop work ?

L Ts there any evidence that Government personnel have assisted
claimar;t—in whole or in part—in preparing elements of the claim or
claims?

J. Has the claim been prepared and documented by the claimant’s:
regularly retained legal and accounting personnel or has claimant
hired legal and accounting personnel who specialize in claim prepara-
tion against the Navy?

ProceEDURAL VERSUS SUBSTANTIVE IRREGULARITIES TN CLATMS

The factual answers to the above questions récreate the climate in
which the claim was prepared, investigated, processed and negotiated.
These factual answers also impacted the credibility of the claim
wvhich was considered by the CCCSG in reaching a final decision.
I would like to read one or two excerpts from our decisions bearing
on the point of procedural irregularities or deficiencies as distin-
guished from substantive: .

"It should be noted that the determinations contained in enclosure (1), in this:
‘particular case, are entirely substantive in nature, as distinguished from proce-
‘dural. Because of the abundance of substantive deficiency in this case, it was
unnecessary to base the negative decision on procedural deficiencies or
irregularities. : : :

Obviously, review action should be bottomed—if at all possible—on substan-
tive grounds. This is not to say however that the required procedural aspects:
of analyzing, negotiating and reviewing claims are not important. Indeed, the
failure to follow required procedures can be grounds for disapproval of a claim:
clearance. . .

., Any claim clearance submitted to the CCCSG in the future, where it appears
that a negotiation was conducted in advance of and without written complete:
legal, technical and audit comments, ‘will be returned to the Syscom involved

. without review. The reason for this-position should be clear to anyone with:

-an appreciation of the best interests of the Navy. An unsupported and improp-
erly negotiated claim settlement can only result in GAQ and other criticism

" of the Navy as a whole, not the individual responsible.

- Arfurther. procedural irregularity noted by the CCCSG is that of the Con-
tracting Officer or others circumscribing the DCAA Audit Review. This practice

- will not be tolerated by, the CCCSG. Every bit of advice and assistance—
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without reservation—is required to properly analyze and evaluate a claim and
to tell the auditor to confine his review to labor rates and overhead is unaccepta-
ble and may lead to delay while the auditor is permitted to perform his normal
review of the claim and the technical report.

The General Accounting Office recently issued guidelines for the settlement
of delay claims and these guidelines which follow have been provided by the
CCCSG to all of the systems commands for their guidance in the preparation
.and processing of claims:

1. Claims should be analyzed in light of the type of contract involved, which
should aid in defining allowable cost elements.

2. Documentation in support of subcontractor original estimates should be
requested and received prior to negotiation meetings.

3. Analysis of these data should be performed in edvance of any negotiation
meetings. Such an analysis should include a cost per week figure to enable
negotiators to perform rapid, supportable computations during negotiation
meetings. Any such cost per week figure should recognize the relationship be-
tween man-days and time if this is pertinent.

4, Change orders, strikes, and other non-government causes of delay should
be identified and analyzed prior to any negotiation meetings.

5. Provisions for adjustment should be included in any proposed settlement
amount based on wage settlements which are not firm at time of negotiations.

6. Estimators’ mathematical short-cuts should be fully supported by descriptive
data.

7. If production efficiency losses are expected to be a claim element some-
preliminary analysis should be used to establish a reasonable rate.

8. A detailed legal analysis concerning the acts, or failures to act, which.
render the government liable for breach of contract should be performed and
made a part of the record with respect to each claim prior to any negotiatiom
meetings.

Prorer RorLe or NecoriaTor AND CoNTrRACTING OFFICER

Finally, you may be interested in the guidance provided by the
CCCOSG to the systems commands concerning the function of the-
lawyer in claims investigations, negotiations, and settlements as dis-
tinguished from his role in procurement generally and also as dis-
tinguished from the proper role of the negotiator and contracting-
officer in the negotiation and settlement of claims. This guidance is:
as follows:

A careful or casual reading of reference (D) indicates that the well recog--
nized role of the negotiator and contracting officer in the procurement process:
is not being properly differentiated from their role in the claim settlement:
process. Paragraph 1.D. of reference (D) states in part as follows ;-

“The TAR, AAR and even the legal memorandum are a product of long and
exhaustive team effort, which has been under active and influential direction.
of the negotiator and contracting officer. The proposed settlements were possible
only through the efforts of the negotiator and contracting officer in their proper-
decisionmaking role in the procurement process.”

To state that the legal member of a claim settlement team, whose primary
function is to determine legal enmtlement by the claimant contractor to any
or all elements of the claim is “under [the] active and influential direction of the-
negotiator and the contracting officer” is just plain'erroneous and ridiculous.
It is the legal member of a claim settlement team who will inform the negotiator-
and the contracting officer what elements of a claim legally can or cannot be-
negotiated and become part of any settlement.

Lawyers normally do not get involved 1n.pricing matters in the-
procurement process, but when claims are involved, the lawyer is the
key person on the team up to the time he decides what is.or is not
legally compensable. Thereafter, the lawyer must stay in the claim:
settlement exercise to make sure that the team does not go overboard
on the quantum of dollar relief that can be justified and substantiated:
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for those elements of the claim which he has determined legal
entitlement.

I have attempted, Mr. Chairman, to (I) bring you up to date on
where the Navy stands with respect to shipbuilding and other claims
having a value of over $5 million, (II) advise you of the record of the
CCCSG to date in our review of proposed settlements submitted to us,
and (IIT) provide you with excerpts from CCCSG decisions which in-
dicate some of the CCCSG basic claim philosophy and guidance the
CCCSG is providing all Navy commands.

I will be happy to attempt to answer any questions which you may
have. :

LPD Procram’s Purrose anp Costs

Chairman Proxmire. I thank both of you gentlemen for very fine
helpful statements. I would like to start off With Admiral Sonenshein,
by asking you about one of the ship programs that is a source of a
claim by Lockheed. That is the LPD. You mentioned that in your
statement.

Admiral SoNeNSHEIN. Yes.

Chairman Proxmire. You described it as a landing ship dock. Can
you tell us how many of these ships Lockheed has built or is build-
ing, how they are used, how much they cost on a progiram basis and
unit basis?

Admiral SonexsaEIN. Yes; the LPD, as we call it, is a unit of the
Amphibious Warfare Forces of the Navy used to deliver marines
over the beach in amphibious assault, with their land-based equipment
and supplies for initial occupation operations when they carry out an
amphibious assault.

1t is a ship which has the ability to submerge partially and take into
a well at the stern landing craft that are used in the assault operations.
It also has on its topside a flight deck from which helicopters can carry
men and equipment ashore In a vertical envelopment, as it is called,
again in an amphibious assault. That is the nature of the ship.

Lockheed’s contracts were for the construction of seven of which all
but one, I believe, at the moment are delivered. One is still under con-
tract for construction to Lockheed.

I am sorry, they are all delivered.

Chairman Proxarre. What was the cost?

Admiral SonensHEIN. There were seven LPD’s and the cost of the
first two in the basic contract; LPD 9 and 10, was $53.5 million. That
would be about $26.5 million each. And in the second group,
there weré LPD 11, 12 and 13 at $74.3 million, and finally LPD 14
and 15 at $51.4 million.

Chairman Proxmire. Will you supply the background for the rec-
ord. What is the total amount of the program ?

Admiral SoNENsHEIN. $179.2 million.

Chairman Proxmire. Has there been dan overrun on that?

Admiral SonensHEIN. There weére claiins on that contract, on those
contracts.

Chairman Proxmire. How much was the overrun? I ask about the
overrun, not simply the claims but the total overrun claims maybe
part of the ovérrun and maybe the entire overrun.
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Admiral SoNensHEIN. I do not have that immediately available.

Chairman Proxarre. You do not have the overrun figures with you?

Admiral SovexsueiN. Not in that form, sir. I have mainly this
claim data, sir. On the LPD’s 9, 10, 11, 12, 13, 14, and 15, the claim
amount was $102.6 million.

Chairman Proxarmre. The total amount of claims was $102 million ?

Admiral SONENSHEIN. Yes.

Chairman Proxmire. The cost of the program you initially gave
was $179 million. $102 million is part of that or in addition to that?

Admiral SonexsueIN. I am afraid I am giving incorrect information
in the form you have asked for it because I do not have it that way.
The contract prices without claims added up to $179.2 million, and
the claims that I have just enumerated add up to $102.6 million. Those
would be the comparable numbers, $102.6 million versus $179.2 million
on the basic construction contracts.

Chairman Proxyire. I am a little confused ; $179 million is the total
amount and there is an additional amount of $102 million, or $102 mil-
lion is part of the $179 million ?

Admiral SoxeEnsHEIN. The contract price without claims was $179
million.

Chairman Proxmire. There is an additional $102 million. So it is a
total of $281 million. Have they been delivered on time or has there been
a slippage in the schedule ?

Admiral SoxensuriN. There were delays in the deliveries too.

Chairman Proxmire. By how much ?

Admiral SonensHEIN. I do not have that information immediately
available. I can provide it for the record.

(The following was subsequently supplied for the record :)

CONTRACT AND ACTUAL DELIVERY DATES FOR LPD 9-15

Contract Actual
delivery delivery

OO Sept. 30,1966 Oct. 18,1968
0 e eemeemmmeecceccaaaaene .- Dec, 31,1966 July 7,1969

............................................................. Apr. 15,1967 May 15,1970
.................................................. July 15,1967 Dec. 4,1970
.................................................. Oct. 15,1967 Dec. 26,1969

e mm—m——an June 17,1968 Feb, 12,1971
..................................................................... Sept. 17,1968 June 25,1971

Note: These delays were occasioned by strikes, labor shortages, and workload,
ProbucrioNn QuUALITY

Chairman Proxmire. Is the Navy satisfied with the quality of the
ships that have been delivered so far?

Admiral SonensHEIN. The LPD’s that were delivered from Lock-
heed I would say were generally of average quality ; yes, sir.

Chairman Proxyire. Does that satisfy you?

Admiral SonensHEIN. Well—

Chairman Proxaire. Average quality?

Admiral SoxexsHEIN. We are never satisfied with the kind of
ships we get because our objective obviously is to have a perfect ship.

67-425—72—pt. 5——3
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This is not achievable in this kind of very complex construction opera-
tion but I would say that the performance there was generally average.
Chairman Proxarmze. Do you believe that Lockheed is performing

its contract well?
Admiral SovexsueiN. With regard to the LPD?

Chairman Proxmire. Yes. )
Admiral SoxexsuEiN. I would say again the performance would

be average. . _

Chairman Proxarre. In my opening statement I mentioned my
concern with the quality of the ships that have been produced in the
past several years. It seems to me a double irony the Navy may be
paying unreasonable amounts for claims on ships which perform well

below the standards set for them. _
Let me read from a report on the LPD made by Adm. John D.

Bulkeley after the final contract on the LPD-12 in May of this year.
As you know, Admiral Bulkeley is president of the Board of Inspec-
tion and Survey. As you also know, the report was made to you on
June 4 of this year. Because of the length of the report I will only
read brief excerpts. I think it is a devastating report and the entire
report will be placed in the record.
This is what the admiral reported in June:

This ship from the significant deficiencies left over from the Acceptance Trial
and further from lack of preservative painting, let alone finishing painting on the
hull and mast, would lead me to the impression that the ship should not have
been accepted in the first place until properly preserved and painted.

Already rust is breaking out on the hull and catwalks and I understand that
the crew has painted a good deal of it. There is evidence throughout the ship
that painting was done over rust and there are areas where I could find no
preservative or surface preparation for painting such as zinc chromate or red
lead.

And he goeson tosay:

I stress the lack of proper painting and preservation simply because of the
amount of workload imposed on the ship already in repainting and represerving,
plus the cost in terms of time, manpower, and money to the ship. Sailors should
not have to do contractor work.

Then he goeson tosay:

This ship had the largest number of safety deficiencies that I have seen in a
very long time, and most of them if not all must De corrected forthwith before
men are hurt.

One of the worst but not most dangerous, that I have seen, is the Fiberglass
handrails in the mast structure. Already, two are broken and there are repairs
to other parts that I would not trust and no sailor should either. These rails
should be made strong, rigid, and rugged and inspire confidence to the men who
work aloft on electronics, from time to time, that it is safe to depend on them.
1 would not. Further, the ladder to the topmast was loose, and I wouldn’t go
any further aloft—it is also insufficiently braced.

In the engineering spaces, I was struck by the inaccessibility of a goodly part
of the auxiliaries and other pieces of machinery that will be most difficult to
maintain let alone open and inspect. This is very wrong, and a little effort could
have prevented much of this at the beginning. I have mentioned this before.

The safety deficiencies are listed later in this letter but are of such magni-
tude that men could be hurt, such as inoperative overspeed trips on generators,
as well as ammo hoists ripping open shell containers (powder cans).

Then there were a whole series of other detailed indictments. He
concludes by saying:

I fegret again very much indeed to have to paint such a grim picture in some
areas. However, it points out to me certainly that if we had a completed ship



1241

ready for unrestricted service, it would be cheaper in the long run for the life
of the ship, comfort of the crew, and readiness for war, as well as a safe, reli-
able, and a maintainable ship. It appears now that without effort, time, and
money we cannot obtain these attributes in this ship, especially when deployment
of the ship for a midshipmen’s cruise is almost here.

‘Now, as I understand it, Admairal, this describes a ship that is unsani-
tary, unsafe, unable to perform its mission. The LPD is loaded with
safety and health hazards, corrosion, defective parts, and instant
obsolescence, requiring the Navy to make repairs and do things to the
ship which should have been done by the contractor before it was
turned over to the Navy, and the L.LPD 12 is not a first of the line ship;
an earlier one, the Juneau, was given its trial 2 years ago.

How do you explain the Navy’s policy of paying claims on ships of
such poor quality and workmanship? Why would it ever accept such
a ship?

Adlmiral SonensuriN. Admiral Bulkeley and I maintain a con-
tinuous exchange of correspondence on the ships that are delivered
to the Navy and for which he has the responsibility to conduct in-
spections at two points in their lives before they become fleet units.
One inspection is conducted prior to delivery by the contractor. This
is called the preliminary acceptance trial.

The second inspection is conducted by him and his board or sub-
board, where appropriate, at a period before a postshakedown avail-
ability, as it is called, and these are the final contract trials. That was
the kind he was alluding to there. This whole period from predelivery
inspection to postshakedown availability and final entry into the
fleet in the average ship, and I think in t%is case it probably applies,
takes about a year. This reflects the Navy’s basic approach to grooming
a ship for delivery into a fleet operational status. It recognizes that
a ship such as we are considering here today and even more complex
ships that we also construct are indeed extremely complicated proj-
ects. They are without question, and I think I could say this without
contradiction, the most complex construction projects undertaken by
man, There is no weapons system in my view that compares in com-
plexity to the production of a ship, particularly a warship.

Now, the kind of report you have just quoted is most distressing
to us when we receive it because Admiral Bulkeley is a very intelligent
and well-informed and capable officer who knows the business of in-
spection of ships and has made many, many such inspections. A prior
letter he had given to us on that particular ship at the first trial had
also brought forth many deficiencies, and many of those were corrected
prior to the delivery.

Remember, I pointed out there was the preliminary acceptance trial
which occurs about 6 weeks before delivery. The emphasis that he
put in his letter on the word “completed” ship, represents the import-
ance we place on getting, in fact, a completed ship. This represents a
mutual campaign by him and by me to deliver completed ships.

During the past 2 years, he and I have made major efforts to assure
the correction of deficiencies prior to fleet introduction, and in this case
we did not do as well as we have in many, many other cases. However,
my reaction is that the large majority, if not a vast majority, of the
deficiencies that he reported in the final contract trials were in fact
corrected during the postshakedown availability which followed that
1nspection. .
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Chairman Proxamre. I am distressed at several things. First, you
call this an average ship. If this is average, I am distressed to think
what kind of ships we are getting.

Admiral SoxexsHEIN. I said the shipyard is average.

Chairman Proxacre. I understood you to say the LPD was average.

Admiral SoxexsueN. I believe if one were to view the condition
of that ship as it finally joined the fleet after the 1 year of grooming
and inspection and post-shakedown availabilities, we might well make
that judgment. . )

Chairman Proxaire. This is a $179 million program for six ships,
and the overrun, I should say the claims, additional claim, 1s $102
million. That is almost a 60-percent increase. It is just appalling that
under these circumstances that ships should be in such a shape as
described by Admiral Bulkeley. Are the other LPD’s in a similar
condition as the U.S.S. Skreveport?

SHIP DEFICIENCIES AND NAVAL ACCEPTANCE

Admiral SonexsueiN. We mounted a special attempt to achiceve
completed ships, as I alluded to before, at that shipyard, and other
ships were substantially in better condition than this one was at the
final contract trial. .

Chairman Proxaire. What steps have been taken to correct the defi-
ciencies cited by Admiral Bulkeley ?

Admiral SoxexsureIn. As I indicated in my general comment car-
lier, after that final contract trial is completed, the ship would normally
go into a post-shakedown availability of a couple of months’ duration
at a navy yard. It probably went into the Puget Sound Naval Ship-
yard, I would presume in this instance, since the ship was built up
1n that part of the country, and the normal experience is that the large
majority if not all of these deficiencies are corrected before the ship
finally joins the fleet as an operating unit.

Chariman Proxmire. They are accepted, are they not? Was this an
accepted ship? It had been accepted when Admiral Bulkeley made this
inspection, As a matter of fact, these were accepted ?

Admiral SoNENSHEIN. Yes, sir.

Chairman Proxmire. Why does the Navy accept ships like this?

Admiral SonexsHEIN. There are a series of considerations that
operate. One is that the erew had been assembled. That has to start
months ahead of time, as you can imagine. In fact, the pipeline may
be getting filled a year ahead of time and the crew arrives and is
readied to take the ship out and it is not economical to tie them up.
That is one consideration.

Another consideration is that many of the deficiencies or some
deficiencies frequently require additional design, correction, and per-
haps for which the time

Chairman Proxaire. Let me interrupt. I can understand a lot of
this where you have safety involved, and I agree it may not be eco-
nomical to tie the ship up, but you certainly do not want to have lives
at stake in the way that Admiral Bulkeley describes this. This could
result in not only injury of personnel but conceivably in their death.

Admiral SonexsueIN. And these, of course, get first attention, and
normally, they are corrected as soon as they are uncovered. Frequently
such things cannot be seen on delivery or before delivery because the
ship is cluttered up with yard installation facilities, such as welding
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leads and other construction facilities. It is not until the ship gets out
and starts to operate with its own ship’s company that many of these
features come to light, and that is what comes out in the final contract
trial.

Chairman Proxaure. The kinds of difficulties that I have just read
which were described by Admiral Bulkeley, it seems to me only a
fairly casual limited inspection of a few hours would disclose this
kind of difficulty, would it not ?

Admiral SonexsuEIN. In many cases, yes. But frequently they are
not discernible during the construction period. Of course, our people
are not perfect; I do not mean to say the inspectors we have and the
supervisors of shipbuilding are perfect. They are under pressure to
get this ship out. The crew is awaiting its acceptance. There are maybe
other considerations that make it important to get the ship into an
operational status.

Another factor that may mitigate against the correction of an item
is availability of material that has to be ordered.

Chairman Proxarire. Will Lockheed be charged with the cost of
correcting these?

Admiral SoxexsuriN. Normally there is provision for so-called
holdback.

Chairman Proxarmre. Was there in this case with respect to the
Shreveport?

Admiral SoxensuEin. Normally if the deficiency is shown to be
contractor responsible there is a guarantee period in the contract for
6 months after delivery.

Chairman Proxyire. Was that true in this particular case?

Admiral SonensurN. Every contract has that and if a deficiency
is found to be his responsibility then that would be the subject of
reduced cost change.

Chairman Proxmire. In the case of this particular ship it was in-
spected by Admiral Bulkeley, was Lockheed held responsible and were
they required to pay forit?

Admiral SonensuEerx. I would have to provide that for the record.

Chairman Proxame. Will you also provide for the record whether
or not that was part of their additional claim ?

Admiral Sovexsuremv. I will dothat too, sir.

Chairman Proxyire. It seems to me as a matter of commonsense
that where you have a contract that a deficiency of this kind should
have no part in the claim.

Admiral SonensHeIN. That is right.

(The following was subsequently supplied for the record :)

Lockheed has heen held responsible for the deficiencies of the LPD’s including
the USS SHREVEPORT (LPD-12) for which six Field Change Orders have
been issued for reduced costs. These reduced cost change orders are presently
under negotiation by the Supervisor of Shipbuilding Thirteen with Lockheed.

To the extent evaluated to date, the adjusted claims against contracts (LPD’s)
are not direttly related to these deficiencies.

Chairman Proxmire. But I would like to have that documented
whether it is or not.

Admiral SonxtxsaerNn. When Admiral Bulkeley makes an inspec-
tion he is not acting as a contracting officer or does not have contract-
ing authority. He lists the deficiencies as he or his team observes them.
Thereafter a determination has to be made by the program manager
in the Naval Ships Systems Command as to who the responsible party
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is—is it Government responsibility or is the contractor responsible.
The contractor responsigility items are normally corrected to the
extent of some 90 percent before delivery. Some Government responsi-
bility items will be held back for various considerations such as the
kinds I described for accomplishment even after delivery of the ship
to the fleet.

Chairman Proxsire. In this particular case what action was taken
against the inspector who certified this ship before it was accepted ?

Admiral Sonensurin. There was no single inspector. There were
probably dozens and dozens of inspectors.

Chairman Proxaire. Is there any supervisor ?

Admiral SonensHEIN. The supervisor of shipbuilding.

Chairman Proxare. Is not someone responsible? It seems to me
if you do not have some kind of action taken there is little incentive
for preventing this kind of disgraceful situation in the future.

Admiral Sonensueiy. Well, Mr. Chairman, I would like to take
issue with your phrase “disgraceful situation.” I do not want to read
between Admiral Bulkeley’s words or other than what he has said on
paper but——

Chairman Proxmire. Maybe I should use the word “outrageous”
instead of disgraceful.

Admiral SonexsueiN. I think this ship is probably—if you and
I were to go visit this ship now or shortly after it joined the fleet we
would find it to be a fine ship. I think he was making a very strong
point to us there and I did in fact, as I recall, communicate with the
supervisor of shipbuilding at Seattle on this ship subsequent to receiv-
ing this report, and I urged him and directed him that on the next
ships that were coming out to insure a higher state of completion
upon delivery.

Chairman Proxmire. Let me read one part of this report and 1
will be with Mr. Rule in a minute and get back on the main issue we
were discussing. This is such a striking example, however, it seemed
to me I did want to see what I could do to get to the bottom of it.

What I did not read was this observation by Admiral Bulkeley.

This ship could not attain the full power RPM’s of PAT without exceeding
the boiler fuel oil pressure limitations. Review of the PAT data indicates a
specially instrumented burner was used which is not normally available. The
lagging of the steam systems of this ship is incomplete and inadequate. In this
area, it is the worst new construction ship I have seen in the last 2 years.
There are many, many steam lines, flanges, valves, regulators, strainers, et cetera
missing lagging and this is on 600 p.s.i. 150 p.si, and HP drain lines. My
inspectors measured the surface temperature on the SSTG and HP turbine
casings, and it’s hot enough to burn the unwary. I feel correcting some of this
lagging should be urgently undertaken before the midshipmen cruise to keep
them from getting burned.

(The entire report was subsequently supplied for the record:)

BULKELEY REPORT .
JUNE 4, 1971

Rear Adm. NATHAN SONENSHEIN, USN,
Commander, Naval Ship Systems Command,
Navy Departiment,
Washington, D.C.

Dear SoxNY: The Board conducted the Final Contract Trials of the USS
Shreveport (LPD-12) during the week of 24 May this year.

You will recall that the Washington Board conducted trials on the first of
this class Juneeau (LPD-10) out of Lockheed’s yard in Seattle on 20 June
19G9.
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Much of what was said at that time still applies and I cannot see much
improvement.

This ship from the significant deficiencies left over from the Acceptance Trial
and further from lack of preservative painting, let alone finish painting on the
hull and mast, would lead me to the impression that the ship should not have
been accepted in the first place until properly preserved and painted.

Already rust is breaking out on the hull and catwalks and I understand that

the crew has painted a good deal of it. There is evidence throughout the ship
that painting was done over rust and there are areas where I could find no
preservative or surface preparation for painting such as zine chromate or red
lead.
In the mast structure many of the fastenings to the mast are simply not painted
and are rusting. Structural sheet metal work was not finished. Further, there
are bi-metallic fittings that could and do lead to rapid deterioration of the fittings
and fastenings. Even on the air search radar foundations the wrong kind of
metal washers were used and the rigid coaxial cable was rubbing metal-to-
metal against an incomplete supporting hanger.

1 stress the lack of proper painting and preservation simply because of the
amount of workload imposed on the ship already in repainting and represerving,
plus the cost in terms of time, manpower and money to the ship. Sailors should
not have to do contractor work.

One of the first things that hits the eye is the large amount of crude welding
efforts on decks and vertical bulkheads. None of which have been ground down
and still sear the appearance of this ship. However, I do not believe that any of
them effect the structural strength of the ship. You will recall (and I am en-
closing it for you), my letter on the first ship out of this yard of this class, that
I mentioned that the welding was poor. I also mentioned this to the Quality
Control Officer of the yard who told me at that time that he could do nothing
about it although he had tried and agreed with me. I again pointed it out to
him at the critique, but this time his attitude was quite different since he
apparently was on the management team’s side.

This ship had the largest number of safety deficiencies that I have seen in a
very long time and most of them if not all must be corrected forthwith before
men are hurt.

One of the worst but not most dangerous, that I have seen is the fibre glass
hand rails in the mast structure. Already, two are broken and there are repairs
to other parts that I would not trust and no sailor should either. These rails
should be made strong, rigid, and rugged and inspire confidence to the men who
work aloft on electronics, from time to time, that it is safe to depend on them.
I would not. Further, the ladder to the top mast was loose and I wouldn’t go any
further aloft—it is also insufficiently braced. Several of the small platforms
within the mast structure that provide maintenance access to radio transmitter
antennas do not have hand rails installed at all. The catwalk to certain ECN
antennas stops about 5 to 7 feet short of the antennas with no provision for gain-
ing access to these antennas (photos enclosed).

This entire mast structure needs a thorough preservation even to taking down
to bare metal and then preserved and painted. It was poorly done if at all.

The ship has made the recommendation also that the same be done to the hull
at the post shakedown availability and I concur for the preservation of the ship
to start her life with the fleet correctly without being a burden and expense to the
ship’s force.

Tn the engineering spaces I was struck by the inaccessibility of a goodly part
of the auxiliaries and other pieces of machinery that will be most difficult to main-
tain let alone open and inspect. This is very wrong and a little effort could have
prevented much of this at the beginning. I have mentioned this before.

The safety deficiencies are listed later in this letter but are of such magnitude
that men could be hurt, such as inoperative overspeed trips on generators, as
well as ammo hoists ripping open shell containers (powder cans).

The engine rooms are hot. The lagging of the steam system is incomnlete and
some are inadequate. As a result there is a significant amount of radiated heat
from missing laggings pads on flanges. valves. and other fittings as well as the
poor laggzing on the turbines. At this time there were not many steam leaks that
would add to the already high ambient temperatures. The engine room tempera-
tures approach the personnel heat tolerance limits prescribed by BUMED. It is
not right to ask sailors to do work in spaces when much can he done to make it
annre comfortable for them by properly finishing the ship as it should have been

one,. .
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Further, there are several areas in this engine room that men stand watch
where the noise level is of such magnitude that damage to their ears may result.

In the steering engine room the noise where men must stand watch was about
102 decibels and of such order that by BUMED standards if men wore “ear muffs”
the maximum they could stand watch there would be about 114 hours without
impairing their hearing. I consider that this deficiency must be corrected forth-
with before we damage our sailors’ hearing.

There was no effective sanitation of the food preparation utensils or for that
matter of the dishes and silverware. All dishwashers had their gauges out of
calibration and the sinks for washing the food preparation utensils had no re-
mote working gauges plus the heating of the sanitizing water by steam. This
ship could have an epidemic. It does not now meet minimum health standards
and must be fixed. *

Also in this area of health and livability I ran across a new one for the first
time. It appears that a number of the scuttlebutt drains are tied into either
the urinal vent lines or sanitary drains. Of course the drains have the standard
plumber’s trap and work fine so long as the ship is stationary and not rolling.
But in a seaway and at night when the scuttlebutts are not used much the
water rolls out of the traps. The result when one takes a drink on getting
up in the morning is simply electrifying. I might add that where the scuttlebutt
is in a living compartment such as the chiefs’ quarters the odors are appalling
during the night and early morning at sea. This should be corrected forthwith.
I would even recommend that it be corrected before the Midshipmen cruise.
They might well get a wrong impression of habitability. .

I think that it is about time that we get some decent gripes on the Lifeboat
(LWE). I understand that three have been lost already. Whether they were
swung in and properly secured at the time of the loss I do not know—but right
now if the boat is swung in, the present gripes will work loose in a seaway and
the boat could be lost. This is something that we can save some money on for
the fleet.

There is a very large number of Acceptance Trial items that are carried over,
have not been done, or couldn’t be done for one reason or another,

This is all fine and dandy but if we had a complete ship and ready for un-
restricted services at the time of the Acceptance Trials and one in which we
had proper accessibility to machinery units for maintenance we would have
not had the large number of items from starred to Part I deficiencies to be cor-
rected later in the life of the ship to say nothing of safety, maintainability and
operating efficiency.

I am well aware that many will never be corrected, also many will be deferred
to some point later in the life of the ship. This only makes more work and cost
for the Navy in the post shakedown availability and in many cases we can-
not finance it and the ship is never a completed ship, one that is livable,
comfortable and capable of fully carrying out her mission with safety.

If such work is given to ship’s force, or at the card conference is set aside or
‘not authorized’ we are again short-changing the Navy. If ship’s force is required
to complete the ship then the training and operations of the ship and crew to
say nothing of the maintenance of the ship will surely suffer. There is a
significant lot to be accomplished yet in this ship and I have barely outlined some
of the significant problems.

One other item that struck me and will serve as an example. The Commanding
Officer of the Troops embarked has a rank of colonel. His stateroom is austere and
according to specifications and has standard ‘navy furniture’, much like the furni-
ture that was put in the LCC, MT WHITNEY.

The decor of the Commanding Officer’s cabin and flag officer’s cabin (and
which are equal in appearance and well done) are in marked contrast to the
Marine Colonel’s stateroom. It would appear that someone forgot the Marines,
or that there is ‘discrimination’ which of course it isn’t. But if we talk about
a Navy-Marine Corps team we ought to do a lot for the accommodations for the
Marine officers and especially for the Colonel and at least as much as we do for
our naval officers.

As I have said previously the decor of the USS BLUE RIDGE was in sharp
contrast to the MT WHITNEY and we might profit from the comparison. Al-
ready one type commander has commented on this subject which you are aware
of. :
One problem that has been plaguing 'the fleet for years and which I have not
been able to accomplish much on is a proper and designated sodium hypochlorite
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stowage area or space. It is a very dangerous chemical and as long as we have to
have it aboard our ships a proper stowage should be designated. I urge this.

Perhaps I have saved the worst for last—the ship did not make full power even
though steamed in overload condition with standard sprayer plates, and the
boilers were “flat cut”.

There were many deficiencies in the electronics of mission degrading type.
Further, my old ‘friend’ the 40 Alpha radar ‘despite 4 tuning for performance by
the Sperry 'technical representative left much to be desired. Further, he did not
check the wave guide and see the deficiency there that is not only a poor instal-
lation but will surely fail in the near future and cause another ‘Casrept’.

‘Most of the transceivers were below performance standard and are mission
degrading. Full details of ‘the electronic suite are covered later in this letter.
I was very disappointed in the electronic area, and thisis a simple installation.

In the weapons area which after all is not the ‘main battery’ of this class of
ship, I was appalled at the number of significant safety deficiencies, as well as
lack of rudimentary maintenance. This could cause most serious damage to
the ship (explosion), as well as casualties to the crew if not corrected. They
must be corrected forthwith.

Most of magazine sprinkling systems for 3’//50 ammo could not be sprin-
kied. This must be fixed. Details later in this letter.

I did not,see anything significant in the personnel manning the ship. In one
case a man who was qualified for the 'SPS—40 air search radar was working on
the 40 Alpha radar which has significant differences in some areas and which he
did not know about. It is not fair to have men not trained on their equipment
and then expect them to give a piece of equipment the care and maintenance let
alone he responsible for the performance when they do not know their equipment.

Tn the area of effective preventive maintenance the ship was clean, the overall
painting condition was poor as has already been mentioned. There were no
cockroaches.

In the gunnery department the material condition was poor and effective
maintenance was almost zero. The same applied to the magazines including the
cargo magazines.

I would attribute this condition to the fact that effective maintenance was not
started promptly at the acceptance of this ship by the Navy and 'the routine
maintenance as required by 'the PMS program was not immediately put into
effect. The documentation appeared to be good.

The forward 3’’/50 dredger hoist manufactured by Sunstrand Corporation, is
unreliable and represents an extreme safety hazard to both ship and personnel.
Because of internal misalignment, this hoist jams the projectile cams between the
rotating hoist and the fixed edge of the hoist in the upper ready service room.
When the cams are jammed in this position, they are bent almost double, rup-
tured and the enclosed projectile and powder case is severely damaged. This
damage might well result in spilling powder down the hoist and/or the ex-
plosion of the round in the ready service room. To date. six rounds have been
damage might well result in spilling powder down the hoist and/or the ex-
attributed to the stability of our ordnance. The condition of the 3’ guns in
SHREVEPORT is very poor and is attributable to an almost total lack of
preventive maintenance by ship’s force personnel. All unpainted metal surfaces
are rusty, illumination is out in many dials, small parts such as sight covers
are missing, train limit steps are rusted solid and evidence of lubrication
is minimal. In several places, masking tape was found covering weak
fittings. Presumably, this tape has been in place since commissioning. The
condition of the fire control system is marginal. The GFCS MK56 does not cor-
rectly compute gun orders and gun elevation order transmission results in
oscillation of the mounts. The system was unable to acquire and track targets
as close as 12.000 yards. The magazine sprinkling system was totally unsatis-
factory. The ship did not possess the basic equipment to test the PRP valves
and the lack of familiarity with the systems displayed by ships’ personnel in-
dicated that the required monthly tests were seldom. if ever. conducted. The
3’* magazines, though loaded with ordnance, had no automatic sprinkling protec-
tion because numerous control valves that should have been locked open were
closed. The forward loading room could not even be sprinkled manually because
the make-shift operating handle provided by the contractor was frozen. Nu-
merous PRP valves in the cargo magazines failed to function under tests as did
several control valves. The state of preservation in the magazines was totally
nnsatisfactory. Approximately 309, of the lights were burned out and one maga-
zine was completely dark. About 709 of the portable battle lanterns were miss-
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ing from the ordnance spaces. There was excessive rust. dirt, loose gear and cor-
rosion in all magazines. In the small arms magazine there was three inches of
water standing in the web of one frame. In spaces other than magazines the
extraneous gear present ranged from a set of weights in the power amplidyne
room to a pinup picture of obvious charm blocking the ventilation in the MK63
control room.

Mission degrading items are:

(¢) UHF communications are unsatisfactory due to inoperative or below
standard equipments.

(b) Test equipment calibration and stowage are inadequate.

(¢) Active ECM does not meet standards.

(@) Passive ECM omnidirectional antennas are inaccessible and Band 9 of the
WLM-I is inoperative.

(e) SPS—40A output is substandard and Coax is in danger of mechanical
failure.

(f) IFF was not operationally demonstrated.

Further details by department :

NAVIGATION

The ship’s whistle required an excessive amount of force applied to the me-
chanical operating lever for operation. There was no electrical method provided
to operate the whistle. The boat compasses were not adjusted, nor were they
provided with illumination for night piloting. The visual communications center
crew shelter is heated by two electric heaters that look somewhat like bulkhead
mounted waffle irons. There are no protective devices to shield the surfaces of the
heaters from personnel. Temperatures in excess of 165° F were recorded with the
heaters in use. As such this heating arrangement is a definite burn hazard to
personnel.

OPERATIONS

The UHF communications equipment was found to be in urisatisfactory condi-
tion. Of 14 transceivers, AN/SRC-20’s and 21’s, 8 were inoperative and the
remainder were all operating below standard. The ship was not in possession of
the latest alignment techniques which I understand are considered a major im-
provement. I mention the latter because thorough distribution of this technique
apparently has not occurred since this problem has arisen several times in recent
inspections and trials.

Active BICM has not yet passed its tests in accordance with system performance
standards in one mode. This mode had to be operated at reduced output power in
order that the equipment not overload. In this reduced output condition, it was
considered to have passed the test. Needless to say, this performance below speci-
fied levels, is not acceptable.

Once again in Passive ECM, band 9 of the AN/WLR-1 was inoperative. This
critical band, which is the hardest to keep operable and within specifications,
has been a problem on-trials and inspections rather consistently.

The Air Search Radar, AN/SPS-40A, equipment was in excellent condition
except for the transmitter. This is a direct reflection of the fact the ship’s tech-
nician is school trained for SPS—40 rather than SPS—40A. The transmitter, despite
recent Sperry assistance, was up to standards on only one channel.

AVIATION

Deficiencies exist in such areas as communications, clearance obstructions and
visnal landing aids which preclude certification of the aviation facility in accord-
ance with current directives.

One of the JP-5 storage tanks needs cleaning, surface preparation and repaint-
ing where rust has broken through on the bottom plates. The JP-5 storage tanks
have heen used for salt water hallast. The coating in the JP-5 service tank that
wag inspected is in excellent condition.

DECK

Tow level red illumination is inadequate for night UNREPs. Illumination of
the hoat deck. B & A areas, main deck working area. and the 26’ MWB is inade-
quate for night boat operations and night cargo handling operations.
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Boat handling is a dangerous time/man-hour consuming operation, personnel
must handle boat steadying lines while transiting from 01 level to main deck to
keep the boat headed forward between the crane and hole hanger. The boat bow
nust pass under the completely topped up boom. Consider operations above sea
state 2 will be extremely hazardous. -

There are no extended mono-rails or outriggers for handling cargo over the
side from the side-ports.

MAIN PROPULSION

This ship could not attain the full power RPM’s of PAT without exceeding the
boiler fuel oil pressure limitations. Review of the PAT data indicates a specially
instrumented burner was used which is not normally available. The lagging of the
steam systems of this ship is incomplete and inadequate. In this area, it is the
worst new construction ship I have seen in the last two years. There are many,
many steam lines, langes, valves, regulators, strainers, et cetera missing lagging
and this is on 600 psi, 150 psi and HP drain lines. My inspectors measured
the surface temperature on the SSTG and HP turbine casings, and its hot enough
to burn the unwary. I feel correcting some of this lagging should be urgently
undertaken before the midshipmen cruise to keep them from getting burned.

In addition to the lagging deficiencies being personnel hazards, the radiated
heat is contributing to the high temperatures in these spaces. Also, the ventilation
is deficient and the net result is the ambient temperatures approach the personnel
heat tolerance limits prescribed by BUMED. When some steam leaks develop,
these places will be really hot.

The L.0. flange shields throughout the engine rooms are mostly missing or of
the homemade variety, which do not conform with NAVSHIPS requirements. The
1.0. strainer enclosure is not adequate—a large metal box encloses the strainers
but is not effective since they must be dismantled partially to shift strainers. The
requirements for adequate strainer shielding is not available to the operating
force personnel. ‘

The main L.O. system is not reliable. Both electric pump controls malfunction
and steam pump Leslie regulators and governors do not control automatically.
The IB SSTG I.0. system is very dirty with a very fine grit contamination
throughout. It is reported that the contractor sand blasted with the vent set
running which may be the source of the contaminant.

There were more than the usual number of safety deficiencies including two
starred PAT items.

In an era of “dry bilge” ships and with the current emphasis on preventing oil
pollution, the installed waste collecting system is inadequate. It is a combined
salty water and oily waste collection system, yet not all the continual contributors
to oil in the bilges are connected ; for example, the L.O. strainer drip pans, and
L..0. pump gland leakoff. The salt water drains which are connected, overtax the
capacity of the waste tank provided.

BOILERS

Steam requirements during the attempted 1009 full power trial caused the
boilers to operate at loads in excess of 1199, Full power and overload sprayer
plates are improperly aimed to restrict the flow of oil to within proper limits.
At the same time superheat on #1 boiler was excessively low (810° T vs required
840° F minimum).

Numerous examples of incomplete drain system piping exist and several con-
stitute serious burn hazards. .
AUXILIARIES

It has come to the Board’s atfention that most installed pressure gauge and
thermometer original calibration dates are long hefore the ship’s delivery date.
Tn many cases, these guages are due for a re-calibration practically as soon as
the crew moves on board.

DAMAGE CONTROL

There are several serious deficiencies with the damage control installation
that should be corrected forthwith. The remote contro! docks for the installed
foam system for HMR #2 fail to operate the proportioner thereby providing
no foam coverage to the upper and lower levels. The No. 3 HCFF station is un-
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reliable in operation and the proportioner is extremely noisy. A serious problem
which could develop is related to the inaccessibility of the installed equipment
at all four HCFF stations. This could seriously hinder the performance of pre-
ventive maintenance.

’ SUPPLY

One safety item carried over from the Acceptance Trial should have been
completed by this time. It is simple to correct the problem of exposed electrical
wiring under galley ranges and the alternative to not correcting this deficiency
could very well be an electrical shock death.

MEDICAL

The noise levels measured throughout engineering spaces is significantly in
excess of the tolerable limits for working environments as prescribed by both
Specifications for Construction of Naval Vessels and the standards imposed by
the Navy’s hearing conservation program. For example, readings taken in the
after steering space revealed 102 Db on the A scale which limits a watchs danger
to 1% hours in this space even with ear protection plugs. Such working condi-
tions are not only injurious to personnel by permmanently damaging their hearing
but materially reduce their efficiency as well. .

HABITABILITY

The armory is inadequate for the secure stowage of small arms and ammuni-
tion. Advanced storage racks and cabinets are required for staff M-1 rifles and
Marine pistols. Under present configuration any weapon could be easily obtained
within a five-minute period.

All of the brig doors can be opened on the exterior side by an ordinary screw-
driver while the electrical door locks are in a locked position. .

‘Stowage space for troop sea bags, packs and locker boxes is considered in-
adequate. Sea bags and locker box stowage should be provided at one end of
the lower vehicle area, and a full pack should be brought on board and checked
against the provided stowage space in the berthing area.

PMS COMMENTS

The PMS software installation is essentially complete with the exceptions
noted in the Commanding Officer’s ltr ser 161-71 of 14 March 1971. However,
the lack of coverage for the crash and salvage crane, fresh water pumps, seal
ballast hydraulic control stations, HF receivers, the facsimile transceiver and
the IFF equipment is significant and coverage should be provided immediately.

The most significant problem moted, which will seriously degrade the ability
of the ship’s personnel in the performance of preventive maintenance, is the in-
accessibility of numerous equipments. This is especially true for main ma-
chinery requirements, electronic equipment for the four high capacity fog
foam stations.

ENVIRONMENTAL POLLUTION CONTROL

The SHREVEPORT has no equipments or integrated systems to prevent the
discharge of raw untreated sewage, garbage, refuse or petroleum products into
rivers, harbors, bays, or coastal waters.

SHIP'S VEHICLES

The ship’s vehicles are not covered under the Planned Maintenance Sys-
tem. There is no comprehensive maintenance program to ensure that the vehicles
will be properly maintained for operating economy or more importantly for safe
use on the highway.

T regret again very much indeed to have to paint such a grim picture in some
areas. Howerver, it points out to me certainly that if we had a completed ship
ready for unrestricted service it would be cheaper in the long run for the
life of the ship. comfort of the crew. and readiness for war, as well as a safe,
reliable, and a maintainable ship. It appears now that without effort, time
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and money we cannot obtain these attributes in this ship especially when de-
ployment of the ship for a Midshipmen’s Cruise is almost here.

Warmest regards.

Sincerely,
JoEN D. BULKELEY,
Rear Admiral, U.S. Navy.
Admiral SoxexsuEeix. I think it would be important to provide to
you for the record the actions that were taken on each of those items.
They were carvefully analyzed and I would like to make that report
to you.

Chairman Proxarire. I would appreciate it.

(The following was subsequently supplied for the record :)

This ship did satisfactorily make full power during Acceptance and Final
Contract Trials and met the specification requirements. Investigation.of the
indicated problem of excessive fuel oil pressure developed the fact that the fuel
oil pressure used during full power trials was correct and that the pressure speci-
fied in the technical manual was incorrect (low). The technical manual is being
corrected.

The special instrumentation installed during Acceptance Trials consisted
only of pressure gages that were used to monitor fuel oil pressures. This was
done to determine the pressure drop in the system between the pumps and the
burners and validate the system design. These gages are normally not used
but when used could in no way alter the characteristics of the burners. Other
than the gages, the burners and sprayer plates used during Acceptance Trials
were the same as those to be used during normal ship operations.

In regard to lagging (insulation) ; the Philadelphia Naval Shipyard has been
instructed to survey the machinery spaces, during the Post Shakedown Avail-
ability and to correct insulation deficiencies where found. The cost to correct
conditions that are not in accordance with the contract specification requirements
will be presented to the contractor as a reduced cost contract change.

Admiral Soxexsuein. I would like to make another point on this
general subject which had been a major concern of ours and on which
we have expended considerable effort throughout the Ship Systems
Command and the supervisors’ offices. I think I can tell you that
there has been an improvement in the quality of the ships delivered
upon completion.

Chairman Proxare. This was only 3 months ago.

Admiral Soxexsurin. I know. But we have letters from Admiral
Bulkeley that praised the ships, not necessarily the LPD’s but we
have ones that extolled the conditions of the ships that have been
delivered and this had been brought about in part by his prodding
us as he has here, and it is his duty to do so. We have extended more
efforts than I would want to undertake to describe here. Many actions
have been initiated to get better products upon delivery. For example,
a recent survey I made indicates that upon delivery over 90 percent
of contract deficient items that were uncovered in the inspection before
delivery are in fact corrected. That is a pretty darn good score, I
think, when you consider the complexity of the project and the extent
of }t‘;}_le work done on the many systems and subsystems contained in
a ship.

Chairman Proxyire. Mr. Rule, in your May testimony you said that
it was wrong for the commander of the Naval Ship Systems Com-
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mand—that is, Admiral Sonenshein, and I quote, “To personally inject
himself into and negotiate these settlements himself.”

Could you expand on why you believe it is improper and what the
proper behavior should be?

CoxTracror Liamrtep Liapmuiry

Mr. RuLe. Yes, sir. May I first say something about what you were
just talking with the Admiral ?

Chairman ProxMire. Yes.

Mr. Rurk. One of the questions that I did not read but a question
we ask when we get these claims is: Does the Navy have any counter-
claim against the contractor? You rarely see that.

Sometimes, when you do—correct me, Admiral, I think I am right—
in the 1052 at Avondale, we had a $1.6 million limitation of Tiability
by the contractor.

Admiral SoNENsHEIN. Yes.

Mr. Roce. I think T am also correct that they had about $7 or $8
million worth of things we had to correct and pay for; is that not
right? :

gAdmiral SoneNsHEIN. Those numbers are about right, I think.

Chairman Proxmire. Let me see if I understand what you are say-
ing, Mr. Rule.

You say there was a $1.6 million limitation on the liability of the
contractor to the Government?

Mr. Rore. That is right.

Chairman Proxmire. No matter what is wrong with the ship, there
is the $1.6 million, or how big the program is, there was $1.6 million
limitation ?

Mr. Ruce. Inthat particular contract.

Admiral SonensHEIN. I think that number is essentially correct.

What Mr. Rule is alluding to is that in almost every one of our
contracts there is a warranty, extending 6 months after delivery.
There is generally also a dollar limitation of liability that he would
be subject to.

Chairman Proxmire. That doesn’t make any sense, it seems to me,
to have this kind of situation where the liability should be much
bigger than that.

Mr. Ruie. That is the point I want to bring out. These contractors
are sitting there with a claims-minded group, looking at every draw-
ing to make a claim against us, and why don’t we do the same thing
on the items of deficiency ?

Admiral SonensueIN. T wanted to say, the reason or logic for not
having a higher limit of liability is that if we did have such, the con-
tractors at the beginning of the contract would probably seek insur-
ance to cover that liability. That would be an increased cost to the
Government.

Chairman Proxmire. Regardless of how they do it, the prospect of
Government claims is an incentive for doing an adequate job, 1t is an
incentive for making sure when they deliver a ship the ship meets the
specifications required.
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If they have a $1.6 million limitation here, a relatively small pro-
portion of what they should be liable for under the circumstances I
have described in this instance, it seems to me their incentive for crack-
ing down and making sure that that ship meets specifications are
greatly reduced.

Admiral SoxexsaEIN. Iwould agree with that; yes, sir.

Chairman Proxarre. Of course, if they have to seek insurance, it
is up to the insurance company to make sure that they are covered.
They won’t sell them more than one policy, if their performance isn’t
good ; it that right ¢

Admiral SonexsHEIN. Yes. I would say this, that our general prac-
tice—I am not talking of a particular shipbuilder—our general expe-
rience has been that the 2 percent we use for the shipbuilding con-
tracts is generally adequate to cover such deficiencies.

Now, in some instances, as has been described here, that limit has
been exceeded, but as a general historical experience that has proven
adequate.

Chairman Proxyire. Well, maybe as a general historical experi-
ence. But if it is usually adequate, then I don’t see any reason why
you have to have the limitation.

By eliminating that restriction, it seems to me you provide a clear-
cut understandable incentive for the contractor to be aware and sure
when he delivers on a contract, that he meets the specifications
required.

Mr. Rure. One other point the Admiral mentioned as one of the
reasons we couldn’t take a certain action was because, for example, the
crew would be there and we couldn’t tie the crew up waiting to correct
something. :

" Well, why not keep a record of how much it costs to keep the crew

there and charge the contractor. That is what he would do if the shoe

l\;v_as on the other foot. He would charge us every nickel that we held
im up.

Chairman Proxmire. I am glad you raised that point, it hadn’t
occurred to me.

Why isn’t that logical ?

Admiral SonenseEIN. Again, in the original contract price the
contractor would protect himself against such a contingency and we
would be subject to higher prices in the initial negotiations of
contracts.

Chairman Proxmire. You are subject to a very difficult choice.
You have the choice of either spending the money on a crew that is
idle or having the crew go on an unsafe, inadequate ship. And, again,
you have an incentive, a discipline on the contractor to make sure the
ship is delivered on time.

Admiral SoxexseEIN. If we were willing to accept the increased
initial cost with which he would want to protect himself.

I want to emphasize again that these ships are not a pile of junk,
as implied here. These are really fine ships. ’

I had an occasion once to go aboard a ship that had an inspection
report of page after page of deficiencies. What comes out of reading
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these is a feeling that it must be a terrible ship. You go aboard the
ship and you are pleasantly surprised at the fine vessel it is. '

Chairman Proxyire. It doesn’t sink.

Admiral Soxexsurein. It is a fact there is no way to weigh deficien-
cies. If you want to describe the fact that a thermometer 1s missing,
it takes four or five lines. If you want to say the main engines are
missing, it takes four or five lines. The enumeration of items can go
on and on.

Admiral Bulkeley will tell you, he didn’t in this case, but generally
speaking he will: “This is a fine ship but it has the following list of
deficiencies.” Some of them may be safety features, some may be in
preservation, some may be in operations, but the general product
delivered is a good product and it has, just like any automobile or
any product you get, some deficiencies.

These are the most complicated projects that man undertakes and
they don’ come out exactly perfect.

Navar INvoLvEMENT IN CLAIM SETTLEMENTS

Chairman Proxare. Let me get to the question. Shall I repeat the
question T asked you?

Mr. Runk. No, sir. T did make that statement that I thought it was
wrong for Admiral Sonenshein to inject himself into the negotiations
and settlement of these claims, and I feel just as strongly and keenly
about that now as I did then.

Admiral Sonenshein is a very wonderful gentleman but I don’t
know what his credentials are as a negotiator.

I think his basic philosophy is wrong here. He tells you in his pre-
pared statement that normally the contracting officer and the negotia-
tor would get in and handle a claim, but.then he goes on: “Large and
complex negotiations such as these bring in the highest corporate level
people.”

Well, so what.

Then he says, “Is it not inappropriate for the Systems Commander
himself to become involved with his counterpart.”

- Well, that is just about as wrong a philosophy, when you are spend-
ing dollars, as you can have.

You have trained people to negotiate, trained contracting officers,
and Admiral Sonenshein does not have the time to get into the details
of the negotiations.

I wrote a book once on the art of negotiation. Let me read you under
the chapter of who should negotiate. I didn’t write this since this
hassle came up ; I wrote this about 10 years ago.

My own observation and experience convince me that the most prevalent
mistake made by both Government and industry is the assumption that position
and authority are synonymous with knowledge and ability to negotiate properly
and effectively. Thus, corporate officers, Cabinet officials, ambassadors, high-
ranking military men, agency heads, ete., who possess both title and authority,
are presumed to be perfectly capable of conducting involved and important
negotiations. This can be a very violent presumption. ’

That is basically the way I feel. And this is, I certainly hope, one
of the lessons we should learn from this case, that a gentleman in
Admiral Sonenshein’s position should hold himself in reserve. He
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should be the court of appeals, and just because corporate presidents
or vice presidents have to get involved, that is their business, but the
one thing that has always bugged me in the Navy is when these corpo-
rate officials—and you can’t blame them for trying to get to the top-
side as fast as they can—they don’t want to be down negotiating with
the negotiator and the contract officer, they don’t like that. So they
try every conceivable possible way to get as high as they can, to an
admiral, to a secretary and, as I say, you can’t blame them for trying.

I blame the people that let them get away with it. They ought not
to be up there. They ought to be told when they go up to their friends,
“Go back now and negotiate with Joe Smault, that is where you belong.
If you have any irresolvable problem, I am hege, but don’t come up and
try to negotiate with me,” it is just a plain mistake.

Chairman Proxarre. Before I ask Admiral Sonenshein to respond,
you have in mind, Mr. Rule, something beyond the fact that it is a
mistake for the top officers to get into something in which they haven’t
been involved or are not experts, bearing in mind also there is the
fact of financial pressure, political clout perhaps involved here?

Mr. Rure. Very definitely.

Chairman Proxarre. Admiral Sonenshein.

Mr. Rore. May 17

Chairman Proxaire. I beg your pardon.

Mr. Rouie. Senator, if you asked me what was wrong, and one of
the things that I like to think I am trying to do, I hope I am not
spinning my wheels down here in this job I have—I have two objec-
tives, and I suppose I will go to my grave without achieving one of
them. One is accountability by people on the producer’s side of the
Navy as distinguished from the user’s side, who make mistakes involv-
ing millions and millions of dollars.

There is no accountability, nothing happens. As you know, if we
run a rowboat aground on the user’s side, there will be a board of
inquiry the next morning to assess responsibility. That doesn’t hap-
pen in the Navy on the producer side, and I don’t suppose it ever will.
But the other point is lessons learned.

T am sorry that we don’t learn more lessons after we make mistakes.

Now, in this particular case, you have to ask yourself, what in the
world happened, what basically happened in the Avondale and Lock-
heed cases, because other cases haven’t run into these problems. We
have settled other claims, but the Avondale, the Lockheed, as the
Admiral said, has been withdrawn from the review group, and they
are going to do some more work on that, but the Avondale cases,
the first claim was filed in January 1969. They took several years.
Here it is the end of September 1971. It came up to the review group,
it was rejected, disapproved, because it couldn’t be substantiated.

And I would also like to say it isn’t entirely accurate to say we
rejected that claim from the basis of more documentation for engi-
neering judgments, as the GAO indicated we should have gotten in
the Todd case.

There are some very fundamental issues in the Avondale case,
fundamental claims theory that we rejected, and it is not enough to
say that you just need more documentation. There are some very,
very important Navy-claimed theories involved in that case. Never-
theless, let’s look at the damned thing.

67-425—72—pt. 5—4
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To me, it is a real debacle what happened in Avondale, and you
have to ask yourself why.

Now, I say two things are the basic cause, and, Admiral, I don’t
mean tg_ Eub it in. One, I think you should not have gotten involved
as you did.

econd, I think, and this is much more important, because I think
it is very, very basic.

This whole claim, in my opinion, has fallen on its face up to the
present time. The Admiral says it is still in negotiation. Let me say
for the record to my friends in Avondale, I don’t give a damn if they
can justify $178.5 million. If they can justify and document it. They
are making statements ground Washington'that I wouldn’t approve an
Avondale claim no matter how much documentation they have. That
just isn’t so. But I don’t mind that heat because I really don’t care,
1f it is $173 million. But they are going to have to justify it.

Now, the basic thing wrong with the Avondale case today is what
I have termed outside, unreasonable outside pressure, Senator Prox-
mire. Unreasonable outside pressure, that has been brought to bear
by the claimant.

I think you know me well enough, when T see something wrong in
our spending of the taxpayers’ money in the Navy or by a contractor,
you know I am going to talk about 1t and try to do something about
1t and make constructive suggestions.

CONGRESSIONAL PRESSURE

Now, I think that I also should point out when I see things wrong
that bear congressional flavor. There is this because of unreasonable
outside pressure in this case. It is a new dimension, Senator. I have
never seen it. I have never seen it in a claim’s case.

Chairman Proxmire. When you say, “unreasonable outside
pressure” :

Mr. Rute. Yes.

Chairman Proxmire. Do you want to be more specific?

Mr. Rure. I would be delighted to.

Chairman Proxmire. To whom are you referring ?

Mr. RuLe. Let me preface what I 'am going to say, though, with
saying that I am fully aware of legitimate inquiries by Senators and
Congressmen. About 2 months ago, I had a call from a man who
identified himself as Senator Proxmire’s administrative assistant, be-
cause I was reviewing a claim from a Milwaukee businessman. He was
very nice and he said, anything you can do to expedite, we certainly
would appreciate.

I said, well, if that is all you want, I will act on it today, and he
said, oh, no, take your time, but anything you can do we will
appreciate.

That claim I rejected, I am sorry. It wasn’t a big one, but I rejected
it. And I never heard——

Chairman Proxmire. We didn’t ask you to accept it; we just asked
you to expedite it.

Mr. Rouce. That is right. That is absolutely right. And I never
heard another word. Those inquiries are perfectly legitimate.

X am going to speak now, if you don’t mind, as Gordon Rule.
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It is my personal opinion and, indeed, conviction that unreasonable
outside pressures were brought to bear in the Avondale claims to such
an extent that it was almost impossible to rely strictly on merit and
objectivity in the handling of these claims.

Let me state very clearly if a claimant can reasonably prove his
claim to the Navy, he will be paid and. it is not necessary to bring
outside, unreasonable outside, pressure to get it paid.

I fully appreciate, Senator Proxmire, that what in my personal
opinion amounts to unreasonable outside pressure may not add up to
that in the minds of other men. It is something that I personally
feel strongly about because I have been working on these things for so
many years. Normally, claims go through without this pressure. When
anything happens outside that normal, you begin to wonder about the
merits of the claim. It is just part of the business. Because a lot of
people will substitute, or try to substitute pressure for merit.

I am, however, entitled to my opinion, and that is that in these
claims the following facts—and these are facts—add up to unreason-
able pressure. This isn’t speculation. These are three facts I am going
to give you.

Fact No. 1: Navy officials have been summoned to the office of Con-
gressman Boggs of Louisiana to discuss the Avondale claims with
the Avondale people in attendance. Present also were Congressman
Hébert and the administrative assistants from Senator Ellender’s and
Senator Long’s offices.

Now, I am not saying, nor inferring, Senator, that such practice is
criminal in nature or violates any law, but I certainly feel as a citi-
zen and taxpayer that to call a meeting in the office of a Member of
Congress with the constituent claimant and Navy officials to discuss
a multimillion-dollar claim, pending claim, is dead wrong and con-
stitutes raw pressure on behalf of the constituent claimant. That is fact
No. 1.

They had the meeting and discussed the claim.

Subsequent to the meeting, it may just be complete irony, the claim
went up, the settlement went up.

Fact No. 2——

Chairman Prox»re. I am sorry, I didn’t quite understand, the
settlement went up, the size of the claim was increased ?

Mr. Rure. We had offered this man, Avondale, a certain amount.
He had refused it. He said, I am going to get congressional assistance
on this. Then they had a meeting in a Congressman’s office with an-
other Congressman there, two A.A’s from the two Senators, the
claimant himself, and the Navy officials. Subsequent to that, the
amount of the claim was settled, for—it went up $1.9 million.

Fact No. 2: The claimant and Mr. Boggs set up a meeting with the
contracting officer in charge of the Avondale claims in Mr. Pack-
ard’s office to discuss the settlement of these claims while they were
pending. o )

Again, it is my personal opinion that such tactics to settle a con-
stituent’s claims are improper and add up to unreasonable pressure.
Clearly, Mr. Packard should not be subjected to such demands on his
time.

Fact No. 3: I show you a letter, Senator, dated December 1, 1970,
to the Secretary of the Navy, Chafee, regarding the Avondale claim.
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You will note this letter is signed by Senator Ellender, Senator
Long, Congressman Hébert, and Congressman Boggs.

Insofar as the Department of Defense in general, and the Navy in
particular, are concerned, these four gentlemen from Louisiana consti-
tute the most powerful single congressional delegation and, in my
opinion, any letter signed by all four of them which relates to a claim
by a constituent adds up to rather clear and, I suggest, calculated
pressure which I consider unreasonable and unnecessary.

Those are three facts, they are in existence, nobody denies that those
things took place.

Chairman Proxatre. Without objection, this letter will be printed
in the record at this point.

(The letter referred to follows:)

CoNerRESS oF THE UNITED STATES,
HoUSE oF REPRESENTATIVES,
Washington, D.C., December 1, 1970.
Hon. Jor~ H. CHAFEE,
Sceretary of the Navy,
The Pentagon, Washington, D.C.

DEeAR MR. SECRETARY: We are enclosing a copy of a self-explanatory letter
jointly directed to us by Mr, William J. Boyle, Jr., President of Delta Marine
Contractors, Inc. of New Orleans, Louisiana. As you will note, Mr. Boyle has
contacted us about the 27 Destroyer Escort Program contracts awarded to Avon-
dale Shipyards, Inc. and sub-let to his firm.

Delta Marine has offered considerable evidence in support of its position in
this matter and the hardship created for the contractor and sub-contractor as a
result of various delays. We would hope these claims could be promptly adjudi-
cated and will appreciate your Department’'s every consideration toward that
end. Please let us have a full report after you have had an opportunity to look
into the situation.

With appreciation and kind personal regards, we are

Sincerely,
ALLEN J. ELLENDER.

RUSSELL B. LoxNG.
F. EpwARDp HEBERT.
HALE Bogas.

[Enclosures.] *

Mr. Ruce. Right. As I say, men can come to different conclusions on
it. I come to the conclusion 1t is outside unreasonable pressure, and I
think that is one of the basic things that has gotten Avondale in
trouble.

There have been dozens and dozens of phone calls from the offices of
those four gentleman to the Secretary and people in the Navy. I can’t
document them. They know how many they made. The thing was al-
ways in the atmosphere of very intense congressional pressure. It is
a new dimension, Senator; I think it is wrong. I would hope you
would agree and I would hope specifically that Congressional Rules
of Conduct should prohibit the kind of actions I have described that
took place in these Avondale claims. I hope you will be able to do
something about it.

Chairman Proxamre. Well, I appreciate that suggestion. You are
giving me quite an order. You are talking about the chairman of the
Appropriations Committee of the Senate, the chairman of the TFi-
nance Committee in the Senate, and the chairman of the Armed Serv-
ices Committee in the House, and the majority leader in the House.

1 Not supplied for the record.



As you say, this is by far the most powerful delegation.

Mr. Ruce. This is quite a letter. Would you think, if you got that
letter, if you were Secretary of the Navy, that that was a little lean-
ing on you?

Chairman Proxaure. Well, T think I would understand what these
gentlemen wanted and, as you say, they have considerable power.

Mr. Rure. Senator, I want to say this. I really don’t want you to
think T am a Boy Scout about this. Tf these people want to call up all
over Washington to get a constituent a job, that is one thing. If they
wanted to go all out to get a river and harbor project for their State
or their county, I don’t care. But we are talking about claims, unilat-
eral claims filed by constituents.

Now, I know that Avondale is the largest single employer in the
State of Louisiana and I don’t blame these people for being interested.
But I say, when multimillion-dollar claims of the taxpayers’ money
are pending it is wrong to go about it the way they went about it, and
in my personal opinion it is really unreasonable outside pressure.

Chairman Proxare. Let me just clarify this. You did give one fact
there, that following this action there was an increase in the claim of
$1.9 million.

Mr. Rute. Yes, sir; and I can’t say that that came about in’that
meeting. I am only saying what the record shows.

Chairman Prox»ire. Let me read the letter. It is very short. I think,
in fairness, I should read it.

We are enclosing a copy of a self-explanatory letter jointly directed to us by
Mr. William Boyle, Jr., President of Delta Marine Contractors, Inc., of New
Orleans, Louisiana. As you will note, Mr. Boyle has contacted us about the 27
Destroyer Escort Program contracts awarded to Avondale Shipyards, Inc., and
sub-let to his firm.

Delta Marine has offered considerable evidence in support of its position in this
matter and the hardship created for the contractor and sub-contractor as a result
of various delays. We would hope these claims could be promptly adjudicated and
will appreciate your Department’s every consideration toward that end. Please
let us have a full report after you have had an opportunity to look into the
situation.

With appreciation and kind personal regards, we are,

Sincerely,

(signed) Allen J. Ellender, United States Senator

(signed) Russeil B. Long, United States Senator

(signed) F. Edward Hébert, Member of Congress

(signed) Hale Boggs, Member of Congress.

What that means, if T understand it, without having a letter from
Mr. Boyle, is that they wanted the claims settled one way or the other
promptly.

Mr. Ruce. That is right ; T agree.

Chairman Prox»ire. I don’t see any implication, at least in this
letter, that they felt that the claims should be settled favorably or
unfavorably, aithough I am sure they wanted it favorably settled.
Here, what they asked for was more prompt action; is that correct?

Mr. RoLe. That is exactly what they asked for. It 1s signed by four
people, the most powerful congressional delegation vis-a-vis DOD.

Chairman Proxnire. And did you imply that because these men
have this kind of immense power in the Congress and in the country,
that there would be pressure on the Navy to settle one way rather than
another, or would you say that simply 1t would mean, pressure on the
Navy to settle more promptly?
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Mr. RuLe. Well, Senator, there are a lot of people in the Navy who
disagree with me. I am sure Admiral Sonenshein is going to say he
disagrees. I am sure that almost every member of the Secretariat who
are on the receiving end of these calls will say the same thing. T don’t
think they can say anything else. But suffice to say, when the claim was
turned down, Mr. Hébert’s committee in the FHouse called for the entire
Navy file. They have the entire Navy claims file and all of.the corre-
spondence. Why, T don’t know. )

Chairman Proxatree. Before I call on you, Admiral Sonenshein, Jet
me say this: That I want to be as fair as' T can in this. As you pointed
out, you started out by saying you received a call from my office, from
my AA, asking to expedite a particular case, and you decided against
it, and that was the last you heard of it. But we asked you to expedite
it. You said there was nothing wrong in that.

Just because these men have these powerful positions that they
occupy, far more powerful than mine, and there are four of them,
would you say that in this case, you wouldn’t argue in that case, they
can’t ask you to expedite a case?

Mr. Rurk. Not standing alone, not that letter standing alone.

Have you ever heard of—bearing in mind we are talking plain—
have you ever heard of a Congressman, a whole delegation, calling the
Navy people up and the contractor and asking discussing price? Have
you ever heard of that ? ‘

Chairman Proxmire. They did discuss price?

Mr. Rute. Yes, sir.

Chairman Proxarire. That is different.

Mr. RuLe. Would you do it ?

Chairman Proxuire. I hope not.

Mr. Rure. Thank you.

Chairman Proxmire. Admiral Sonenshein.

Admiral SoNnenxsueIN. Mr. Chairman, I don’t want to enter into a
debate with Mr. Rule, but he has made many statements that I think
I can illuminate for your benefit.

Chairman Proxarire. Very good.

SoxENSHEIN CLAIM SETTLEMENT QUALIFICATIONS

Admiral SoxexsueIN. First, I would like to say that I stand on my
position as stated in my statement, that as head of the procuring ac-
tivity—the Naval Ships Systems Command—it was entirely appro-
priate for me to participate in the settlement of these major issues.
The question was raised about my experience in this field. My entire
Naval career since 1941 or 1942 has beén devoted to the matter of
ships—their design, their construction and their maintenance—in one
part of the country or another, and in many capacities. Being involved
in contractual situations has become almost second nature.

I think the first time I ever engaged in a contractual operation was
in 1945, when I negotiated a contract with a university in California,
to support a research project of which I was in charge. Since then,
through the years, T have been involved in ship acquisition. In fact,
in 1965, 1966, and 1967, which was not too long ago, when I was the
program manager for the now defunct FDL project, I had the wonder-
ful opportunity of working under the direct tutelage of Mr. Banner-
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man, who was the Assistant Secretary of the Navy for Installations
and Logistics at that time. He passed away this year and was, I be-
lieve, one of the outstanding procurement experts in this country.

His loss to the Navy when he retired and went to other fields was
keenly felt, particularly by me personally, but I did have an op-
portunity to work with him on structuring shipbuilding contracts
considerable detail, clause by clause, in fact, in developing new ap-
proaches to ship acquisition. So I don’t feel unfamiliar in the conduct
of this business.

Second, I want to emphasize, reemphasize, as I stated in my remarks
earlier, that we formed a special team for this claim, we had a special
assistant for contract claims settlement who was a Navy Supply Corps
captain especially experienced in contract claims settlement. He was
the one who was directly in charge, he was the supervisor of this
operation and we relied on him considerably.

Now, Mr. Rule has stated that he rejected the claim from the Avon-
dale Co. on certain fundamental issues.

As I stated earlier, we cannot in this public hearing get into the
merits of the claim or its component elements and argue the right-
ness or wrongness of his judgments versus other people’s judgments,
but what I want to emphasize is that in claims settlement we are deal-
ing in highly judgmental fields and when I say that I include every
aspect. We have to make judgments in engineering, we have to make
judgments on the contractual side, and we have to make judgments
on the legal side. I think you can appreciate that.

Chairman Proxmire. Let me interrupt by asking, Admiral. don’t
you think it is unusual, however, for you in your position with your
prestige and the position you occupy in the Navy to get into a partic-
ular kind of negotiations? You are a man of fine judgment, you
undoubtedly know a great deal about these matters, but you cannot
know as much about the details of a particular situation as the men
who have worked on it intensely and who are directly responsible.
As Mr. Rule suggested, you might have a very important role to play
as a kind of a court of appeals in a later stage. To inject yourself at
this point seems to me compromises any possibility you could do that.

Admiral SoxensmEEIN. I want to say as a repeat of what I said
earlier, we had a very, very large problem. You have described it
vourself in your opening comments. A very large problem. It was one
to which my superiors told me to give personal attention. I was held
to produce .

Chairman Proxanire. That explains it right there. Your supericrs
told vou to get into it ?

Admiral Soxexsurin. Correct. Because it was a matter of
major

Chairman Proxaire. Your superiors being the Secretary of the
Navy? .

Admiral SoxexsuriN. In this case the Chief of Naval Material who
has since retired. We have another one now.

T do want to emphasize that even in the legal entitlement areas one
can get great arguments going on both sides of what is entitlement
and what is not entitlement. As T am sure we have seen when cases go
to the courts, they get ruled one way at one level and changed and re-
versed at higher ones, which is indicative of the kind of uncertainties
that exist in this field.




1262

I want to emphasize again this area is one not subject to precise
legal entitlement or to engineering exactitude in the determination of
responsibilities and costs. :

OvutsipE PreESSURE oN CLarns

I would like to go on to the subject of outside pressure. Mr. Rule
has stated the facts that I am sure are correct about the meetings and
phone calls. I want to tell you unequivocally that I had not attended
any meeting such as was described nor did any of my claim settlement
team or special assistant or members of the team attend such a meet-
ing. In fact, I didn’t know they had happened until recently. As for -
the meeting in Mr. Packard’s office that was alluded to, I presume it
happened.

Chairman Proxmire. Let me interrupt. Who in the Navy had at-
tended that meeting in Mr. Boggs’ office ?

Mr. Rure. This meeting I didn’t-even know took place until I got
the clearance from A.dmiral Sonenshein on the Avondale claims and
there is a chronology of events submitted as attachment No. 4 with the
claim that points out the highlights of the claims.

Admiral SonensuriN. None of my claim team members nor I at-
tended such a meeting.

Mr. RouLe. The meeting was attended by Mr. Carter and Mr. Bruner
of Avondale, Congressmen Boggs and Hébert, the administrative as-
sistants to Senators Long and Ellender, Secretary Sanders and Cap-
tain Buteau.

Chairman Proxaire. Secretary Sanders and Captain Buteau.

Admiral SoxexsmrIN. Yes, sir. They are not in my organization.

Chairman Proxatmre. What is their relationship to your shop, Mr.
Rule?

Mr. RuLe. Mr. Sanders was Assistant Secretary of Navy I. & L. and
you have had many meetings in his office to get on with these claims,
I know, Admiral, and so have I. He wanted the claim settled. I don’t
mean any innuendo by that. He was after us all the time to settle these
claims.

Chairman Proxmire. Mr. Sanders was in charge of procurement?

Mr. Rozk. I cannot answer that categorically because the Assistant
Secretary of I. & L. sits out here sort of on the sidelines from the
real flow of procurement responsibility. Under the unilinear system in
the Navy, Admiral Zumwalt, CNO, is In charge of procurement in that
he is directly over CNM who now is Admiral Arnold.

Chairman Proxaire. Would either one of these gentlemen be in the
position, on the basis of this meeting, to exert any influence on the
nature of the settlement, either the size.

Mr. Ruck. I don’t know that they did exert any.

Chairman Proxmire. I said would they be in a position to do so,
have the authority to do so? What is Mr. Sander’s connection aside
from the fact that he is a high-ranking official.

Mr. Rure. What is his what ¢

Chairman Proxmrre. What is his connection with this particular
claim 2 how would he have any influence or authority over its settle-
ment ¢

Mr. Rore. I am not going to speculate on that. I only know what
came to me in the chronology. On October 23, 1970, Mr. Carter re-
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jected $71.6 million after stating that he would ask for congres-
sional assistance and go to the ASBCA.

This meeting was set up on November 3, 1970, after the October 23
meeting where Mr. Carter rejected $71.6 million that Admiral Sonen-
shein had offered him.

The chronology goes on down here. At the conclusion of the meet-
ing Secretary %anders agreed to call Mr. Carter on November 23
and advise him when the Navy would make a decision. NAVSHIPS
previous $71.5 million reaffirmed, presumably by Mr. Sanders. Decem-
ber 1 meeting, Admiral Sonenshein, his deputy, Messrs. Carter and
Bruner, tentative settlement of $73.5 million agreed to by both par-
ties. That is the chronology. I don’t know what the hell happened.

Chairman Proxarire. All right, sir. Go ahead, Admiral.

Admiral SoxexsuEIN. The chronology is correct, obviously, as re-.
ported. I can assure you unequivocally that Mr. Sanders never tried
to direct an amount of settlement. He never spoke to me as to what
the amount of settlement should be.

Chairman Proxmire. Did he speak——

Admiral SovexsariN. He urged me on the schedule as did others.
I think that Mr. Shillito when he testified before you here last May
or June, this past May or June, spoke about the urgency of getting
on with the processing of claims, and the thing that generated the
urgency, the pressure, was the need to get this big problem behind
us. We needed to get our contractual relationships with the ship-
builder, there are many others besides Lockheed and Avondale in-
volved, in order.

Chairman Proxyire. Did anybody not directly engaged in the
negotiation process speak to you at all about the size of the settlement ?

Admiral SoxexsuEIN. No, sir.

Chairman Prox»ire. At any time?

Admiral SoNensHEIN. No, sir. That is unequivocal. The whole settle-
ment evolved from my claim settlement team headed by the Special
Assistant for Claim Settlement who developed for me what he con-
sidered the boundaries within which we could negotiate.

Chairman Proxaire. As far as you are concerned the only pres-
sure you got

Admiral SoxensueIN. Was to get on with the job. In fact, I was fre-
quently called down to account for why we were not meeting our mile-
stones, but never as to the quantum.

Chairman Proxuire. In your statement you say this additional in-
formation has been requested from Avondale as indicated by the GAO
report and the Todd claim.

Doesn’t the Rule report suggest other steps be taken by your office?
What about the following findings in this Rule report, (a), that some-
one in the Navy helped the contractor prepare his claim  Does this ap-
pear to you to be a conflict of interest and what are you doing about it?

Admiral SovenssEeIN. I would like to address that, if I may.

Chairman Proxare. It seems to me very shocking that someone in
the Navy would assist a contractor with a claim against the Govern-
ment, somebody working for the Government assist the contractor in
a claim against his own employer, the Government.

Admiral SoxexsaeIN. Let me respond to that, sir.

Chairman ProxMire. Yes.
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Admiral SonExsaEIN. When a claim is received—I skipped that in
my oral testimony but I described the procedure in some detail in the
written statement—the team has to investigate the assertions. The as-
sertions frequently are general. They may be broad in nature, they
may be not sufficiently detailed to appraise. When an investigator starts
to develop the information relating to the claim and develops addi-
tional facts that surround that circumstance, he writes that data into
his report, his technical analysis report or any other kind of report he
may prepare.

One can look at that and say, “Well, that is preparing his claim.”
That is not so. He is developing the facts surrounding the claim, and
the more fully he can develop those facts the better job he does. I

think that is the way it should be regarded.
*Chairman Proxmire. I think that kind of situation is understand-
able. T don’t think that was necessarily what Mr. Rule had in mind.
How about it, Mr. Rule?

Admiral SoxexsuEN. The claim is written by the contractor and
submitted by him. Some of these come in pretty big stacks, about so
high, in fact, and that is one of the reasons it takes so many months to
analyze.

Cgairman Proxmire. It is one thing to explain what you have in the
package and it is something else to assist the contractor in preparing
his claim against the Government.

Admiral SowexswErN. I would agree with that. The kind of things
that T am acquainted with that were done by the claim team were
to Investigate, develop facts surrounding the events, and write them
into the technical analysis report. Someone could judge that is not ade-
quate, that is all right, that is a matter of judgment. But this is my
understanding of the situation. :

Chairman Proxmire. Well, do you then deny an employee of the
Navy assisted

Admiral SovensuerN. To my knowledge, that is right.

Chairman ProxMire (continuing). The contractor in preparing his
claim against the Navy?

Admiral SovensmeIN. To my knowledge.

Chairman Proxyire. What was behind your statement, Mr. Rule?

“Rrerre Errecr”

Mr. Rure. Well, the Admiral can easily find out. We didn’t dream
that statement up. There is a large amount of money involved in this
Avondale claim and I am not going to get into it, Admiral, too much.
In a theory called the ripple effect, it is a new concept, they are try-
ing to say that what happened on the 1052’s rippled over to the 1078’s.
It is a new theory and it is going to become quite controversial.

Chairman Proxmme. What I am talking about is the specific
statement.

Mr. Rure. The company was asked to give examples of what it was
that happened on the 1052 that rippled over to the 1078 because they
put millions of dollars in for ripple and they couldn’t do it. They
couldn’t give examples of what it was that rippled. So the engineer
sat down and he admitted in a briefing——

Chairman Proxa1ire. The engineer from——
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Mr. Rure. Team engineer. He looked back and he found items that
he said rippled, and to that exent——

Chairman Proxatire. Will you identify that person? Who was the
engineer?

Mr. RuLe. Mr. Schempp.

Chairman Proxaiire. He was an employee——-

Mr. Ruce. He was the claim settlement team.

Chairman Proxarire. For the Navy ¢

Mr. Rure. That is right. And he found these examples of things
that he thought rippled but the contractor didn’t point them out.

Admiral SoxenssEerx. This is again, Mr. Chairman

Mr. Rure. That just isn’t investigation, in my opinion.

Admiral Soxexsuein. This is a matter of how do you appraise that
action. Mr. Schempp, who is a very experienced engineer in this kind
of work, was involved in investigating the aspects of the so-called
ripple and it has been reported to me that in developing the facts sur-
rounding that he wrote up a report which developed the case more
fully than the contractor’s own general assertion which I mentioned
earlier.

That, in my view, is not writing the contractor’s claim. That is an
analysis, it is an investigation, and it is a report to the special assist-
ant for claim settlement who then appraised it in the whole. )

Mr. Rue. Our position js if he makes assertions there is a ripple
effect and he puts $20 million next to it and he can’t show specific
examples of the ripple, the claim for that ought to be denied.

Chairman Proxmire. And you shouldn’t have a Navy employee
coming over to try and help him show that?

Mr. Ruce. Precisely.

Coxtracr “Buy-ins”

Chairman Proxaure. This finding in the Rule report that there may
have been a buy-in to the contract, have you done anything about that
possibility ¢

Admiral SonensuEeN. That is a very difficult area to discuss with-
out getting into specifics again and I think we should avoid those sub-
stantive issues in the public discussion for the reasons that I think we
understand. But my recollection is, and I think the record will show,
that at the time these ships were awarded competitively, in the era of
1964 and 1965, the price bid by the various shipbuilders in the country
were relatively close to each other and that the independent cost esti-
mate prepared in the Naval Ship Systems Command by the estimat-
ing branch at that time fell within the range of the estimates. On that
basis, the contracts were awarded. Certainly at that time, if there had
been a concern for buy-in, the contracts should not have been awarded
until that issue had been resolved. So to assert that there was a buy-in
is a matter of judgment. All I can say is that the record shows there
was a competition, the prices were close to each other, they were in a
competitive range and the independent estimate at that time, accord-
;)ng to the records that I remember seeing recently, did not indicate a

uy-in. :

Chairman Proxyire. We are always going to have this kind of
problem, buy-ins, rarely are conspicuous. Occasionally you do have a



1266

situation, unusual stuation, where a contractor will admit, concede, it
was a buy-in. That doesn’t happen very often, with that exception
couldn’t you always make this kind of statement, almost always make
this kind of statement that it is hard to tell, you can’t determine
whether it was a buy-in or not and, therefore, no action was taken ?

Admiral SonexsaEIN. Well, I just repeat, Senator, I hate to repeat
myself in this regard, the judgments had to be made at the time and
I would like to add to that, if I may, another thought. We have been
talking today all about the settlement of claims for the most part. I
had alluded in my statement to some positive measures being taken
to avoid or minimize the possibility of future claims and I believe one
of the measures we have instituted and which relates directly to this
point is the fact that on major procurements of this type we have
moved away from the fixed price competitive award of a contract.
Recognizing in hindsight that not only in these instances but in other
instances which occurred in that era the complexity of the programs
Is just too great to permit intelligent bidding on a competitive fixed-
price basis without the opportunity for negotiations as to the nature of
the work, clarification of the specifications, the exposure and illuminat-
ing of any difficulties that might ensue in the construction of the ships.
That is an important point, I believe.

Chairman Proxarire. As to the wisdom of these two methods of pro-
curement, let me ask Mr. Rule if you would comment on the perform-
ance of the Navy in relationship to the buy-in.

Navy Revatroxsurp to “Buy-1ns”

Mr. Rure. Senator, buy-in is a real tough nut, especially in these
ship contracts. They were advertised procurments. They weren’t ne-
gotiated. They were straight formal advertised bids where the low
man takes it. Avondale was low, I think. There is nothing in ASPR
that says how or when you disqualify a man for a buy-in. There is
really no guidance on it. Everybody talks about it a great deal as being
a poor thing, and it is, but about the only way you can get at it is if
somebody has guts enough to refuse to make what has to be made;
namely, an affirmative determination that a contractor is responsible,
if you think he is buying-in you have to make this determination be-
fore you get a contract. If a contracting officer with guts will refuse
to make that determination this would surface one of these cases and
see what we can do about it.

Chairman Proxarre. Well, then, your assertion in your report there
may have been a buy-in simply goes to that fact that you can’t do any-
thing about this situation now but in the future these should be chal-
lenged where there may well be a question as to the capacity of the
contractor to perform at this price? .

GAO RECOMMENDATIONS

Mr. Rure. That is right. That statement, in answer to that question,
there was evidence of buy-in, again came from Mr. Schempp, the en-
gineer who investigated. We asked him this question and he answered
that way. But, Senator, on the type of contract that Admiral Sonen-
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shein just mentioned, I would like to, on the question of what I would
like to recommend that you do, there is a pretty good GAO report
that is out on this subject on what Ships is doing, what they are plan-
ning to do and what they are doing to minimize or preclude claims.
It talks about, type of contract, it says it is not as important as people
make it out to be, that the thing that is really bad are the defective specs.

Chairman Prox»ure. Has that report been printed or is that a
draft? 4

Mr. Rute. I have it in draft.

Chairman Prox»re. We haven’t seen it.

Mr. Rure. You ought to get it because it recommends certain things
Congress should do.

But it goes through these points that cause claims, the type of con-
tract, the lead/follow yard situation, ship specs, GFM, Government-
furnished material and late Government information, material and
information, quality assurance requirements and constructive change
orders. It lists in the report what Ships has said they are going to do.
It says they haven’t done quite as well as they think they should do
and 1t says that the corrective action that has been taken is spotty.
That is exactly their term. They point out that there have been man-
uals issued and directives issued and procedures established and, of
course, some people embrace the philosophy if you issue a manual or if
you issue a directive you have cured everything and you don’t have to
have confrols to follow up and see that it is done. But they do recom-
mend certain things that Congress do in appropriations hearings, for
examlple. They recommended that the Ships people be asked what have
you done to correct the lead/follow yard defective plan situation that
has caused many claims. What have you done to preclude it, and if you
don’t have that report——

Chairman Proxmire. I will certainly get it.

Admiral SonexsuriN. May I comment on a few of those points?

Chairman ProxMiIre. Yes.

Admiral Soxensmern. This is very basic to our operation. The GAO
report that Mr. Rule alludes to is in draft form. I recently had an
opportunity to review it and I alluded to it in my statement as soon
to be issued.

My impression of their evaluation of the corrective measures that
we have instituted under the shipbuilding and conversion improve-
ment program was generally gratifying to me hecause they are pretty
hardnosed and I think they gave us a reasonably good upcheck con-
sidering the complexity of the whole problem and the large number
of measures that have been initiated to bring about improvement.

When we started this about 2 years ago I felt it would take several
years to achieve substantial progress because we were moving in rather
fundamental ways on fundamental matters and we have, and I can
enumerate them very quickly, areas in which I think there have been
solid improvement. One is the concurrency issue. I described that in
some detail in my statement and I won’t repeat but I think the Navy
has made substantial progress in minimizing the claims and difficulties
in increased cost that might arise from concurrent developments that
are called out to be included in a ship.
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Access To CoNTrRACTOR’S BoOoks aAxp RECORDS

Chairman Proxumige. Let me get into one more aspect of this Rule
report. The hour is late and I don’t want to detain you gentlemen too
long. How about the one other finding in the Rule report that the
Navy did not have adequate access to the contractor’s books and records
in the investigation of the claim ¢ Do you think this is a problem ?

Admiral So~exsHEIN. I can’t comment on that because I was not
aware that this was the case.

Chairman Prox»rre. It is an assertion in the report.

Admiral SoxexsurIN. My recollection in the case of the Avondale
matter was that it was agreed that the Navy investigators would have
access to the books of the Avondale Corp., and in fact there was access
also to the corporate, to the upper corporation, records. This was not
done by the claims settlement team but the Navy Material Command,
and Navy Comptroller’s Office looked into the corporate records. So,
I don’t know the basis for that statement.

Chairman Proxsre. Mr. Rule, how about the basis for that
statement ?

Mr. Rure. Well, sir, Avondale retained a Washington law firm, the
Vom Baur firm, and they in turn—I don’t know who had hired
whom—but they usually work in a team with Arthur Anderson, Ac-
counts. The Arthur Anderson people were at Avondale and the DCAA
audit people had to work through them. I have never seen a situation
like it. They could not go to the books of the company or deal directly
with the company audit people. Anything they wanted they had to
go to Arthur Anderson who was a middleman and they would go and
get the information. The audit people didn’t mind Arthur Anderson
being there, as a matter of fact, they asked them, we know you are a
very fine firm, if you are in here to help prepare this claim, will you,
after you prepare and give us the information, get up the contractor’s
data, will you give some sort of a certification to the data—like you
do when you audit the books of a firm, because if you will do that it
can save us an awful lot of work and we will rely on what you tell
us. They said , “Hell, no,” they are not going to do that, they will just
turn over the information that the company gives them and it was
just that back and forth situation.

Chairman Proxuire. That seems to me, Admiral Sonenshein, to be
a pretty clear indictment.

Mcr. Roce. I don’t know whether it is an indictment.

Chairman Proxmire. Maybe I should say confirmation of the asser-
tion in the report that the Navy did not have acgess, certainly did not
have direct access.

Mr. RuLe. It is certainly a tortuous way to go about justifying a
claim.

Admiral SoNENSHEIN. Access was had. I never had any reports to
me that we didn’t have access to the records where they were available.

Chairman Proxmire. Only through a contracting firm hired by the
employer which would not certify or officially certify what they made
available.

Admiral SoxexsarIN. But, nevertheless, the data was provided or
there was access to records and I didn’t have any instance where access
was denied.
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Provisionar PavarexTs

Chairman Proxmire. Last April Secretary Shillito promised that no
payments would be made on the Avondale and Lockheed shipbuilding
claims until the Navy had received complete legal analyses of the issues
involved. But since then the Navy advised me that approximately
$47 million has been paid to Lockheed and $22 million to Avondale.

Have any additional payments been made since I learned about these
payments?

Mr. Ruce. May I have the date of that again?

Chairman Proxmire. Last April.

Mr. Ruie. April 1971¢

Chairman ProxMire. Yes, that is correct. This is when Secretary
Shillito promised no payments would be made and since that date the
Navy advised me that about $47 million had been paid to Lockheed
and $22 million to Avondale, provisional payments.

Mr. Rurk. I am familiar with a provisional payment to Lockheed of
$20 million which the CCCSG approved.

Chairman Proxmige. I was notified it was $47 million.

Mr. Rure. That is total.

Chairman Proxarre, That was to Lockheed, and $22 million in addi-
tion to Avondale, a total of $69 million.

Mr. Rure. That is the total of all of the provisional payments that
have been made to Lockheed. It is actually $48.4 million.

Chairman Proxarre. Well, is this statement wrong, that is not since
April. Since April, I was told $47 million has been paid to Lockheed.

Admiral SoxexsmriN. If I may, I think I can elucidate on_that.
The total number of dollars in provisional payments made to Lock-
heed, the last one being February 24, 1971, according to my notes, total
$49.2 million.

Chairman Proxmire. All right.

Admiral SoxenxsHEIN. The total number of provisional payments or
dollars worth of provisional payments to Avondale total $23 million,
as you had.

hairman Proxyure. That is very close to what T have. It is not
precisely the same, a little more.

Admiral SoxexsurIN. December 19, 1970.

Mr. Ruve. I don’t think any have been made since.

Admiral Soxexsmers. March 17 is the last one.

Chairman Proxmire. You are right, Mr. Rule, I understand that
the last payments were made in February.

Mr. Rutk, Yes, sir. |

Chairman Prox»are. No payments have been made since April.

Mr. Rure. No, sir. :

Chairman Proxamre. That was one of my questions, have any addi-
tional payments been made since February. To the best of your knowl-
edge, none?

Mr. Ruce. That is right.

LEecariry oF ProvisioNaL PAYMENTS

Chairman Proxmme. What is the legal basis for the Navy making
payments to contractors on claims before fully investigating the
claims and determining that the contractors are legally entitled to

payments?
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Admiral SoxexsmeIx. I would like to respond to that, if I may.
This goes back to an earlier step, not claims, but any change order to
a contract. It involves the same principles. If the Navy directs or
desires to have a change made to the original scope of the work, to add
something, or to modify, as the construction is in progress, a unilateral
determination can be made that that scope shall be changed. The Navy
can then make its own estimate by using engineering personnel and
others and issue the order to proceed under that determination and
increase the base price of the contract by that amount without profit.
This then permits progress payments against the work to be calcu-
lated against the new expanded base by the increment that it has been
expanded due to the change order. Subsequently, when the change
crder is negotiated as to price and the profit is included, a second ad-
justment is made.

Now, when this action is taken to unilaterally direct a change, the
Navy will normally, as a matter of equity, make a provisional increase
. to the base price of the contract, not a payment, but provisional in-

crease to the base price of the contract, something in Ele order of 75
percent of the value less profit in order to provide this as a matter of
equity.

qSu%sequently, when the negotiations are completed, the profit is
added on and the base is further adjusted and progress is calculated
in on that base and paid for in the normal fashion under progress
payments.

A similar thing, for example, happened in the Avondale case. In
that instance change orders in the amount of new work, additional
scope, in roughly the amount of $27 million were included in the pro-
posed tentative settlement. Therefore, as a matter of equity again, the
Navy made provisional payments under the same logic, in the amount
of $23 million to Avondale on the basis that the hard core change
orders were in excess of those provisional payments.

In any event, and this is true also in the Lockheed case, any provi-
sional payment that is made has a caveat with it that in the event the
final adjudicated cost is less, the contractor will return the excess in-
cluding interest thereon. That is the situation.

Chairman Proxmire. Well, T understand that. You have explained
that extraordinarily well. It 1s clear. But I still can’t understand how
any cash can be distributed to anyone or how you can justify it with-
out determining whether it is legally entitled. It seems to me this is
just so fundamental. You can make a case on almost any ground. The
payments can be made to assist a contractor perhaps. But it seems to
me you certainly ought to have a finding as to whether or not that pay-
ment of government money is legally permissible.

Admiral SonensmriN. Well, certainly, Senator Proxmire, if a
change order is issued to accomplish new work, that certainly is in-
herently entitled.

Chairman Proxmire. How about it, Mr. Rule?

Mr. Ruwe. Sir, I think you are really talking about these provisional
payments.

Chairman ProxmiIre. Yes.

Mr. RoLe. That are made on account of claims. I wrote to the Office
of General Counsel and asked them for a legal memorandum on our
authority to make those provisional payments and they wrote back
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and the substance is that the contractor is not as a matter of right
entitled to a provisional payment; however, as a matter of equity if
someone in authority will make a determination that the legal entitle-
ment 1s such that it will as a minimum be # number of dollars, you
can then as a matter of equity, to help the company in the high in-
terest rates situation, help them out, and make a provisional payment.

Chairman Proxmire. It is your understanding this was done in the
Lockheed and Avondale cases, or was not done ?
Mr. Rute. It was done.

_ Chairman Proxmrre. So the legal entitlement on the basis of this
interpretation was met, it was valid ?

Mr. Ruwe. Yes, sir. The gentleman sitting behind Admiral Sonen-

shein made it. If you would like for the record a copy of this legal
memorandum, I shall supply one. .

Chairman Proxare. We would like to have that.
Mr. Rure. And the justification.

(The following was subsequently supplied for the record :)

OFFICE OF THE GENERAL COUNSEL, .
Washington, D.C., June 26, 1969.

MEMORANDUM FOR MR. GORDON W. RULE, D1rRECTOR, PROCUREMENT CONTROL

AND CLEARANCE Division, MAT 022

SUBJECT: PROVISIONAL INCREASES IN CONTRACT PRICES ON ACC.OlUNT OF CLAIMS

1. In your memorandum of 4 June 1969, you requested our advice as to the
legality and propriety of making provisional bayments on account of unadjudi-
cated claims. .

2. Your inquiry embraces two questions : (a2) whether a partial or provisional
payment may lawfully be made of a claim before the total amount due has been
determined, and (b) assuming that it is within the Navy’s discretion to make
or not to make such payments, whether it is prudent to do so.

3. It is axiomatic that any payment under a contract must be in discharge
of an obligation properly created thereunder. Our contracts impose obligations
on the Government to compensate contractors for increases in the cost of con-
tract preformance under various circumstances, such as for changes, for late
delivery of Government furnished material, etc. There is no legal requirement
that these payments be made in one lump sum, although there are obvious prac-
tical advantages to making a single payment that is complete and final.

4. Hence, if it is determined (a) that the Government is legally obligated to
compensate the contractor in some amount and (b) that the amount of that
compensation when finally determined will exceed the amount of the proposed
interim payment, there is no legal objection to making a provisional payment
on account of the claim. That is not to say that the Government is required to
make such payment, but only that it may do so if it chooses.

5. Our contracts do not—and probably could not—define exactly what con-
stitutes an equitable adjustment in contract price. Essentially, it is the right
of the contractor to be compensated for the additional costs and burdens it
incurs on account of a Government action for which an upward adjustment of
the contract price is authorized. The manner of making such adjustment is not
specified, except that it is to be equitable, which in substance is whatever is
fair, just and reasonable under all the circumstances. .

6. There are manifest disadvantages to making partial payments of clam_ns
which have not been fully adjudicated. Bargaining leverage is weakened in
almost direct proportion to the amount of the claim which is paid without pbtm_n-
ing a total settlement. There is also a possibility that the value of the cla}m will
be overstated and that the provisional payment will exceed the amount ultimately
determined to be due. To guard against this possibility, it would be prudent.to
obtain the contractor’s agreement to repay any excess provisional payment with
interest. As a practical matter, provisional payments tend to be in _amoupts
well below the true value of the claim, and I am not aware of any case in which
a repayment has been necessary.

67-425—72—pt. 5—5
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7. In the Todd case to which you referred in your memorandum, we under-
stand that NavShips’ contracting personnel determined that the total amount
due the contractor would exceed the 55 million dollars which was paid on
account of those claims before final adjudication. As you know, the estimate
turned out to be conservative.

8. Even though the detrimental impact on negotiation of.a total settlement is
recognized, there may be cases when provisional payment of unadjudicated
claims is proper and practically unavoidable. It is indisputably burdensome, and
perhaps inequitable, to require the contractor to carry additional expenses oc-
casioned by Government action for a protracted period of time, particularly if
the delay in settling the claim is attributable in whole or in part to the Govern-
. ment. The Government's failure to make available funds to compensate for the
costs of Government action may impair the contractor’s ability to perform the
contract, as, for example, when the contractor is in danger of becoming bank-
rupt or otherwise financially handicapped, and may give him a possible excuse
for nonperformance. Moreover, there is a trend in cases in the Court of Claims
and the ASBCA to allow interest as an element of cost in an equitable adjust-
ment where the contractor is required to borrow extra money to finance perform-
ance of a change or on account of some other Government action for which an
equitable adjustment of the contract price is authorized. To the extent such in-
terest costs would be allowed as a part of an equitable adjustment, the Govern-
ment avoids the additional cost by making provisional payments before the total
amount due is finally determined.

9. In our judgment, it is much preferable that claims be totally adjudicated
when this can be done within a reasonable time with confidence in the amount.
When it can be determined that the contractor is legally entitled to an equitable
adjustment but the amount cannot be determined with certainty within the
time that the contractor can, or reasonably should, carry the cost without pay-
ment, a partial provisional payment of an amount which is less than the esti-
mated value of the claim may be the lesser evil. For added caution, it would be
desirable to obtain the contractor’s agreement in such cases to repay any excess
payment, preferably with interest.

) AvrBert H. STEIN,
Deputy General Counsel.

Chairman Proxmire. Is it correct that the Navy recently decided to
suspend all provisional payments on outstanding claims?

Admiral Soxexsuzrin. I don’t believe that statement is quite cor-
rect. We did issue an instruction to our supervisors of shipbuilding
that, in adjudicating change orders, where they felt that the con-
tractor was not negotiating in good spirit, that they should withhold
provisional payments.

Chairman Proxmire. Have they in fact been suspended in the last
couple of months?

Admiral SonvexsaEIN. That was issued about 6 or 7 weeks ago.

Chairman Proxmire. Well, if it is proper and equitable and neces-
sary, as both of you gentlemen seem to suggest it could be, why did
they suspend it ?

Admiral SonensHEIN. This was in the instance of change orders
being negotiated locally wherein the contractor was not negotiating in
a willing and cooperative attitude.

Chairman Proxmire. Then it is a limited suspension ?

Admiral SovensHEIN. That is right.

Hiecua-CosT ConTrRACTORS AND Hice Prorirs

Chairman Proxmire. There was testimony before the committee last
April, Admiral Rickover cited a case where one contractor’s costs
were 45 percent more than another contractor’s for comparable work.
Both contractors are shipbuilders. Yet, the. Navy paid the high-cost



contractor about 18 percent more profit than it paid to the lower cost
contractor. How can the Navy avoid waste when it rewards high cost
with high profits? )

Admiral SonensHEIN. I am not precisely sure of what the issue or
the case in point there is. ‘ )

Chairman Proxuige. I was going to ask you to identify the ship-
yards, if you could.

Admiral SoxensaEIN. 1 think I know the case and it involves two
shipyards wherein we overhauled submarines, and they are private
shipyards. Both are doing extremely well in quality and in timeliness
of work. 3

In the one case, the cost for accomplishment of similar work pack-
ages is running about 30 percent higher in one yard than another. We
have been aware of this, have been sensitive to it for some time and
sent a special team to the higher cost yard to analyze the differences.
This becomes very difficult, I can assure you because, as you prob-
ably know yourself from other activity, the industry does not have
a uniform cost accounting system, and I think if we did have this would
facilitate——

Chairman Proxmare. Was this assertion by Admiral Rickover cor-
rectﬁor2 incorrect, the high-cost shipyard received 18 percent higher

rofits ‘
P Admiral SoNensHEIN. According to the Armed Services Procure-
ment Regulations, the fees are calculated on the costs and the higher
cost is accompanied by a higher fee, but our analyses are not finished.
‘We have not given up on trying to establish the comparability of cost
roups.
& ChIe)Lirman Proxmire. Shouldn’t we revise those ASPR’s, that seems
to be extraordinarily unfair.

Admiral SoNEnsHEIN. I want to make a further comment, if I may.
In making comparisons of this kind it is not possible to just pull one
ship out of context at one yard and another one out of context at
another yard and make direct comparisons because that ignores the
local environment at the yards.

In one case we have a yard which has many, many projects, con-
siderable flexibility in managing its personnel and work force and
can, I believe, operate more efficiently in this regard whereas in the
other case we have one devoted exclusively to submarine work with
limited flexibility as between the succeeding ships. This makes a big
difference in efficiency. We see this same thing in naval shipyards. When
one tries to make comparisons of this nature he runs into difficulty be-
cause of the environments being different and influencing the opera-
tions at the different places. However, I am in agreement with him that
we should minimize this difference to the greatest degree possible and
we have active efforts to identify these differences underway now.

Chairman Proxmire. I would certainly like some kind of a memo-
randum from you at least indicating what is being done to correct
this kind of a situation. Could you identify these two shipyards?

Admiral Sovensuein. Well, it happened—

Chairman Proxmire. Why not?

Admiral Sonexsurin. I guess not. One case is Electric Boat Divi-
sion, Groton, Conn., and the other is Newport News. I presume that
is the case he is talking about.
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Chairman Proxarire, Which is the high cost ?

Admiral SoxexsHEeIn. Electric Boat Division.

Chairman Prox»re. What is the second ¢

Admiral Soxexsarin. Newport News, Va. You see, there is a ma-
jor difference in the kind of work being undertaken in the one ship-
yard—constructing surface ships, building submarines, overhauling
submarines. They have a great diversity of operations going on and
considerably more flexibility than the other one which is devoted
exclusively to the overhauling and construction of submarines.

Chairman Proxyire. Would you comment on this?

Mr. Rores I am happy to say that Admiral Senenshein is now in
his field and I agree with him.

Chairman Proxuire. Very good. I am happy to hear that.

Mur. Rowe. I am not sure though that what Admiral Rickover said-—
it is true what he has said—but I am not sure that it is wrong. What
has happened I think basically is the overhead at Electric Boat,
which only does work on submarines and, as the Admiral says, New-
port News is just full of work, diversified ‘work and that sort of thing,
and this is something that we are facing, Senator, not just at Eelctric
Boat but as the defense work falls off in industry generally the over-
head goes up and if we want to use that manufacturer or that yard
we have to pay it and I personally in my office have to approve those
overhaul contracts.

Chairman Proxmire. I am not sure they are complaining about
using them. I understand that is necessary. But to have 18 percent
higher profits in the higher cost shipyard doesn’t make sense.

Mr. Ruce. That doesn’t mean either one are gettmg unreasonable
profits. It does not mean that.

Prorir GUIDELINES

Chairman Prox»re. I would like to ask both of you gentlemen
this question.

Within the last year there has been considerable discussion and
Support of the concept that the Department of Defense should recog-
nize contractor capital investment in determining profits on defense
contracts. Admiral Rickover has testified that the current policy of
basing profits on incurred costs results in high-cost shipyards receiv-
ing the highest profits on Navy contracts and that there i 1s a negative
incentive for shipbuilders to invest in cost-saving equipment and Facil-
ities. GAO has confirmed this in their study of defense profits. The
GAO report indicates that the current DOD profit policy is, in fact,
partly responsible for the increasing costs of military hardware. Al
though we may disagree and I did dlsagree to some extent with the
recommendations in the policy position taken by the GAO in that,
T think that they came down hard, as I do, on the emphasis in t1y1n<r
to shift the profit base to contractor investment rather than to sales.
What problems would you expect to encounter in applying the capital
investment concept in determining profits on shlpbulldmor contracts?

Admiral SoxensmaEiN. We have given a lot of thouo'ht to this sub-
ject in the last year and a half and as a matter of fact we have de-
veloped a prototype, you might say, case as an experiment to apply
in one acquisition. It happened to be a submarine again, and we de-
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ment effort by the contractor.

It remains to be seen whether this test which we are trying to initi-
ate will bring us any meaningful results. I am a little bit leary of that
personally because it take a long time to find out whether in fact
there is any, for example, encouragement to invest. That is one of the
basic purposes of this approach—is to get contractors to enhance their
facilities by making such investments and thereby improving their
productivity and ultimately reducing their cost.

Chairman Proxmire. That is why we were so interested in

Admiral SonensuEIN. We are, too. However, my own view at the
moment is that it should be a factor, it should not be the only factor
in appraising profitably. ,

Chairman Proxyire. Have you ever considered modifying your
current profit guidelines to include investment as a factor in negotiat-
ing shipbuilding contracts?

Admiral SonexnsuEIN. Only to the extent that I described that we
have developed this test approach in one contract but to my
knowledge .

Chairman Proxmire. How long will the test take ?

Mr. Ruie.' That is being considered right now by the ASPR
committee. .

Admiral SonensHEIN. I don’t believe there is any guideline to in-
clude that.

Chairman Proxmire. Any idea how long it is likely to take to get
a conclusion on that ?

Admiral SoxensHEIN. I can’t say.

Chairman Proxmire. A matter of weeks?

Admiral Sonens=EIN. I wouldn’t comment.

Mr. RuLe. I doubt it is a matter of weeks.

Chairman ProxmIre. Do you have any other comment on that?

Mr. Rute. This is a very tough subject. Most of the theories that T
have seen, most of the problem resolves around what is capital, what
is capital investment. Most of the theories look at money and brick
and mortar and that sort of thing. I thought we went into this, I am
not sure, once before. I remember discussing capital investment con-
cept of profit with the Bell Lab people and they say sure we could do
it but every one of our high-paid engineers and technicians and scien-
tists are part of our capital investment and we are going to weight
that. We want some weight given to that. And Newport News wrote
a very good letter. We tried to get Newport News on a contract there
to go along with us on a test case. You remember that, Admiral.

Admiral SoNeExsuEIN. Yes.

Mr. Rure. I forget which one recently. Would they try it out be-
cause you have to try these things. And they wrote a very fine letter
as to their reasons why it would be difficult. They didn’t say they
wouldn’t but they did say that they were going to want to grind into
any equation their old-time shipbuilders and all their know-how that
they have had down there which makes them one of the finest
shipyards.

hairman Proxmire. With great respect for you gentlemen when
you take a united front I hate to disagree with you, but I disagree
with you on this, I think it is one of the simplest things in the world
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to determine the rate of return on invested capital itself. Done all the
time. Every investor wants to know when he makes an investment in
a corporation, this is what the investment analysts look for and what
they can determine. You can invent all kinds of complications such as
how you might capitalize the people who work for you and develop
that into some kind of concept. I am talking about the very simple
concept, of the amount that is on the books and recognized as invested
in bricks and mortar, as you say, in any money aspect, inventory and
so forth, the return on that capital both, and GAO made the study,
as you know, they have completed it now, of return on capital. They
did it on two bases. One, the return on overall capital and the other
on net capital. And I don’t think that would necessarily be an extraor-
dinary complicated or difficult measure.

Mr. Rure. I can only say that I heard Mr. Petty, who heads DCAA,
say that you will have innumerable problems on determining what is
capital and I am reluctant personally to impose any greater burden
on our negotiators that sit on the firing line negotiating contracts and
we are always after them to compress the leadtime it takes to make
a contract and I hope we don’t come up with something that is going
to greatly lengthen that procurement leadtime.

Chairman Proxmyire. I wouldn’t favor this unless it can be done
simply and clearly and I think it can be. I may be wrong.

Mr. Rure. That is why Ships under Admiral Sonenshein does have
the pilot case that is ongoing right now.

Senator Proxarme. I would feel a little better if you could tell me
they are going to have a report to you in a few weeks or couple of
months. .

Admiral SoxexsurIN. The reason I was reluctant——.

Chairman Proxmizre. It sounds like several years away.

Admiral Sovexsurin. The other party to this, of course, is the con-
tractor and we can’t predict how fast he will move in accepting this
approach.

Chairman Proxmare. I see. All right, gentlemen, I want to thank
both of you. You have been most responsive. This has been one of the
best mornings of testimony we have had and it is so useful to have you
gentlemen together. You have disagreed vigorously.

Mr. Rore. Wait until we walk out of this room.

Chairman Proxmrre. The subcommittee will reconvene tomorrow
morning at 10 o’clock, in S-407 in the Capitol to hear Henry Durham,
a former employee of Lockheed-Georgia, Marietta, Ga., who has made
some sensational and profound charges against the Lockheed Co.
efficiency and Mr. H. L. Poore, vice president, operations of Lockheed,
who will respond.

(Whereupon, at 12:35 p.m., the subcommittee recessed, to reconvene
at 10 a.m., Wednesday, September 29, 1971.)



THE ACQUISITION OF WEAPONS SYSTEMS

WEDNESDAY, SEPTEMBER 29, 1971

Coxgress oF THE UNITED STATES,
SUBCOMMITTEE ON PRIORITIES AND
EconoMyY 1N (GOVERNMENT OF THE
Joint Ecovomic COMMITTEE,
: Washington, D.C.

'The subcommittee met, pursuant to notice, at 10 a.m., in room S—407,
the Capitol, Hon. William Proxmire (chairman of the subcommittee)
presiding.

Also present: Richard F. Kaufman, economist; Lucy A. Falcone,
research economist; Walter B. Laessig, minority counsel; and Leslie
J. Bander, economist for the minority.

OPENING STATEMENT OoF CHAIRMAN PROXMIRE

Chairman Proxaire. The subcommittee will come to order.

This morning I have a statement from Senator Ellender in connec-
tion with the hearings that were held yesterday, and I would like to
read that first before we proceed with the witnesses.

SENATOR ELLENDER LETTER

Senator Ellender has given me this statement and asked me to read
it at the hearing this morning.

He says:

“Neither in the Avondale case, nor in any other case, have I applied
pressure on the Navy. Like any good representative of his people, I
do make routine inquiries as to status on any case, military or other-
wise, in which a constituent feels that he is being unfairly treated by
a Federal agency.

“My inquiry several weeks ago into the status of this case was
prompted by several factors.

“1. The case had been under study and review of various kinds since
September 1969.

“2. Not only Avondale but some of its subcontractors were being
severely damaged by the long delay in settlement of the claim.

“3. The proposed settlement had received preliminary clearance
from appropriate technical, financial, and legal panels in the Navy.

“4. The proposed Avondale settlement was substantially less on a
per-ship basis than other settlements expeditiously approved at an
earlier date by Mr. Rule’s group in parallel contracts with other
shipyards.

(1277)
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“Under the circumstances, I felt it was not only proper but that it
was my duty to the constituent company, its 12,000 employees, and its
many subcontractors to make a status inquiry and a simple request
that the claim be ‘promptly adjudicated.’ ”

And that was as I say, from Senator Ellender.

. I would like to add to that. I have talked with some of those involved
in the Avondale incident that was discussed before the committee yes-
terday, Tuesday, September 28, and to the best of my knowledge,
based on this information, there is no evidence whatsoever that any
pressure was brought to bear on any public official, to settle the Avon-
dale claim, in any way except strictly on its merits.

. To the best of my knowledge the only effort by Members of Con-
gress, in this connection, was to secure prompt action on the matter.

Now, that is done routinely. As a matter of fact, yesterday Mr. Rule
pointed out that I had done it, my administrative assistant had done
1t in connection with a Milwaukee firm which was interested in a con-
tract, and he called up and asked that they be given expeditious treat-
ment. And he indicated that he thought there was nothing unethical
or improper or unusual about that.

And in the case of Avondale, there seems to have been specific avoid-
ance of any effort to influence the Navy with respect to the amount of
the settlement,

C—-5A COST OVERRUNS

Now, with respect to the hearing today, I ask our two witnesses,
Mr. Durham and Mr. Poore, to come forward to the witness table here.

Gentlemen, may I say that one of the major purposes of these hear-
ings is to inquire into the causes of large cost overruns on major
weapons systems. It is, of course, not possible to discuss the subject of
cost-overruns without referring to the C-5A cargo plane. )

The existence of a large overrun on the C-5A was first publicly dis-
closed in hearings held by this subcommittee in November 1968. Dur-
ing those hearings, we learned that the Government would have to
expend approximately $2 billion more for this program than was
originally planned.

It was an astonishing revelation. Equally astonishing was the reac-
tion of those responsible for managing the program. )

The Air Force at first denied the fact of the overrun. Later, it con-
ceded only a portion of it.

Not until recently has the Air Force admitted the full extent of the
cost problems of the C-5A. o )

The original estimated cost of 120 C-5As was $3.4 billion, including
spares. By 1968, the price had risen to over $5 billion.

Now, the program has been reduced from 120 planes to 81 planes.
But the costs of the 81 are estimated currently at $4.9 billion, almost
as much as what the full program was supposed to cost after the costs
had gone through the ceiling. -~ ] .

~ After adjusting for the reduction in quantity, the dollar increase of
the planning estimate is now $2.2 billion. On a unit price basis, it has
risen from $28 million each to $60 million each. ) )

Whether we have seen the last of the cost increases in this program
remains to be seen. A recent crack in the wing of the C-5A that was
being tested is not encouraging. Cracked wings seem to be a chronic
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problem for the C-5A. Perhaps one of the witnesses here today will
be able to enlighten us on the wing problem and tell us how much
it will cost and who will pay to make the necessary Improvements.

In truth, although a lot is known about cost overruns, their magni-
tude and their frequency, not much is known about their causes.

Why do cost overruns occur, and why do they occur with such
regularity ¢

The position of the Air Force and the Department of Defense
has been that cost overruns on the C-5A were brought about through
aunexpected technical difticulties and unanticipated inflation. In retro-
spect, the total procurement concept, under which the C-5A contract
was awarded, is generally blamed as an unworkable method of pro-
curement.

The explanation given by the Government for overruns on the C-5A
is usually ascribed, more or less, to conditions beyond anyone’s control.

Is this how cost overruns really happen? This committee has been
unable to penetrate much beyond official explanations. The General
Accounting Office has never conducted a comprehensive audit of the
C-5A program. Most of us on the outside simply have no good way
of knowing what went on and what is going on inside the plant where
the C-5A 1s being produced. : .

What we hope.to do today, for the first time, is to hear from a long-
time former employee of Lockheed and a current employee of Lock-
heed, both of whom have had long experience with the C-5A, and
what actually goes on in the production of a major weapons system.

Henry M. Durham was employed by the Lockheed Aircraft Corp.
for 19 years, from 1951 to 1970, and served, prior to his.separation
from the company, as general department manager in charge of pro-
duction control activities in the flight line, flight test, and avionics area
for the C-5A program. .

Mr. H. L. Poore is executive vice president—operations, for the
Lockheed-Georgia Co. at Marietta, Ga., where the C-5A 1s produced.

Mr. Durham, before you proceed with your remarks, I want to
read into the record the letter of recommendation of the Lockheed
Corp. and the commendation you received from Lockheed a little over
a year ago. I know that you plan to refer to these statements in your
own testimony, but I would like to do so first because I believe they
are important and ought to be emphasized.

A copy of an official company letter to the Lockheed professional
personnel department was sent to you by your employer in February
1970. The letter states:

With regard to corporate policy as set forth in referenced memo, we recom-
mend Henry M. Durham, employee No. 526 798, as a potential candidate for
interdivisional transfer at the division management level. This recommendation
is made as a result of long association with, and close observation of Mr.
Durham in his professional duties.

He joined Lockheed in August 1951, and his record has been one of steady un-
broken progress. Starting as an assembly dispatcher in production control, he
now fills the responsible position of night division manager.

Among his many qualifications are unquestioned loyalty, energy, initiative,
product and corporate knowledge, ambition, and an insistence on a job well
done—first of all by himself and secondly by all reporting to him.

It is our unqualified opinion that Mr. Durham would represent a real asset
to any organization to which he might be assigned.
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For a job well done under adverse conditions, this company ex-
presses its sincere appreciation. '

I would suggest that we proceed first with Mr. Durham, and then
Mzr. Poore, an§ then we will get into the questioning.

Mr. Durham, you may proceed.

STATEMENT OF HENRY M. DURHAM, FORMER EMPLOYEE,
LOCKHEED-GEORGIA CO., MARIETTA, GA.

Mr. Durmam. First of all, I would like.to say that I appreciate the
opportunity to be here. And I will skip over the portion there that you
have just covered.

PersonarL BackGrOUND

My qualifications regarded as outstanding for 19 years, somehow
changed almost overnight, after I met with Mr. R. H. Fuhrman, pres-
idgnt of the Lockheed-Georgia Co., in an effort to get the company to
reform.

In July and August of 1969, as general department manager in
charge of all production control activities in the flight line, flight test,
and avionics area, I initiated an investigation into serious deficiencies
and discrepancies appearing in C-5 aircraft when they were moved
from the final assembly area to the flight test or flight line areas.

I not only uncovered mismanagement and waste in all areas, but
also what I consider improper practices and what appears to be collu-
sion with the Air Force to receive credit and payment for work on
aircraft which had not been accomplished. I also uncovered serious
procurement abuses.

I went to all levels of management, including the president of the
Georgia Co., and received an adverse, and in many instances, hostile
reaction. At one time I was instructed to hide a certain missing parts
report so, in my superior’s words, “The Air Force wouldn’t see it.”
True facts, data, and conditions were swept under the rug; much of
it by very big brooms.

At one time I became disillusioned and disgusted and asked for a
transfer to anywhere in the world. Then I realized that this was
running away from the problem, rather than facing it. I resolved to
fight because I knew I was right.

The arrogance and attitudes of high members of management T ap-
proached can be seen in the last encounter I had with Mr. W. P. Frech,
the director of manufacturing at the Georgia Co., when he asked if I
knew what had happened to Mr. Fitzgerald who went to Washington
with some Lockheed problems :

When I said I didn’t know, Mr. Frech said that Mr. Fitzgerald was
now chief sh— house inspector for the civil service and would never
be able to get a good job. I considered this intimidation and the in-
ference of course was that anyone who bucks Lockheed or the Air
Force isin for trouble for the rest of his life.

I would like to discuss the more critical aspects of my testimony
. in detail during the question and answer period, since I possess in
most instances both documentary and physical evidence to substan-
tiate my claims. The evidence will be of importance to the committee.
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"ArrrcaTions AGainst LockHEEp-GeorReIa Co.

I. MISSING PARTS

First, it is necessary to know that aircraft are built in sections, such
as the forward fuselage, mid fuselage, nose, wings, et cetera. The sec-
tions are joined together. Certain parts as specified by engineering
are called out on installation documents to be installed in each one
of these specific positions as the work progresses through various
stages of completion on a prescribed schedule. Installations and se-
quencing should obviously be carefully planned because one part is
attached to another, and another part is attached to that one, et cetera.
Procedure calls for quality control to inspect and verify installations
by stamping installation paper and retiring the completed and
stamped paper to inspection records. This action gives Lockheed
credit for the work. Obviously, installation paper should not be
stamped and retired until parts are installed and the work accom-
plished. By the time an aircraft reaches the flight line or flight test,
1t is supposed to be complete except for a few programed engimeerin
changes, a small amount of work held up for shortages, or technica
problems, and installations normally installed on the flight line.

(@) I found aircraft to be completely out of control. Thousands of
parts were missing from aircraft when according to Lockheed rec-
ords, they had been installed. The installation paper had been stamped
and retired to inspection records to erroneously reflect. that the work
had been accomplished. S

(b) Most of the missing parts problem originated in structural sec-
tions, including feeder plants. Missing parts consist of everything from
small bits and pieces to major assemblies and included thousands of
expensive purchased, subcontracted and machined parts.

(¢) Illegal removals were rampant. A part, for example, would be
installed on a lead aircraft and sold to inspection. Then it would be
cannibalized and installed on the next highest aircraft. Many illegal
removals were made to replace damaged parts which were thrown
away rather than presented to inspection for proper rejection action
and accountability. This practicé covered up the true amount of butch-
ery and reduced the officially reported rejection rate.

(d) The vast majority of missing parts are caused by the company
moving major assemblies and aircraft on the prescribed schedule re-
gardless of the state of completion in order to make milestones and
get credit for being on schedule. In order to do this, thousands of
pieces of installation paper representing tens of thousands of parts
were stamped by both production and quality control and retired to
inspection records to signify that the parts had been installed although
they had not. It was deliberate subterfuge on the part of the company,
and I believe the Air Force, also. Showing a good schedule position
seemed to be paramount. :

(e) As I reported in a letter to Mr. Haughton, there was danger be-
cause many missing parts were discovered shortly before aircraft were
scheduled to fly. i

(f) Parts would be called for but couldn’t be installed because the
parts they were supposed to be attached to were missing. Thousands
of uninstalled parts were piled up in corners, lying on tables, under
tables, on the floor, et cetera. No one had any accountability. Thou-
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sands of parts thought to be lost were reprocured at premium prices,
only to have the original parts reappear.

(¢) The condition existed not only on low serial aircraft, but high
serials, as I shall show.

II. FATLURE OF MANAGEMENT TO TAKE CORRECTIVE ACTION

On March 16, 1970, I sent a report to management criticizing the
continued existence of unacceptable conditions. The report points out
the dishonest reporting of aircraft status and the involvement of
quality control. The report also criticizes management for failing
to act.

II. VALUABLE SMALL PARTS (VSP)

As of May 1, 1970, the company was facing a $30 million cost over-
run on VSP due to overprocurement resulting from wasteful prac-
tices. This dollar figure was given to me by the industrial engineer
assigned. to solving the problem and developing a procedure for con-
trolling VSP. I included this information in the package I gave Mr.
Fuhrman.

: IV. PROGRESS REPORTS

- I'shall present copies of certain progress reports sent to my superiors
reporting on serious conditions and asking for help in solving them.
For example, one report mentions the fact that 2,000 parts delivered
to an aircraft were actually not needéd. Another report shows that as.
of June 12, 1970, 15,291 missing parts had been delivered to ships 0009
through 0014 after the units had arrived at the flight line. These were
parts which, by Lockheed records, had already been installed and the
company had been credited accordingly. -

V. MULTIPLE ORDERING, ISSUES, AND REPLACEMENTS

I shall present specific documentation showing that part losses and
lack of controls caused parts to be delivered several times. A part
would be delivered and lost—redelivered, et cetera. The cost in terms
of lost man-hours, reprocurement, air express shipments, and over-
time was great.

VI. USAGE OF KITS IN THE FIELD

I shall present a report reflecting on extremely poor and costly

handling of parts and part kits in the field. :

VII. PROCUREMENT ABUSES

I shall present documentation and examples proving such prac-
tices as:

(@) Exorbitant prices paid to vendors for material when the same
material was available in Lockheed stores for a fraction of the price
paid to the vendors. Strangely, the practice continued despite my -
objections.

(b) Excessive prices paid to vendors for other material.

~
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(¢) Questionable practices in procurement of plant maintenance
bolts, nuts, screws, and similar items at the Chattanooga plant.

VIII. WASTE OF TOOLS AND EQUIPMENT

I shall show that as of May 1971, there was no checkout control
system at the Chattanooga plant to control disbursement of standard
tools, such as expensive carbide cutters, drills, et cetera. Several hun-
dred dollars a week was being spent-to replace pilfered or lost stand-
ard tools. I shall also show examples of expensive tools found rusting
in old water-filled, dirty containers in the yard at Chattanooga. The
condition had existed for over 4 years.

Chairman Proxmire. We want to bring out as much as we can of this
in the question period, Mr. Durham. And I suggest that to the extent
we can we will certainly keep it in the record so that we have a com-
plete and full record of all this, because you referred to them so briefly
in your presentation. : :

Go right ahead.

Mr. DuraaM. Yes, sir.

IX. MISHANDLING OF MATERIAL

Material (raw stock such as extrusion, bar stock, sheet metal, et
cetera) was completely out of control. Expensive material was con-
tinuously ordered when sufficient quantities were actually available.
Expensive material was rusting away. Titanium, costing over $20 a
pound, was corroding. Material had been constantly ordered, lost, and
reordered, adding to the “pile.” Finally, 4214 tons of accumulated ma-
terial which had rusted and corroded beyond recognition was dumped
to clear the way for straightening out identifiable material. This 1s a
matter of record. Expensive castings were found rusting in old bar-
rels filled with rain water. Expensive rubber-faced steel plates pur-
chased for over $300 a sheet were corroding and ruined.

X. PURCHASED PARTS—EXORBITANT AND QUESTIONABLE PROCUREMENT
PRACTICES AND PARTS CONTROL

Purchased parts and miscellaneous small parts (MSP) were being
blindly purchased when sufficient quantities were already in stock. This
practice had existed for years and resulted in hundreds of thousands
of dollars worth of unneeded parts lying in parts bins gathering dust.

XI. MSP (MISCELLANEQOUS SMALL PARTS)

A typical example of poor management was the fact that the Chat-
tanooga MSP parts crib contained over 4,894 different items, when ac-
tually only 813 were required. A critical aspect was that many of the
unneeded parts at Chattanooga were desperately needed in Marietta.
Marietta people were buying parts that were available in Chattanooga.
The large overage of MSP had resulted from poor management, such
as the blind purchase of MSP mentioned earlier. One Lookheed plant
closed and sent all of its MSP and purchased parts to Chattanooga,
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where they layed around in piles for almost 2 years, out of control.
I found much of it needed in Marietta.

XII. MANLOADING PROBLEM

Lack of foresight in manloading added to costs. For example, in a
panic, the Lookheed Chattanooga Co. layed off over 20 machinists, and
then recalled them within a couple of weeks. The work had existed
all along. Poor shop loading was the problem.

XIII. C—5 REFURBISHMENT PROBLEMS—FLIGHT TEST AIRCRAFT

Notes made in a meeting held to discuss the refurbishment (up-
date remodeling) of ship 0002. Much concern was expressed over what
to tell the customer about poor structural conditions existing on ship
0002, which would be uncovered and revealed when outside skins
- were removed to facilitate remodeling activities. The report also men-
tions a typical example where over 10,000 parts were delivered to
ship 0008 after it was delivered to the flight line. Later, approxi-
mately 4,000 were returned as not needed. The cost of delivering these
parts originally in terms of overtime, premium transportation, et
cetera, was stupendous. '

XIV. TYPICAL CALL SHEET

Ship 0020. Detail parts (components) are shipped from Marietta
to various feeder plants located around the country to be made into
assemblies. I shall present a typical call sheet requesting the return
of components from feeder plants, which were missing from assem-
blies. Thousands of parts had to be road tested back to Marietta be-
cause they had not been installed. This was extremely costly in terms
of air express, special trucks, overtime, lost production time, damage,
et cetera.

XV. SAMPLE—SHIP 0023 OPEN ITEMS

The company constantly released false reports of aircraft condi-
tion or status. For example, when ship 0023 moved from preinstalla-
tion position to final assembly on §Iarch 11, 1970, the company
officially reported a total of 30 open items as agreed to by quality
control. I proved by an audit that over 1,000 items were actually
open. _ A

P XVI. SCRAPPAGE OF PURCHASE PARTS

In a letter to President Fuhrman dated April 17, 1970, I pointed
out that untold dollars worth of expensive purchased parts were er-
roneously scrapped and sent to the dump.

XVII. EGLIN REPORT

I shall show a report depicting wasteful and costly malpractices
existing in the field on aircraft undergoing up-date (remodeling)
and testing.
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XVIII. DISCREPANCY REPORTS (DRS)

I shall present a chart showing the great number of rejections
written on aircraft after arrival at the flight line. There were thou-
sands of rejections and each one necessitated some type of procure-
_ ment effort. Most of the butchery had actually taken place in struc-

tural areas, but had been ignored in order to sell work and move
aircraft “on schedule” at all costs.

XIX. ASTOUNDING NUMBER OF PARTS DELIVERED TO AIRCRAFT AFTER
ARRIVAL AT THE FLIGHT LINE OR FLIGHT TEST

I shall present the draft of a report given to my superiors showing
that over 128,000 different parts were delivered to ships 0001 through
0016 after they arrived at the flight line area. These deliveries were
made to aircraft which by company records were complete except
for a few open engineering jobs and work planned for installation
at the flight line. The parts were delivered at great expense under
panic conditions.

XX. CHATTANOOGA STOCKROOM PROBLEM AND OTHER UNSATISFACTORY
CONDITIONS

A report to management criticizes the unsatisfactory condition of
the stockroom at Chattanooga which was completely out of control
resulting in great loss and costly replacement of parts.

XXI. CHATTANOOGA TIE-IN

I will show a letter addressed to the Chattanooga plant manager
dated May 10, 1971, reflecting on conditions corrected during my stay
and, more importantly, on the continued existence of unsatisfactory
and costly conditions such as failure to install a standard tool check-
out control system in 4 years.

XXII. AEROSPACE GROUND EQUIPMENT (AGE)

The design concept and cost of C-5 aerospace ground-handling
equipment should be investigated. Equipment used for hauling bag-
gage, missiles, landing gears, engines, and miscellaneous items on the
ground is made to aircraft specification. Therefore, exorbitant prices
are paid for parts used to manufacture such equipment. Therefore,
prices paid by the Government to Lockheed for finished products are
also exorbitant. I believe costs could be substantially reduced. Also, I
believe there is a motive behind the design concept which is not in the

best interests of the Government.
XXIII. AUDITING—NOTES AND RECOMMENDATIONS

The Lockheed internal auditing system is obviously ineffectual or
else not allowed to function properly. I suspect a combination of both

conditions.
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XXIV. OVERALL RECOMMENDATIONS

I would appreciate the opportunity to make recommendations based
on facts presented in testimony.

Thank you.

Chairman Proxmire. You can make those recommendations any
time you wish, this morning, if you wish. How long would it take for
you to make those recommendations?

Mr. Duraay. They are actually included in the last part of my
testimony, sir.

Chairman Proxmire. Would you expect to deliver them just before
you are dismissed ?

Mr. Durmanr. Yes, if I may.

Chairman Proxmire. Very good.

(Mr. Durham’s prepared statement follows:)

PREPARED STATEMENT OF HENRY M. DURHAM

In order to better understand the testimony to be presented it is necessary to
know that aircraft are built in sections in what is known as structural areas.
Then the various sections are put together to form larger sections, etc. For
example, the forward fuselage is assembled in one area, the mid-fuselage in
another area, the aft-fuselage in another area, the wings in another, the nose in
another, and many other large and small assemblies in various other designated
areas or positions as they are known in the aircraft business.

Of vital importance is the fact that certain parts and assemblies as specified
by Engineering are called out on installation documents to be installed in each
one of these specific positions as the work progresses through various stages of
completion. Installations and sequencing must be carefully planned because one
part is attached or connected to another and another part attached to that one, ete.

It is the responsibility of quality control to inspect and certify all installations
as being complete and proper by stamping the installation paper and retiring
the stamped documents to Inspection Records. This action certifies the work to
be completed and gives Lockheed credit for the work.

Everything is geared to move or progress on a predetermined, approved
schedule. For example, picture the fuselage sections as tubular in general shape.
On the predetermined schedule, the supposedly completed fuselage sections are
moved to an area or position known as body-mate where they are joined together
into a long cigar shaped section. The aircraft gradually takes shape as it moves
down the production line so that when it goes through final assembly it looks
like an aircraft except for the empennage or tail section.

As stated earlier, an aircraft receives certain parts and installations specifically
called out for each position it goes through and quality control stamps and retires
installation paper to signify completion of scheduled work.

By the time an aircraft completes final assembly and the empennage installa-
tion it is supposedly complete except for a few late engineering changes and
normal installations specifically planned for the flight line. Installation paper
reu_ltaining open on the aircraft supposedly represents the true condition of the
unit.

PRELIMINARY, BACKGROUND AND PERSONAL

Before getting into the main body of my testimony I would like to touch oﬁ
the events leading up to the present situation. )

I.—In July and August of 1969 as General Department Manager in charge of
all production control activities in the flight line, flight test and avionic areas
I began to notice serious deficiencies in C-5 aircraft when they were moved
from assembly areas to-the flight test or flight line positions.

One of the serious conditions for instance, was that thousands upon thousands
of parts and assemblies which Lockheed inspection records showed to be in-
stalled were in fact missing from the aircraft and had not been installed. Air-
craft, which according to company records were complete except for planned
flight line installations and a few engineering jobs, were in fact virtual shells.

I was greatly concerned and began to closely monitor the situation to confirm
my findings. I spent most of August 1969 screening production control call sheets
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.(special forms on which production personnel write in requests for parts), mak-
ing counts and verifying facts.

In September 1969, I verbally reported the condition to my superiors and ex-
pected everyone to be shocked and come to the rescue. Failing to get a positive
response and, in fact a negative response, 1 contacted other members of manage-
ment and received an adverse reaction wherever I turned. I arranged to secure
the use of a highly qualified man to physically audit and verify conditions on air-
craft and resorted to a series of written reports beginning in October 1969. The
response was not only negative but hostile. I was told to shut up and even to
hide the reports.

I pursued the matter vigorously but in time became so disgusted, disheart-
ened and disillusioned at the attitude and lack of response that in February
190, I even requested transfer to another Lockheed Company and said I would
transfer to anywhere in the world. Shortly afterward I reconsidered that deci-
sion having realized that I had been running away from the problem and taking
the lazy way out rather than facing the situation squarely and doing my duty. I
resolved to see it through regardless of the consequences. I felt that if I could
somehow get to the right people, positive action would be taken. Everyone I
contacted was hostile. I was rebuffed at every turn.

Finally, I decided to make an appointment with Fuhrman, the President of
the Georgia Company. On March 23, 1970 T called for an appointment. Mr.
Poore’s secretary answered the phone and said that Mr. Fuhrman had left for
the day. She asked that I leave my name and number. Shortly afterwards (the
same afternoon) my boss demanded to know what I was doing contacting Mr.

ruhrman—I had been-cut off at the pass. I was instructed to report to my su-

perior’s office the following morning. After an unproductive discussion with R.
C. Goddard, my immediate superior, and V. H. Brady, the Assistant Director of
Manufacturing Control, I reiterated my desire to talk to Mr. Fuhrman but agreed
to talk to W. P. Frech. The meeting was absolutely fruitless. Mr. Frech talked
in the clouds about engineering and other unrelated subjects. He apparently had
no desire to discuss the real issues and problems. I had to ask him more than
once to read a document pertaining to some of the problems which I had handed
him when first entering the office. After the meeting I decided to wait a couple
of weeks to see if any positive action was taken but frankly, I didn’t want to
hold my breath.

By this time I was really in hot water. I was ostracized, criticized, pushed in
a corner and even warned by my immediate superior that I would never get up
on the right side of the bed if I went to see Fuhrman and continued to persist in
seeking reforms.

After realizing that no action was being taken I managed to contact Mr.
Fuhrman in the middle of April and met with him for approximately one hour
and fifteen minutes. I presented him with a large package containing reports,
audits, documents and related data proving mismanagement, waste and costly
malpractices.

Mr, Goddard was right about getting up on the wrong side of the bed. I was
in more trouble than ever. My job was abolished in May and I was downgraded
to a lower classification. I decided to take a lay-off in lieu of doswngrade which
allowed me to collect severence pay and other fringe benefits. I had to protect
my family as much as possible.

I felt I had to get out—away from the plant and pursue the matter. I wrote
my superiors a letter dated May 11, 1970 advising them of my decision. In the
letter I wrote, “In view of my personal situation and opinions regarding com-
pany activities, I have decided to accept lay-off from the position of Night
Division Manager in lieu of downgrade to the position of Department Manager,
effective 23 May 1970. I have given much thought to this decision. Although I
have always acted in what T considered the best interests of the Company, I
now realize that my philosophy of management differs from what is expected
of me. I do not have the audacity to say I am always right. However, I do plan
to always act in accordance with my honest opinions, principles, and convie-
tions, regardless of the consequences.”

The reason I had wanted to remain with the company until May 23rd was to
give two weeks notice and to train the young manager selected to take my place
as much as possible. I felt I owed it to him. However, on the following day,
Tuesday, May 12, 1970, X was literally run out of the plant. I had gone to R. C.
Goddard’s office to attend to a routine meeting and was asked to remain after-
wards. There, I was told with absolutely no explanation that I would have to

67-425—72—pt. 5 6
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leave the plant that very day. I wasn’t even allowed to turn in my keys and
had to pay for them. A week later in a letter to Fuhrman X said, “After 19 years
of dedicated service I was rushed out of the plant with an initial refusal even
to let me gather my personal belongings. Such treatment usually was reserved
for a person who has been fired.” “It was monstrous.”

Despite all of this, I somehow wanted to have faith in the corporation and
sent Mr. Haughton a letter dated May 25, 1970, accompanied by a large package
of documentary evidence. In the letter I told of a call from V, H. Brady direct-
ing me to, “keep quiet and hide” a specific missing-parts report; of a dawning
“horrible realization” that data were being withheld and of “charts produced
to illustrate how beautiful everything was rather than the true facts.” I also
told Haughton of what I choose to call the “Lockheed Georgia Management Pro-
tective Society”. To be a member, one must worry more about protecting his
hide and the hides of his superiors than working in the best interests of the com-
pany and the country,

Haughton, replying almost at once, said he had read the letter, perused the
documentation and planned an investigation.

Mr. Haughton’s letter said that when the investigation was completed I would
be contacted by either him, Rieke (the Corporate Vice President) or Fuhrman
on the results. No one has ever contacted me.

During the last week of June 1970, I received an unexpected call from W. P,
Frech, Director of Manufacturing, who asked me if I would come back to work.
I told him no—not for the same people. Mr. Frech said that B. G. Mattison, Vice
President of Industrial Relations was looking for a position for me and that
he, Frech, would talk to me later. On July 29, 1970, Frech called again and
said the only position open anywhere at that time was at Chattanooga as a see-
tion supervisor. I finally said I would take the position despite a great reduc-
tion in pay. In a letter, I told Mr. Frech that I would continue to give my
best skills and abilities to my Jjob. At the same time I would always exercise my
value judgment. .

The only reason I went back to the company was that I wanted to have faith
that Haughton would investigate the situation as stated in his letter and take
positive remedial action. I had to have some kind of faith—however, I couldn’t
have been more wrong.

In Chattanooga I found unbelieveably poor management resulting in great
inefficiency and waste. I went to work on this immediately but received little
help. The management in fact resented problems being brought out in the open
and allowed bad conditions to exist day after day.

I wrote Mr. Haughton a letter in late November of 1970 to check on the situ-
ation and received a reply omitting any information on the investigation if there
really was an investigation. Finally, this spring I asked to see someone in up-
per management who would tell me what reforms and corrective measures, if
any, the company intended to make. I had been in close contact with people at
Marietta and could see no improvements at Chattanooga except those I had
managed to install.

In March, 1971, Mr. Frech came to Chattanooga and met with me in the plant
manager’s office. When C. L, Starnes, the plant manager brought up the fact
that I had said I would press for reforms even if I had to do it on the outside,
Mr. Frech asked if I knew what had happened to Mr. Fitzgerald who had gone
to Washington with some Lockheed problems. When I said I did not, Mr. Frech
said that Mr. Fitzgerald was now the Chief SH House Inspector for the Civil
Service and that he would never be able to get a good job. I consider this to
be intimidation. The inference was that anyone who bucks the Lockheed Com-
pany or the Air Force is in for trouble the rest of his life. Frech also said he
might be worried about what I might say if I held g higher position. I say, how
can a price tag be placed on integrity. Right is Right.

I could stand it no longer. I knew by then (and admittedly should have known
much earlier) that Lockheed management had no intention of reforming.

I wrote a 28 page letter to C, L. Starnes, the Chattanooga plant manager,
outlining improvements already made and inecluding instruections for correcting
existing problems. .

So, surrounded by disorganized and shabby management, I asked to be layed
off again to provide some protection for my family although I would have resigned
if necessary. I resolved to pursue this matter because I strongly believe that such
waste, mismanagament, improper practices, and dishonesty should not be allowed
to exist in this country.
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I1.—Management of a production control organization requires great knowledge
of manufacturing scheduling, program coordination, aircratt status, manufactur-
ing paper, aircraft parts requirements and installation paper. Anyone who knows
anything about the aircraft business could substantiate this.

The position I held while managing a large production control organization
required experience gained from nineteen years of service, an intimate knowl-
edge of aircraft scheduling, aircraft installation paper and documentation and
knowledge of aircraft status. The position also required organizational ability
and product knowledge. I had the responsibility for directing, managing, and
coordinating the procurement, stocking, kitting, disbursement and delivery of
parts, material, assemblies and kits used in the assembly of C-5 aircrift. In addi-
tion, production control personnel work directly with manufacturing people.
Production control also has the responsibility to forecast all parts requirements
in advance of need utilizing manufacturing planring paper, schedules and aireraft
status.

In February 1970, prior to my attempt to talk to President Fuhrman, I received
an official company letter from my superiors to the Lockheed Professional Per-
sonnel Department which reads as follows:

“With regard to Corporate policy as set forth in referenced memo, we recom-
mend Henry M. Durham, Employee No. 526 798, as a potential candidate for inter-
divisional transfer at the division management level. This recommendation is
made as a result of long association with, and close observation of Mr, Durham
in his professional duties.

“He joined Lockheed in August 1951, and his record has been one of steady
unbroken progress. Starting as an assembly dispatcher in Production Control,
he now fills the responsible position of Night Division Manager. )

“Among his many qualifications are unquestioned loyalty, energy, initiative,
product and corporate knowledge, ambition, and an insistence on & job well done—
first of all by himself, and secondly by all reporting to him.

“It is our unqualified opinion that Mr. Durham would represent a real asset
to any organization to which he might be assigned.”

-Alsgo, as late as May 1970, I received a commendation for outstanding perform-
ance which reads in part:

“For a job well done under adverse conditions, this company expresses its sin-
cere appreciation.”

I present these facts to establish my credibility since some attempt may be made
to discredit me.

My qualifications, once regarded as outstanding, somehow changed almost over-
night after my visit to Fuhrman and subsequent activities.

I am not asking anyone to form any opinions until I present the positive docu-
mentary and physical proof contained in the testimony. I assure you it is honest
and factual.

Attachments follow :

LocKBEED-GEORGIA COMPANY,
February 24, 1970.
1'o Professional Personnel Department.
From R. C. Goddard.
Subject : New opportunities program. :
Ref: Management memo, Serial No. 768, Dated December 10, 1969.

\With regard to Corporate policy as set forth in referenced memo, we recom-
mend Henry M. Durham, Employee No. 526798, as a potential candidate for inter-
divisional transfer at the division management level. This recommendation is
made as a result of long association with, and close observation of Mr. Durham
in his professional duties.

He joined Lockheed in August 1951, and his record has been one of steady un-
broken progress. Starting as an assembly dispatcher in Production Control, he
-now fills the responsible position of Night Division Manager.

Among his many qualifications are unquestioned loyalty, energy, initiative,
product and corporate knowledge; ambition, and an insistence on a job well
done—first of all by himself, and secondly by all reporting to him.

It is our unqualified opinion tbat Mr. Durham would represent a real asset
to any organization to which he might be assigned.

R. C. GODDARD,
Manager, Production Control Division (Assembly).
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LoCKHEED-GEORGIA CoMPANY,
Marietta, Ga., March 10, 1970.

COMMENDATION

This is to commend H. M. Durham, Employee No. 526798 of department 35-10
for Recognition of his efforts to Secure, coordinate and expedite the shipment of
parts during Prosect Wing Strap Addition. For a job well done, under adverse
conditions, this company expresses its sincere appreciation.

R. C. Gobparp, Department Head,

May 25, 1970.
Mr. D. J. HAUGHTON,
Chairman, Board of Directors,
Lockheed Aircraft Corp., Burbank, Calif.

DEeAR MR. HAucHTON : I have been a dedicated Lockheed employee and member
of management for almost nineteen (19) years. I have a good record and until
fairly recently was proud to be a member of Lockheed management. I can no
longer say I am proud, and as a result am no longer with the Company.

Around July or August of last year when I was a General Department Man-
ager in charge of Production Control activities at the Production Flight Line and
Flight Test areas, 1 found that C-5 aircraft moving to the Flight Line were in
deplorable condition from a quality standpoint. ASCR paperwork was worthless
and meaningless. Thousands of parts not shown open on paper had to be called
‘for and delivered. ADSL and ABNI paper was non-existent or worthless. The
conditions were so critical that I resolved to determine the causes and take
corrective action.

My investigations proved that installation paper was being 'sold and retired
when parts had not been installed, illegal removals were rampant, ete. In other
words, thousands of parts were missing from aircraft, ships paper was worthless
and the situation was totally out of control, There were many other associated
or related problems which T have facts and data om, but won’t dwell op here.
I just want to give you a good general picture of the total problem.

I first reported the problems verbally but realized I would have to go in
writing when no action was taken. When the first written report was produced
in ‘October I expected all concerned to run to the rescue. Instead, I received a
very adverse and negative reaction from everyone including my immediate
superiors. I was shocked. At that time, I could not understand why anyone would
not give immediate and positive attention to a problem that was not only costing
the Company untold dollars in lost parts, re-procurement, overtinie and the like
but gave a totally false picture of the aircraft. However, I wag determined and
continued to audit aircraft and produce reports. I talked: to both high and low
members of management and thought sure I could make Someone realize or recog-
nize the magnitude of the problem. I was worried. YWhat if the customer found
the thousands of installations were being reported as sold that had not been
installed? Since missing parts could only be detected when instaliations were
mude, T was concerned that some critical part might be niissing and cause a
possible crash. Many missing parts were found only hours or shortly before air-
craft were scheduled to fly. I was also greatly worried and concerned about our
integrity. I was determined and continued to audit aireraft and produce reports.

I talked to all levels of management. The most positive reaction at this time
was a call from Mr. V. H. Brady to keep quiet and hide the reports. A typieal
example was the day I told Mr. Brady that Mr. C. H. Bollech had casually men-
tioned he might give one of the missing part reports I had given him to Mr.
Rieke. Mr. Brady’s response was to call me back later and order me to “get that
report back from Bollech fast”. When Mr. Bollech refused to give the report
back, both Mr. W. B. Witcher and Mr. V. H. Brady requested that I try to stamp
it “Confidential”. 1 knew they were acting on instructions from a high source.

I personally contacted Internal Auditing who investigated and substantiated
my findings, At that time, I was told by Mr. Brady that I should not have
contacted Auditing. A member of the Auditing Department told me later that the
report had been “watered down.” I noticed later that Mr, Brady was saying he
contacted Audting but it is really an insignificant point.

At any rate, I came to the horrible realization that data was being withheld
from corporate management to the detriment of the entire C-5 Program and
the corporation. I admit that this realization angered me. I vowed I would get
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to the right people in the Company but knew I was in for a rough time. In the
course of my investigations and talking to high members of Management, I dis-
covered the existence of what I choose to call the “Lockheed-Georgia Manage-
ment Protective Society.” It is a very sick group comprised of people who are
afraid to stand up for truth and honesty and dedicated to the protection of each
other. I have reason to believe it extends from the Vice Presidential level on
down. To be a member, one must compromise his principles, forfeit his integrity
and worry more about protecting his hide and the hides of his superiors than
working in the best interests of the company and the country. The facts and data
I possess pretty well substantiate these conclusions.

It is a sickening situation. For months I saw charts produced to illustrate how
beautiful everything was rather than true faets. Being charter members of the
“Protective Society”’, my bosses were afraid to step forward with the truth. I
talked to Mr. Brady and people such as Mr. R. A. Shettel ‘“eye-to-eye” and
received a lot of “high fidelity mumbo jumbo.”

Mr. Haughton I know of what I speak. I firmly believe if the problems
existing on the C-5 had been truthfully and factually presented to corporate
management at an early stage many of them could have been solved and
possibly millions of dollars saved., Also, many of the festering sores plaguing
the company today could have been healed. I am confident there are enough
brains and ability in those ranks to have arrived at the best solution for the .
company. This is what I wanted to aceomplish.

To be honest and straight forward, one must throw all of the cards out on
the table and call straight shots. When I pointed this out to Mr. Brady the
other day he said “to have informed Mr. Rieke.would have created a panic
and caused more confusion”. I am sure he would deny making such a statement,
but as God is my witness he said it. I think this one statement is pretty indica-
tive of the total situation.. : .

Realizing I was getting nowhere and still determined to help the company,
I made an appointment with Mr. Fuhrman. My first attempt to make an appoint-
ment was ‘“cut off at the pass” by Mr. Poore. However, I managed to see him
later. Mr. Fuhrman was very cordial. I gave him a package of information
and did my best to get my points across. Although Mr. Fuhrman was receptive,
I am not sure I did a good job of presenting the facts. I do not know what action
has been taken.

I was told I would never get up on the right side of the bed again if I met
with Mr. Fuhrman. This is certainly true. I was ostracized, criticized, pushed
into a corner and eventually downgraded. I took layoff instead. I was accused
of stepping on peoples toes and “running over people” to get the job done.
The truth of the matter is that I ruffled some of the feathers that Mr. Brady
and Mr. Witcher and others are afraid to rufile. A “yes man” will always react
in this manner. Many times I have seen facts twisted and turned around to
present a more acceptable picture. I refused to do it.

Mr. Haughton, I know that many statements made by outside sources regard-
ing Lockheed management are true as far as the Georgia Company is concerned.
However, I do feel that Lockheed management as a whole throughout the
corporation is beyond reproach. I know the Lockheed Corporation had to be
built on integrity to be as large as it is and to have enjoyed the respect it
has gained through the years.

I became totally disgusted with my boss, his boss, and on up the line for
lacking the courage and fortitude to do the right thing or to go to the top if
necessary. However, if one is playing the game he will not jeopardize his posi-
tion even if it means not being truthful and honest. .

Before I conclude, I want to make it clear that I am not seeking revenge, re-
questing re-instatement or asking for a job. I couldn’t be paid enough to be ¢on-
nected with the calibre of people I have been working under. Incidently, no one
ever showed any appreciation for what I was trying to do—not a word ; only the
reaction as stated. If an apple grower places apples in several barrels he must
frequently inspect each barrel and throw out the rotten apples. Who missed the
Georgia Barrel?

In the Marines one always looks to see who is in the foxholes to the right and
to the left because when it comes to “cold steel” it’s the man that counts. I must
tell you that I would not trust these people and would dig another foxhole. This
is exactly what I am doing. i

Mr. Brady told me I couldn’t fight company politics. I refuse to engage in so-
called politics. Is this the kind of management you want? Countless times I have
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told aspiring young supervisors or managers that the oniy way to get ahead is by
hard work, dedication and honesty. I believed it and still believe it is true in
most companies because it is the right way and the American way. I have con-
fidence I will find a position where these principles count.

Mr. Haughton, somebody had better start sweeping and throwing out those
rotten apples before it is too late. The “yellow jackets” are swarming.

Enclosed find some examples of some of the reports I mentioned and some
interesting facts. The letters to Mr. Fuhrman were sent to him by registered mail
but may have been intercepted before he personally received them.

Oh! What a Tangled Web We Weave When First We Practice To Deceive.

Very truly yours,
H. M. DURHAM.
cc: Mr. W. B. Rieke.
May 11, 1970.
To: R. C. Goddard.
From : H. M, Durham.
Subject : Layoff in lieu of downgrade.

In view of my personal situation and opinions regarding Company activities,

I have decided to accept layoff from the position of Night Division Manager in
. lieu of downgrade to the position of Department Manager, effective 23 May 1970.

I have given much thought to this decision. Although I have always acted in
what I considered the best interests of the Company, I now realize that my
philosophy of management differs from what is expected of me. I firmly believe
and know from our recent conversations that my methods of operating, beliefs
and activities has seriously jeopardized my career, chances of advancement, and
future with the Company. :

I do not have the audacity to say I am always right. However, I do plan to
always act in accordance with my honest opinions, principles, and convictions
regardless of the consequences.

Very truly yours,
H. M. DURHAM.
cces: V. A, Brady, W. B. Witcher.

EXHIBIT 1.--MISSING PART REPORTS'

Shows missing part reports beginning October 3, 1969. Also various other
documents and reports reflecting the deplorable “out of control” condition of
aircraft and aircraft paper in general. The missing parts reports were not only
produced by me. Many are co-signed and/or approved by other competent mem-
bers of management.

The reports conclusively show a high percentage of parts missing from aircraft
and the existence of an unknown condition on C-5 aircraft undergoing manu-
facture.

The most serious and costly condition was the selling of installation paper in
order to collect payment and receive credit for work which had actually not been
accomplished.

By the time an aircraft reached Pre-Installation, Final Assembly, the Flight
Line or Flight Test positions, it would be in deplorable condition—ecompletely
out of control. Thousands and thousands of parts would be missing, but nobody
knew which ones. The installation paper had been retired and stored away. Each
aircraft was an unknown. -

For example, an aircraft would arrive at the Flight Line a virtual shell—
missing thousands of parts and assemblies—when, according to Lockheed records
it was complete except for a few engineering changes and the work normally
planned for installation at the Flight Line, such as radar gear, some electronic
equipment, etc. ]

This of course resulted in chaos because no one knew which parts and assem-
blies were missing because the aircraft paper calling for installation had been
closed to Inspection Records, to erroneously reflect that all of the work had been
accomplished when in fact it had not.

Most of the missing parts problem originated in structura sections, including
Feeder Plants. This is when sections such as the Forward Fuselage, MID
Fuselage, Wings, etc.,, are being assembled. Missing parts consist of everything

1 Retained in committee files.
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from small bits and pieces to major assemblies, and inrluded thousands of ex-
pensive purchased subcontracted and machined parts.

Illegal removals were also rampant. A part, for example, would be installed
on a lead aircraft and sold. Then it would be illegally removed and installed
on the next highest assembly or aircraft. The thousands of illegal removals,
while extremely serious, accounted for less than 10 percent of the missing parts.

Another factor contributing to illegal removals was that time after time, parts
would be damaged through mishandling or in the process of installation. Instead
of presenting the damaged part to Quality Control for proper dispositioning and
accountability, the part would be thrown away and a replacement cannibalized
from another aircraft or assembly.

Many times such parts could have been saved by reworking them instead of
throwing them away. One reason this was done was to hide the amount of
butchery, that is, to hold down the officially reported rejection rate by throwing
damaged parts and assemblies away rather than prepare discrepancy reports.

The vast majority of missing parts was caused by the company moving major
assemblies and aircraft on the prescribed schedule regardless of the state of
completion in order to collect progress payments as related to milestones and
of course credit for being on schedule. In order to do this, thousands of pieces
of installation paper, representing tens of thousands of parts, were stamped off
by both Production and Quality Control and retired to Inspection records to
signify that the parts had been installed—although they had not.

As stated—this action— :

(a) Paid Lockheed for completion of work although it had not been
accomplished.

(b) Reflected a “psuedo” on schedule condition.

(e) Reduced open item counts, thereby painting a very rosy picture of
aircraft condition.

The missing parts condition on each aircraft of course “snowballed”. The rea-
son for the snowball condition was that parts slated for installation in the next
positions could not be installed because attachment parts were missing —and on
and on. So, as I said, by the time an aircraft had reached Final Assembly or the
Flight Line (or even earlier) it was in a wretchedly deplorable condition.—
Completely out of control.

Hundreds of thousands of dollars in the form of manhours, overtime, materials
replacements, parts replacements reprocurement, ete., were spent seven days a
week around the clock. It was chaos—premium shipping charges were paid to
air express thousands of parts.

A missing part is detected only when a workman making an installation found
he couldn’t do the job because the attaching structure or parts were missing,
Therefore, many missing parts were discovered only shortly before aircraft were
scheduled to fly, and many after flight. I was very concerned that a plane might
crash.

In a letter to Mr. Haughton dated May 25, 1970. I wrote that I talked to both
high and low members of management and thought sure I could make someone
realize or recognize the magnitude of the problem. I was worried. What if the
customer found that thousands of installations were being reported as sold that
had not been installed? Since missing parts could only be detected when installa-
tions were made, I was concerned that some critical part might be missing and
cause a possible crash. Many missing parts were found only hours or shortly
before aircraft were scheduled to fly. I was also greatly worried and concerned
about our integrity.

In addition to the missing parts problem, many parts were installed, but the
installation paper not stamped to show it. Unstamped paper indicated an open
requirement for parts.

This is the reverse of the missing part problem. When an aircraft moved from
one position to the next, such as from the Pre-Installation position to Final
Assembly, Production immediately requested all parts and assemblies shown
as required (Unstamped paper). Thousands of parts would be rushed to the air-
craft only to be left lying on the floor or somewhere because when a Production
man started to install a part he would find one already installed and toss it
aside. Thousands of parts were scattered and piled everywhere—completely out
of control. It was a lost part condition that generated replacement action to
re-procure or re-fabricate thousands of parts that were not needed had anyone
known where anything was. Again, the overtime, manhours. premium freight,
re-ordering, paper shuffling, searching, crying and panic decisions made by man-
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agement cost untold dollars. It was like a thousand blind dogs turned loose in a
meat market.

Therefore, thousands and thousands of parts were delivered oniy to find they
were not needed. As a result, thousands of parts were lying in piles, in corners,
on tables—all over the place out of control and not needed on the particular
aircraft to which they had been delivered. Many times parts would be lost and
replaced (that is, replacements bought or fabricated depending on the type of
part) only to have the original turn up later.

The fact that the Air Force (Government) would condone the erroneous sell-
ing of work and pay for it, to me, is monstrous, both on Lockheed and the Air
Force parts. It was in fact collusion between the Company and the Air Force
to make the C-5 program look better than it was, keep Lockheed paid and hide
the true picture.

It is the complete lack of integrity on Lockheed’s part (the management) that
has prompted me to do what I am doing.

EXHIBIT 2.—AIRGRAFT CONDITION REPORT, DATED MARCH 16, 19701

A report citing and criticizing the continued existence of serious and deplorable
conditions and asking management why ¢orrective measures aren’t being taken
by responsible management, The report mentions missing parts and the fact that
thousands of parts issued fo aireraft on request were being returned as not re-
quired. This was not the Flight Line, but Final Assembly and Pre-Installation.

The report points out the improper or dishonest reporting of aircraft conditions
and the fact that all organizations, including Quality Control, played a part in
it. The fact that the very organization- entrusted to maintain quality was in-
volved, was to me inexcusable;: .

EXHIBIT 3.—VALUABLE SMALL PARTS PROBLEMS (VSP) !

Report shows that as of May 1, 1970, the Company was facing a $30,000,000
cost overrun on VSP due to over-procurement resulting from failure to control
parts in production areas and cribs—mostly production areas. The report shows
that VSP cost per aircraft is approximately $560,000. However, the cost was
exceeding $1,000,000 per ship. .

This information was verified by the Company Industrial Engineer assigned
to trying to straighten out the mess (Dewey Cook). ’ ’

Mr. Cook, in attempting to arrive at a solution discussed the problem with me
in depth. He was talking to many people.

This was money straight down the drain, impossible to be recovered. The best
the Company could ever hope to do would be to bring the cost per aircraft back
down to what it was supposed to be ($560,000) at some point.

At the time I checked, Ships 0025 and 0026 were in final assembly and had
therefore received most of the VSP, since 95 percent or more is installed above—
(or earlier than Final Assembly). For the sake of even figures, a $500,000 over-
run on 26 aircrafts would be $500,000 times 26 aircrafts, would be $13,000,000.

I don’t know when or if ever it was recovered but it was somewhere above
Ship 0026. ,

VSP was scattered on floors, tables, in boxes, heaps—all over the place. It was
being swept up and dumped. Finally, somebody caught on and started sending it
to the Lockheed Ventura Company to be sorted out at 6 cents per item.

The cost of VSP averaged 16 cents to $37.50 each, according to Mr. Cook.

No one knew what or how much had been disbursed out to the shops.

Basically the reason for the over-run was not due to cost but to misuse and
failure to establish and maintain an adequate inventory accountability system.

I sent copies of this report to Mr. Fuhrman, President of the Georgia Company,
and Mr. Haughton.

EXHIBIT 4.—PROGRESS REPORTS'

Certain progress reports reflecting on missing parts, erroneous ASCR’s ete.
(ASCR—Assembly Statement of Condition Report). One report dated Novem-
ber 24, 1969, shows that approximately 2,000 parts previously procured for Ship
008 against open paper were returned as not needed. This represented time and
money. -

1 Retained in committee files.
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Each one of those parts had been individually procured or fabricated at great
cost—only not to be needed. This amounted to a waste of thousands and thou-
sands of dollars—not only the cost of the parts but the overtime and man-hours
that had been spent to procure them. Ship 0008 of course was not the only one—
it happened on all ships constantly. I picked this one as one illustration.

This also causes unnecessary procurement and fabrication of thousands of
fabricated purchased and subcontracted parts in this way:

Parts were issued and installed on an aircraft in a structure area but the
installation paper left open.

When the aircraft reached the Flight Line or Flight Test, the parts would
be requested again because of the open paper.

This constituted a double issue and therefore generated replacement action
in the form of re-procurement.

The unneeded parts would rot for months in an area where they were not
needed but in many cases urgently needed in other areas. .

Another progress report notes that approximately 40 MCN Kits (Manufac-
turing Change Notice—a kit is a package containing more than one part) for
ship 0012 will not be needed. We asked Production to check the aircraft as a
test to determine the magnitude of the problem. It turned out to be tremendous.
Thousands of parts were procured, kitted and stocked to be used on aircraft
when called for by Production Personnel. However, a serious problem con-
nected with Planning Paper caused the same part numbers to be issued from
another source and installed. However, the left hand didn’t know what the
right hand was doing so the kits were issued only not to be needed. This resulted
in additional thousands of parts scattered around the area. These parts’ were
out of control and considered lost, so replacements would be procured or fabri-
cated, adding to the already dismal mess.

Kits containing thousands of parts were stored for months waiting to be used
on aircraft when they were actually not needed. Many of these parts were
expensive subcontracted and purchased parts- costing thousands of dollars
each—and many of them were used only on certain aircraft configurations—
for example Ships 0032-0038 only.

Suppose a $5,000 part is designed by Engineering to be used on Ships 0032—
0038 only and seven parts are purchased accordingly. Now suppose parts are in-
stalled on Ships 0032 and 0033 but because the installation paper isn't stamped.
two parts are kitted and held at the Flight line pending installation. This would
leave the last two ships (0037—0038) short parts. In a panic, parts would be
purchased at premium cost from vendors and shipped air express—while all
the while, the parts purchased for Ships 0037 and 0038 were rusting away in
‘a kit held for Ships 0032 and 0033, which already had parts installed. This
mess occurred day after day costing untold dollars in terms of procurement,
re-procurement, air express shipments, material, overtime and panicky, irre-
sponsible management decisions.

Frequently a vendor would have completed commitment to build a certain
number of parts to cover a specific range of aircraft and would charge premium
prices to re-tool and make parts to replace units lost by Lockheed.

Another progress report shows that 15,291 parts-missing calls and 5,294 calls
against rejection were made against Ships 0009 through 0014—after the Ships
arrived at the Flight line. This is an astounding figure but small compared to
some later data I will furnish.

EXHIBIT 5.—DOUBLE ORDERING, MULTIPLE ISSUES AND REPLACEMENTS'
(Shows specific examples of Multiple Ordering and Deliveries)

The Call sheet for Ship 0021, for example, shows double and triple deliveries,
ete., and dates parts were previously signed for. The Call sheet represents one
day’s activity only—thousands of parts would be delivered only to be lost before
they were installed or else they could not be installed because of a missing
attachment part and was subsequently misplaced in the maze and lost. Maze
is a good term. Picture 2 huge aircraft or aircraft section cluttered with thou-
sands of loose parts on the floor, on table, in people’s pockets, under tables—with
people shuffling and sifting through the mess which was completely out of
control. : o :

1 Retained in committee files,
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Another report shows where Production requests were made against a Lost
Parts Authority when actually, parts had been rejected. This was one of the
most unnecessary and costly conditions I investigated.

A part would be rejected and a Discrepancy Report (DR) written to state
the condition of the part (what was wrong with it). The DR is authority to
order another part when properly verified and signed by Quality Control. In
this case, Production to obtain a part (replacement) quickly would order it
against an LPA (Lost Part Form) which is also authority to re-order or pro-
cure parts.

So parts would be delivered and replaced through the system using the LPA
Form and, when the DR went through the system it would deplace the same
part again. Thousands of parts were double ordered and double procured at
great cost.

EXHIBIT 6.—RETURN OF KITS FROM PALMDALE (USE OF KITS IN THE FIELD) !

This is a report showing typically poor Flight Test and Program Control
during Field Update. In this barticular case, 92 Kits were being returned from
Palmdale, California, back to Marietta because they weren’t needed. More often
than not, the Kits were requested on a “panic” basis necessitating overtime and
air express shipment at great expense. The cause for most of this was poor Pro-
gram Control in determining which kits were to be installed to meet the desired
configuration, Also, erroneous blanning paper created havoe.

Planning erroneously failed to refiect many needed parts on installation paper.
Therefore, these specific Kifs could not be installed because they did not contain
all of the parts, and systems could not be connected. Frequently, attempts were
made on a panie basis to air express “left out” parts to the field. Many times Kits
would be opened in the field and installation started before it wag discovered
that planning bad failed to include all of the parts. This would leave a residue of
parts left over from partially used kits cluttering the area—out of control and lost
again. This resulted in having to buy replacements.

In addition, the terrible expense of rounding up thousands of parts, kitting
them and shipping air express when they actually were not needed was outra-
geous. We were continuously having purchased parts shipped in air express from
vendors so they could be placed in Kits and subsequently flown to the field air
express.

EXHIBIT 7.—PROCUREMENT ABUSES AND EXORBITANT COSTS—MATERIAL !

This section shows numerous abuses in the procurement and control of mate-
rial. Parts purchased years ago are still in stock (no longed needed). This in
most cases is the result of parts being lost or out of control necessitating re-
Procurement—with the original parts turning up from out of the woodwork later.

I will show examples of exorbitan{, prices paid to vendors for material when
the same material was available in Lockheed stores for a fraction of the price
paid to the vendors. .

T also have examples of excessive prices paid for material from Tull metals or
other vendors.

The practice of buying material from vendors instead of obtaining it from stores
persisted despite repeated complaints on my part. Finally, a strong letter stopped
it temporarily.

Perhaps a quiet investigation should be made to determine if there are any con-
nections between any Lockheed people and Tull people. There may be a problem
here.

Another example of procurement abuses is the way plant maintenance, bolts,
nuts, screws and similar items, were procured at the Lockheed Chattanooga Plant.

In this case I am referring to regular hardware-type bolts and nuts used to make
maintenance repairs and upkeep around the Plant,

I could not believe anyone would tolerate such practice—and it required pres-
sure to get it stopped. for some reason.

The problem was that: :

A salesman from one company would come to the Plant, ook in the bins and
supply whatever he thought was needed. The problem is that he supplied far_more
expensive parts than were needed and as many as he thought he could get in the
bins. For example, he sold Lockheed steel high-tensile bolts, plated bolts, ete.,

1 Retained in committee files.
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when plain old common stove bolts would do. No .one in management questioned
anything and went right on paying the bill. No bids were taken. A check showed
that a Company such as the Chattanooga Bolt Company or a regular hardware
supply company could supply parts much cheaper. A real peculiar situation devel-
oped when this same salesman changed companies. The bolt account went with
him. This is highly irregular. Lockheed is supposed to obtain parts by bid from
companies—not individuals.

EXHIBIT 8..—WASTE OF TOOLS AND 'EQUIPMEN’].‘1

Standard tools of Chattanooga were completely out of control. (Standard tools
consist of such items as drills, carbide cutters, bits, etc.) Many are very expensive.
Incredible as it seems, there was no check-out control system or any effective con-
trols. No one knew where anything was or who checked it out. The tool engineers
in charge of security told me that $250 to $300 a week was being spent to replace
pilfered or lost standard tools. He said this was a conservative figure. I found
perfectly good tools rusting away in the back yard of the plant. -

Example: Rusty drills found in an old water-soaked cabinet thrown out in the
back yard. They were immersed in water and ice when I found them. Since I had
no jurisdiction over tools, I immediately pointed the condition out to the plant
manager in person. Six months later, they were still there, along with other costly
equipment and material—rusting away.

I took a small quantity of the tools as an example. .

Management people walked through this jungle every day and took no action
to correct it. First of all, they did not have the initiative to correct it. Also, I don’t
believe they knew how. Worst of all, they didn’t try. ’ .

A control system for-tools still had not been established by May of this year
(1971). ' : o

To let a condition such as this go on for over four years is a crime. For some
reason, it was not only tolerated, but even defended. Suppose we take the low
weekly loss figure: $250.00 X 52 weeks=$13,000 loss per year on standard tools
only from one area. (Think of what it must be throughout the Corporation.)

Instead of showing interest in an offer to get the area under control, the people
were incensed at the condition being pointed out. (For some reason, this is the
attitude of many high-ranking members of Lockheed management today, and until
it is corrected, Lockheed doesn’t have a chance.) I might add, a good audit system
would have detected it long ago. I will cover auditing later. '

EXHIBIT 9.—MISHANDLING OF MATERIAL?

Material (raw stock such as extrusion, bar steel, sheet metal, aluminum stock,
ete.) was completely out of control and one of the most deplorable and inexcusable
conditions imaginable. No one knew where anything was, including expensive
castings and forgings. Material (including eastings and forgings) were being
ordered every day when it was actually available if anybody had known it or
knew where it was. Old scrapped material, new material, old rusty pipes, mainte-
nance equipment, rubber goods, dirt, wood, trash, and other debris were all heaned
together. Expensive castings and forgings were piled in old, rusty, water-filled
barrels or buried in the muck.

Material was constantly being ordered, lost, and re-ordered, adding to the pile.
It was incredible. Expensive rubber-faced armor plate ordered for a project which
everybody meant to start but never did was rusting away in the back yard at over
$300.00 per sheet.

Titanium costing $20.00+a pound was stuffed in boxes eroding away. Yet,
titanium was being bought regularly.

Like the tool crib, it had existed for years, but no one did anything. Herds of
people were constantly shuffling and searching through the mess. I did manage to
get thig cleaned up by dumping 42% tons (a matter of record) of old material
which had rusted and corroded beyond recognition. Thig enabled us to sort ont
what was left and get it under control. I established a catalogue control system
and set it into motion.

Tt was inexcusable to let this condition develop and a crime to let it exist.

According to a tool analyst for GELAG, the Company is running 45% to 50%
replacement activity out of the tofal, creating a serious problem. This of course
has tremendous influence on the cost over-run.

1 Retained in committee files.
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EXHIBIT 10.—PURCHASED PARTS—EXORBITANT AND QUESTIONABLE PROCUREMENT
PRACTICES AND PARTS CONTROL®

Purchased parts and MSP (miscellaneous small parts) were being purchased
when sufficient quantities were already available in the plant. Also, examples of
small parts purchased at exorbitant costs.

For years, parts had been purchased with no one giving any thought to estab-
lishing a check system to avoid ordering parts which were already available. The
practice has cost untold thousands of dollars, Inept and inefficient management
allowed this condition to develop and exist.

EXHIBIT 11..—MS8P (MISCELLANEOUS SMALIL PARTS)*

The Chattanooga MSP crib was tremendously over-stocked and completely
out of control. The first item of business was to realign everything in numerical
Sequence in an orderly manner. Then, the Engineering requirements were checked
to determine what the requirements actually should be.

Different items (part numbers) were in stock - 4,80
Actual requirements . - 813
More than needed g ) 4,081

The critical aspect here was that many of the unneeded parts at Chattanooga
were critically needed in Marietta and Chattanooga had been sitting on them
for years. The truth of the matter was that no one knew what was available.
Marietta people were out buying parts right and left that were available in
Chattanooga. This was hardly surprising since . Chattanooga was out buying
parts that were available in Chattanooga stock in sufficient quantities.

Another example of costly but typical bungling was that several thousand
MSP requirements (parts) had been sent to Chattanooga by the Lockheed In-
dustrial Products Company (LIP) when that company closed. All miscellaneous
parts (MSP and some purchased parts) were sent to Chattanooga in one of the
worst messes imaginable and it lay around in the same mess in Chattanooga for
almost two years. No one made an effort to sort it out and find out if it was
needed. Chattanooga was purchasing parts that lay in the pile.

When I finally managed to find out that much of it was needed in Marietta,
thousands and thousands of dollars had been spent at Marietta for parts which
were available in Chattanooga if anyone had known.

One of the worst and most costly problems encountered at Chattanooga was
the situation when MSP and purchase parts were blindly ordered according to
engineering requirements when many of them were already available in stock in
sufficient quantities to satisfy the requirement. This had been going on for
years. I couldn’t believe that any management, however inept, would fail to set
up the elementary and rudimentary systems necessary to prevent this type of
activity.

Adding tremendously to the cost was the fact that most of these parts were
ordered from vendors even if they were available in Marietta stock at a fraction
of the cost.

EXHIBIT 12,—MAN-LOADING PROBLEMS 1

Lack of foresight and planning by management in shop loading added greatly
to costs. For example, in a panie, the Chattanooga Company was forced to lay
off people, including machinists, at great expense. The problem in this case is
that the workload existed all the time and was reflected in various ways, but
management failed to capitalize on the knowledge. :

Proper management of the load would have been to pull the work in early
(shop orders and material were available) and spread it out. This would have
avoided a panic resulting in the laying off and almost immediate re-hire of
people. This, of course, is an example of very poor and short-sighted management.

EXHIBIT 13.—C—5 REFURBISHMENT PROBLEMS——FLIGHT TEST AIRCRAF'I‘1

Typical situation Wher'e,’ in'a meeting there wés coricern expressed by a Pro-
duction Division Manager about what to tell the customer about poor conditions
existing on Ship 0002. : . . .

1 Retained in committee files.
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The memo entitled C-5 Refurbishment Problems shows where over 10,000 parts
were delivered to ship 0008 and later, 4,000 were returned as not needed. This
was caused by the highly inaccurate condition of the aircraft paper resulting in
an unknown condition of the aircraft.

Actually, Ship 0008 was just another example of a common problem exist-
ing on all aircraft. As indicated earlier, aircraft arriving at the flight line were
practically shells although, according to Lockheed records, they were complete.

As previously mentioned, the subterfuge began on Saturday, March 12, 1968,
with the roll-out of Ship 0001, and continued. It rolled out with slave landing
gears, false leading edges, dummy visor (nose of aircraft) and other faked
components.

: EXHIBIT 14.—TYPICAL CALL SHEET—SHIP 0020

This is a typical example of a call sheet requesting the return of components
from feeder plants.

Thousands of feeder plant parts (components) were missing from feeder plant
assemblies (assemblies made at feeder plants and shipped to Marietta), such
as doors, side panels, bulkheads, etc. Some of this was the result of poor
planning and some of it from poor workmanship. Much of it was caused by
selling assemblies green in order to get credit and rushing them to Marietta.

This problem created a miserable condition to say the least. Feeder plants
(excepting Chattanooga) do no manufacturing, but perform assembly work only.
Parts or components are sent from Martetta to feeder plants located in such
places as Logan, Ohio, Uniontown, Pennsylvania, or Martinsburg, West Vir-
ginia, where they are used or made into assemblies. Then the completed assem-
blies are shipped to Marietta by truck or rail, depending on size and configura-
tion. It is expensive to ship items hundreds of miles to be maintained and then
assembled in a feeder plant, when the work could be performed more cheaply
at Marietta. Add to this the fact that untold dollars are spent in road-testing
thousands of parts back to Marietta because they had been left out of the assem-
blies. As in other missing parts cases, no one knew parts were missing until a
problem was encountered during installation. The costs in terms of man-hours
spent in telephoning, double handling, double shipping, special trucks, air ex-
press, and replacement of parts lost and reordered was doubtless astronomical.
Missing feeder plant parts were encountered daily by the hundreds, adding up
to thousands.

EXHIBIT 15.—SAMPLE—SHIP 0023 OPEN ITEMS®

When Ship 0023 moved from the pre-installation to final assembly Wednesday
night, March 11, 1970, the ASCR (Assembly Statement of Condition Report)
and the ADSL (Assembly Department Shortage List) reported 18 items remain-
ing open in the wing section, and 12 items remaining open in the pre-installation
section, for a total of 30 open items. The documents were signed by Quality Con-
trol and Production certifying that they represented the true condition of the
aircraft. Production Control signed acknowledging any shortage conditions.
Knowing that the aircraft was actually in poor condition, I decided to run an
audit to test the accuracy of the paper.

I found that 1,080 open items existed, rather than the 30 reported. This was
astounding, but not surprising. I wondcred what it would have been had all the
open paper been checked.

It was another deliberate case of false reporting to cover up the amount of
incomplete work.

I was strongly criticized for making the report, chastising Quality Control,
and rocking the boat.

The method of handling Ship 0023 was not unique, but typical. The company’s
contention that a few problems existed on the first couple of aircraft doesn’t
hold water.

Where were Air Force inspectors? What were Lockheed Quality Control per-
sonnel doing? In my opinion, the Air Force was in collusion with Lockheed to
sell work when the work had not been accomplished, and to falsify records,
or else the Air Force is blind.

EXHIBIT 16.—SCRAPPAGE OF PURCHASED PARTS (LETTER TO FUHRMAN)'®

The letter to R. A. Fuhrman dated April 17, 1970, points out serious problems
that T felt were not emphasized strongly enough in the meeting I had with him.

1 Retained in committee files.
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Erroneous scrappage of purchased parts—millions of dollars worth of pur-
chased parts were scrapped and thrown away due primarily to erroneous dis-
positions reflected in planning paper. It occurred as follows :

Frequently due to engineering changes, parts must be removed from aircraft
and replaced with later or higher configurations, Where possible, planning calls
for purchased type parts to be removed and returned to vendors for updating
(Lewk) at factories. Small fabricated-type parts which cannot be reworked are
dispositioned shop. The problem was that the planning paper called for thousands
upon thousands of parts to be scrapped, which should have been returned to ven-
dors for rework. A company auditor trying to find out what was causing over-
procurement and re-purchasing activities discovered the problem. I went out
to the ship area and saw some myself. Untold dollars went down the drain.

In my opinion, the Planning Division faced with a voluminous backlog of
paperwork resulting from engineering changes, was unable to process work pack-
age on schedule. Under great pressure, bordering on panic to reduce the number
of behind schedule engineering packages, they took the esay way out and coded
the paperwork scrap rather than taking time to perform the necessary research
and call for paper dispositions. Usually the name of the game in any situation
was to make schedule, regardless of the price. Shoddy, incomplete work was
acceptable if it meant an “on schedule” position could be shown.

Lockheed management constantly resorted to “flat rocking” techniques rather
than stopping long enough to honestly lay all the cards on the table and eall
straight shots. -

A good showing was more important than a good job.

The letter for Fuhrman also points out other problems, such as multiple
deliveries of parts, resulting from losses, and the subterfuge and underhanded
methods employed by Production Managers to hide incompleted work by having
Planning ship it to other unrelated paper; etc.

EXHIBIT 17.—EGLIN REPORT®

An investigating report showing a fypically unsatisfactory condition existing
in the field on aircraft undergoing up-date and testing.

This report specifically covers Ship 0005 at Eglin Air Force Base, Florida.

Conditions at Eglin were deplorable in terms of controls and costs. Again,
Planning paper and documentation coupled with shoddy controls created serious
difficulties.

As a result of findings at Eglin, I made plans to check conditions at Edwards
Air Force Base, California. I wanted to take steps to prevent similar problems
at both Edwards and Palmdale. However, I was blocked from going by the
Assistant Director of Manufacturing, who obviously didn't want me to observe
those areas. The unsatisfactory performance at Eglin caused the company to
miss the Alaska Climatic Testing schedule.

EXHIBIT 18.—DISCREPANCY REPORTS (DR)?

When a part is mutilated or damaged, a Discrepancy Report (DR) is supposed
to be written and attached to the damaged part.

This chart shows the great number of rejections (DRs) written on aireraft
after arrival at the flight line, Each rejection necessitated procurement action
of some nature and in furn, generated replacement action.

Much of the butchery had actually taken place in structure areas but had been
ignored by Quality Control in order to sell the aircraft and show an “on schedule”
condition at all costs.

Thousands of hours of overtime were spent and thousands of parts ordered
from vendors at premium prices and shipped air express.

The amount of DR (rejection) activity coupled with the almost insurmount-
able missing parts problem, illegal removals, etc., ran costs out of sight.

EXHIBIT 19.—REPORT SHOWING ASTOUNDING NUMBER OF PARTS DELIVERED TO
AIRCRAFT AFTER ARRIVAL AT FLIGHT LINE ON FLIGHT TEST®

The significance of this is that all of these calls were over and above normal
flight line installations—that is, parts planned and scheduled for flight line or

1 Retained in committee flles.
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flight test instailation. They were missing parts, rejections, losses, ete. Also
parts represented by legitimate paper which had not been installed in structures
or other areas because of missing structural parts, butchered structure, ete.

EXHIBIT 20.—CHATTANOOGA STOCKROOM PROBLEM AND OTHER
UNSATISFACTORY CONDITIONS !

Report criticizes deplorable condition of stockroom at Chattanooga.

The Chattanocoga stockroom was completely out of control. Parts were lost and
could not be found. Quality was nonexistent; the condition resulted in many
parts being replaced because the ones supposedly available could not be located.
Parts were piled up on old, dirty shelves, hanging out of racks, etc. Parts were
not stocked anywhere close to military specifications and should have been closed
down by Quality Control and the Air Force. It was absolutely disgraceful.

Also shown in this exhibit is a copy of the report given to the Chattanooga
Plant Manager dated 9/8/70 citing serious and costly problems existing at
Chattanooga.

EXHIBIT 21.—CHATTANOOGA TIE-IN®

Letter dated May 10, 1971, addressed to C. L. Starnes, the Chattanooga Plant
Manager. The letter reflects on conditions corrected during my stay at Chatta-
nooga, but more importantly, cites such existing problems as standard tools com-
pletely out of control for over four years. o

EXHIBIT 22.—AEROSPACE GROUND EQUIPMENT (AGE)®

The Design Concept and cost of C-5 aerospace ground handling equipment
(AGE) should be investigated. Equipment used for handling baggage, missiles,
landing gears, engines and miscellaneous gear on the ground is made to aircraft
specifications.

This means that all parts and components used to manufacture AGE must be
procured from companies specializing in aircraft parts rather than from com-
mercial sources. Since aircraft bolts and nuts are many times more expensive
than commercial hardware because of close tolerances and other specifications
the cost of AGE equipment is tremendously high. I have seen chrome plated rod
ends, cadmium plated nuts and bolts, costing thousands, being used when in fact,
plain old commercial hardware parts could be used. I recall one case where a
methods engineer told me that silver plated nuts were used on one piece of equip-
ment to hold on the wheels.

AGE equipment for other programs, such as the C-130 and C-141 used com-
mercial parts. Why did the C-5 have to be different and add millions to the cost?

I believe the principal reason is that it keeps the AGE business in the Lock-
heed family, preventing competitive bidding and making an exhorbitant profit.

I saw examples of exhorbitant prices paid to vendors for hardware and en-
close one example I picked out of many to show where Lockheed paid one price
on one occasion for an expensive rod end, and less than a year later, paid over
a hundred dollars more (each) from the same vendor.

Totally inaccurate records were maintained. No one was tracking parts or-
dered or delivered, and worse, absolutely no price and cost control procedures
with regard to purchasing were maintained at Chattanooga. Chattanooga manu-
factured much C-5 AGE equipment.

EXHIBIT 23.—AUDITING—NOTES AND RECOMMENDATIONS

This exhibit contains a recommendation for improving the ineffectual auditing
performed by the Lockheed Auditing Department.

Chairman Proxyire. Mr. Poore.

1 Retained in committee files.
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STATEMENT OF H. LEE POORE, EXECUTIVE VICE PRESIDENT,
OPERATIONS, LOCKHEED-GEORGIA CO.,, ACCOMPANIED BY W. H.
CONE, LEGAL AND CONTRACT STAFF

Mr. Poore. Thank you, Mr. Chairman. I appreciate the opportunity
of appearing before you this morning.

Chairman Proxmire. We are very happy to have you here.

Incidentally, I invited Mr. Haughton to appear, and he said you
were by far the best man to do this, you were more familiar with this
situation then anyone else, and he recommended that you would b
the best witness. :

Mzr. Poore. I appreciate Mr. Haughton’s confidence in me.

On my right is Mr. W. H. Cone. He is with our legal and contract
staff, and has been closely associated with the C-5 program and its
very complicated contractual terms and conditions. So I brought him
just in case we might want to discuss some of those areas.

I am from the Lockheed-Georgia Co., which is the home of the C-5A
Galaxy, the C-141 Starlifter, the C-130 Hercules, and the C-140 Jet-
start. We were also the builder of 394 Boeing, designed B—47’s—con-
structed under a three-company agreement during the Korean war.

Chairman Proxmire. Before you go ahead, would you describe your
position and your responsibilities?

Mr. Poore. Yes, sir. I am the executive vice president of operations
at the Lockheed-Georgia Co. I sit for the president when he is out of
town. And my basic functional responsibility is manufacturing, ma-
terial, and logistics support as well as the organizations reporting di-
rectly to me.

Chairman Proxmire. You are the principal man in charge of that
phase of the operation. :

Mr. Poore. Yes, sir.

Chairman Proxmire. Go ahead..

Mr. Poore. I am really not here this morning to defend the C-5A
as an airplane or weapons system, because I feel none is required. I
hasten to add, we have made mistakes on the C-5A—we made some on
earlier previous models. We are only people, that make up the manage-
ment team. We consider we are pushing in the forefront of technology.
We do a lot of things, and as with other people in other endeavors, we
are not perfect in all we do.

In winning the C-5 competition in 1965, we realized that total pack-
age procurement would differ from other types of contracts, under
which we had designed, developed, and produced earlier aircraft.

We did not foresee, however, the severe inflationary effects which
were forthcoming almost immediately on business generally and on
acrospace in particular. And neither did the Government agencies with
whom we worked and consulted in estimating our costs and determin-
ing our schedules. As we have stated previously, the technology re-
quired to build such a large airplane with extremely sophisticated sys-
tems meeting very demanding and exacting requirements challenged
our design and manufacturing skills to an unexpected degree. But, our
prime goal throughout the program has been to deliver airplsnes that
meet those requirements and guarantees.
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Torar Pacrace ProcureMENT CoNCEPT

I want to discuss the C—5 work in some detail, but first I think per-
haps it is pertinent to recount a brief history of our accomplishments
before we became involved in the total package procurement concept.
As you know, it has since been abandoned by the Department of De-
fense as essentially unworkable.

When the Government decided to reopen Air Force Plant 6 at
Marietta, Ga., in 1951, Lockheed Aircraft Corp. was selected to oper-
ate the plant on a contract basis.

During the 20 years that we have been there, we have managed a
series of successful modification and production programs. Qur first
work in 1951 was modifying B-29 bombers. From that starting point,
we continued without interruption on aircraft update work and by
early September this year we had completed modification work on
4,516 airplanes. Work of this nature is highly competitive. Cost per-
formance on previous contracts greatly influences the Government
when it solicits bids for new work. The fact that our modification activ-
ity has remained unbroken over such a long period speaks favorably
to our cost and quality efforts..

Under license, production of 394 B—47 bombers began at Marietta in
1953, and continued into 1957. In 1956, we won an Air Force competi-
tion and started production of the C~130 Hercules, the first Lockheed
designed and developed aircraft to come from the Georgia facilities.
Our overall performance and the continual product improvement of
the C-130 design has attracted Government and commercial cus-
tomers in 25 different countries. As of today, we have delivered 1,157
Hercules—and we still have orders on the books into 1973. Many of
these are repeat orders, indicating high customer confidence and
satisfaction.

The C-141 was designed in Georgia. This was a very successful
program, producing 248 airlifters in approximately 514 years. It is
presently the backbone of the MAC fleet.

The same team of management people, are and have been, working
onthe C-5A.

I shall not belabor the complete production record, other than to
state that as of September 1, we had produced and delivered 2,024
new aircraft and that we still have on our lines in Marietta, the C-5,
various models of the C-130, and the Jetstar business jet transport.

On none of the other contracts have we attracted criticism like that
leveled at the C-5. We feel much of the criticism resulted from the
restrictions and inflexibility of the total package procurement
approach.

As previously stated, the Department of Defense has chosen not to
continue with total package procurement. A salient part of the con-
cept, also since discarded, is concurrent development and production,
wherein the contractor keeps building airplanes while development
tests are underway. Concurrency’s important advantage is that it
delivers airplanes with major operational capability several years
sooner than would be possible if deliveries awaited full systems devel-
opment and completion of all testing. '

67-425 0 - 72 -7
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Parrs SuorTAGES AND OTHER PROBLEMS

Concurrency—with its advantages and disadvantages—came with
the C-5 contract. It was not a management prerogative. It did not
result from a Lockheed management decision. We accepted it, and the
inherent products of its environment. Numerous engineering changes
were necessary due to development and test results and were all serial-
ized to Airplane No. 1. This caused parts shortages which in turn
caused work to be performed out of station, and parts to be installed
- later on the assembly line. Just as other manufacturers would do in a
new program, we made decisions to move some subassemblies and
assemblies to the next station with shortages.

We did not hesitate to decide in favor of line station moves with
known shortages. To do otherwise would have increased customer costs
by stopping subassembly production, creating an idle work force, dis-
rupting supply lines, and delaying schedules. One should recognize
that these parts are “missing” only in relation to their normal point of
incorporation in the production line. All necessary parts are installed
before the airplane is flown and delivered.

We believe it is good business and management judgment, when
problems such as parts shortages occur, to establish “work-around”
procedures and schedule the parts to be installed during a later phase
of assembly.

In working toward the stringent schedules mentioned earlier, our
management determined it was more prudent to be overzealous in
providing parts early in a program wherever possible than to err on
the short side of supply. Thus, there were some instances when dupli-
cate orders arrived at the point of need because aggressive supervision
wanted to eliminate the possibility of delay. In these cases, the extra
parts and materials were returned to stock for later use on other assem-
blies or aircraft.

Many different review boards monitored program progress and
initiated action, when deemed necessary, to either solve or avoid prob-
lems. Some of these include the C-5 special schedule review, special
Saturday or Sunday review meetings, steering committee review
meetings, all of which were attended by Lockheed-Georgia Co. man-
agement and corporate management representatives. Regular bi-
monthly meetings were also held and attended by company and in
some instances by corporate management representatives.

A flight line control center proved so beneficial that a similar pro-
gram compatible with assembly techniques was implemented in the
final assembly line. Further, the internal audit department reviewed
the accuracy and status of completed assembly operations, and parts
installed on aircraft when they went to the flight line. Manufacturing
andtqulality management issued specific instructions concerning parts
control.

In the early stages of C-5 development and production we did en-
counter problems. And to a certain extent, we still do. But even with
current, problems, we were as much as 2 weeks ahead of schedule
prior to the AVCO strike, which affected C~5 wing deliveries. How-
ever, airplane deliveries will remain on schedule the balance of this
calendar year. The AVCO work stoppage is going to have some effect
on 1972 deliveries but we cannot assess the impact until AVCO has
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returned to work and has supplied us with their delivery capability on
the components which they supply.

" Building airplanes, like buildin anything else of comparable com-
plexity, is a matter of problem solution. The important thing is that
we recognized the problems, developed solutions, took appropriate
action, and proceeded through the development and production cycles
without halting or disrupting the entire manufacturing process. Even
more important is the fact that we neither flew nor delivered any air-
pl‘:lines configured in any way to detract from required quality stand-
ards.

The 49th C-5 is ready for delivery—2 weeks ahead of schedule. The
first operational cargo flight was a year ago this past July. To date,
approximately 34,000 hours of test and operational flying have been
accomplished. The airplane is operating from three operational bases
and one training base. Testing and development work is still going
on—will be for some months yet. There are still some restrictions on
the airplanes—as is the case on many airplanes that have been in serv-
ice for years. Some of the special avionic systems are still being refined
and structural testing is continuing. The facts are that in spite of this,
the airplanes are out in the system working—doing a good job, with
comElete safety.

The people most qualified to judge our product are those who use it.
The following are some quotes from persons in the military who are
qualified to judge.

A lieutenant colonel—aircraft commander:

It is a great bird. It is comfortable. It handles beautifully. It is a pléasuref'fo
fly. - D
A technical sergeant—loadmaster : H

She is really ticking along like a mess kit full of Seikos. (The Seiko is d preci-
sion Japanese watch.)

Staff sergeant—maintenance supervisor:

The people who manufactured this aircraft had the maintenance man in mind.
It is truly one of the best planes to work on—it is a dream to service.

ReBuTTAL OF DURHAM ALLEGATIONS

My purpose in reporting to the committee is not to engage in a point-
by-point rebuttal of charges and allegations. But two points I will
need to address: The first is the allegation made by Mr. Durham and
printed in the press, dealing with Air Force payments to Lockheed.
Mr. Durham has contended that Lockheed has certified that sections
of the aircraft were complete in order to obtain payments from the
Air Force, when in fact, he states, there was work yet to be accom-
plished. This is positively incorrect.

It is true that the airplanes did progress through the various manu-
facturing stages with a certain number of shortages, which is normal
in the early development and production stages of any airplane pro-
gram. However, this did not affect the progress payments to Lockheed
since such payments were based on the percentage of the costs that
were incurred. The movement of production sections of the airplane
down the assembly line has absolutely no effect on progress payments.

~Prior to final delivery of the completed aircraft, all remaining short-
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ages were either installed or the Air Force was so notified. This per-
mitted the Government to withhold funds from the final payment
until corrected. The Air Force has stated that such shortages did
not affect safety of flight and were acceptable to the Air Force pend-
ing later availability and installation. All payments to Lockheed were
carefully controlled and audited by both the Air Force plant repre-
sentative and the Defense Contract Audit Agency (DCAA) auditors
located at the Marietta facility, constantly.

The second point I need to address is: Mr. Durham charged that on
March 2, 1968, when President Lyndon B. Johnson flew to Marietta
for rollout ceremonies for the first C-5 airplane, number 0001, major
portions of the airplane, including the nose cap were not functional.

The nose cap, terminology referred to by Mr. Durham, is not recog-
nizable, but he is most likely referring to the visor. At rollout, the
visor was fully functional on airplane 0001. In fact, the visor was
raised during ceremonies and selected dignitaries walked through the
aircraft. As a matter of fact, I think I recall President Johnson swing-
ing his little grandson on the forward ramp of the airplane for the
benefit of the crowd.

It is true that certain systems of the aircraft were not functional,
nor were they required for the rollout ceremony.

More important, it should be mentioned that while airplane 0001
rolled out on March 2, 1968, on schedule—its first flight was sched-
uled and accomplished 4 months later, on June 30, 1968. The rollout
ceremony was a mere formality and there was certainly no intention
to deceive anyone. .

I feel that it is most unfortunate that the statements of this one
individual, with only partial information, receive and require the
attention of so many other people who are dedicated to the C-5 pro-
gram, its efficient execution and completion.

Since the end of 1969, the same management that he feels obliged
to condemn has reduced Lockheed-Georgia Co. personnel from more
than 31,000 to approximately 18,000, eliminated better than 1,000 man-
agement and supervisory positions, reduced direct overtime and ceased
paying overtime to salaried personnel, cut executive salaries, main-
tained weekly payroll cost per person to $210 over this period despite
inflation, maintained management and supervisor salaries below major
competitors, reduced the weekly payroll from $6.8 million to $3.7 mil-
lion, reduced total overhead from $270.5 million in 1969 to a pro-
jected $187 million in 1971, and reduced fixed asset allocations from
$13 million in 1969 to a projected $1.2 million in 1971.

CoNCLUSION

Finally, I want to state that Lockheed-Georgia Co. currently is
meeting estimated costs to complete the C-5 program. We are better-
ing all projected learning curves (a measurement of overall effectiv-
ity for fabrication of parts, assembly, and production flight).

You can’t have a successful manufacturing operation, of any kind,
unless all disciplines, skills, and services cooperate. Lockheed-Georgia
Co. encourages different branches, divisions, departments, and em-
ployees to be aggressive and innovative. But not, however, at the ex-
pense of the overall company goal. They must not interfere with
establislied functions and responsibilities.
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The engineer constantly seeks design improvements and would like
limitless time to perfect his invention. Tooling and fabrication per-
sonnel are impatient for the final design. Manufacturing, with jigs
and fixtures installed, presses fabrication and purchasing for parts
delivery. Production control monitors the receipt and dispersion of
parts. Flight test evaluates the finished product and may recommend
changes that challenge the flexibility and resourcefulness of all
branches back to preliminary design.

And quality assurance and inspection interject their requisites at
each step in the intricate process that transforms lines that are on
paper to living mechanisms.

Without disciplined disciplines and a willingness to relinquish indi-
vidual aims for the good of the whole, the process would falter and
finally fail. It must include a certain amount of flexibility. Each unit
in the complex organization must at times agree to compromise—not in
guality or safety, but in function—if that is the best way to get the job

one.

Every company is an entity. The elements within it are not. So the
company is run to satisfy its commitments, and separate elements that .
combine to make it an entity must relegate themselves to roles in sup-
port of the company charter. Self-serving for the sake of self-service
weakens the ability of any industrial organization to serve its custom-
ers and honor the confidence shareholders place in it.

I have been in this aircraft business since 1936. And I am proud to
have been associated with the Lockheed Aircraft Corp. since January
1939 and the Lockheed-Georgia Co. since February 1951. I know of
no other company, or group of people, who could have met so well the
many challenges we faced in the past 5 years.

Thank you, sir.

Chairman Proxmike. Thank you, Mr. Poore.

Examrres oF ExorsrraNnt PrICEs

Mr. Durham, in exhibit 7 of your prepared statement you show
examples of exorbitant prices paid for material. Can you show us these
examples ?

Mr. DuraaM. Yes, sir.

On May 12, 1971, Lockheed received 14 pieces of sheet steel, size 2
inches by 2 inches, 0.035 thick, from Tull Metal, at a cost of $1.71 each,
or a total of $23.94. The official computer inquiry, Lockheed’s com-
puter inquiry, showed 468 square feet available in Lockheed’s Mari-
etta stores at slightly over 67 cents per square foot. Lockheed could
have obtained 1 square foot at its own stores for 67 cents instead of
paying Tull Metal $23.94.

Here is a shop order, requisition, and a Lockheed computer sheet.

- Another example: On May 2, 1971, Lockheed ordered 14 pieces of
sheet steel, size 2 by 2, 0.085 thick, the same size, for $1.38 each, a total
of $19.32, paid to Tull Metal. An official Lockheed computer sheet
showed 468 square feet again available in their Lockheed stores at 67
cents, the same cost.

So, obviously, they could have paid 67 cents instead of $19.32.

Chairman Proxmire. You say that in both these cases the inventory
records show that there was plenty available when these additional
purchases were made?
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Mr. Duraam. Absolutely. And I have a copy of those records.
hChz;.irman Proxarire. Do you have actual hardware samples to
show ?

Mr. Durnam. Yes, sir; I have some.

This piece of metal I show here was going to be thrown out. And
in the process of trying to audit and find out what the problems were
and how to solve them, I found that for this piece of metal, 0.13 by
1.0 plate steel 4130, 4 inches long, Lockheed paid $10 to the General
Aerospace Metals Corp., Dixie Metals Division.

(A photograph of the piece of metal referred to above follows:)
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Chairman Proxmire. How much do you think that is worth ?

Mr. Durnam. I would not give you more than a couple of dollars
for it, myself, if that much.

Chairman Proxmire. How do you evaluate whether the $10 is exces-
sive or whether it is correct ?

Mr. Durnam. I promise you that anybody familiar with metals will
tell you that this piece of metal is not worth $10.

Clgla,irman Proxmire. Mr. Poore, would you like to comment on
this?

Mr. Poore. I am sorry, I can’t. I do not know what the content of
the metal is.

I would like to comment on the two previous areas, with which I am
somewhat familiar.
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Chairman Proxmrre. Before you come to that—could you give us
any estimate on what the cost of that metal is per foot, Mr. Durham?
Do you have any information on that? o - .

Mr. DurHaM. No, sir. I would say that this piece of metal is prob-
ably worth a couple of dollars in my estimation. No more. )

Chairman Proxyare. So, you think they paid five times what it
was worth ¢

Mr. DuraAM. Yes, sir.

Chairman Prox»rre. That is your estimate ¢

Mr. Duraam. Yes.

Furthermore, this piece of metal was being thrown away because
they had plenty of it available in Chattanooga, and I picked it up 1n
the process of my investigation. o o

It was going to be scrapped. It still had the requisition with 1it.
Lockheed iad some material already available in the shop. So, they
used it on the shop order that this material was purchased for. There-
fore, they really did not need it in the first place.

Chairman Proxmigre. Mr. Poore, would you want to comment on the
first two examples? :

Mr. Poore. Yes, I would, sir. .

Mr. Durham is correct to some extent. We had material in our basic
stores at Marietta, but Tull Metal, like metal companies generally,
provides a service to save us in labor costs.

When you stop to consider writing a requisition at Chattanooga
and getting it to Marietta, running that requisition through the nor-
mal stores, checking out a piece of raw stock, shearing it up into 14
or 18 sections and adding up your labor costs, your overhead costs,
packaging it according to the procedures that are required, shipping it
from Marietta to Chattanooga, receiving it there by procedure, pack-
ing it and then putting it to work—when you stop to consider all of
that, $19.32 for 14 pieces is not an exorbitant cost.

Chairman Proxmire. Why do you keep stock in Chattanooga, then?
What good is it ? ‘

Mr. Poore. I do not think he said the stock was in Chattancoga; I
think he said it was in Marietta.

Chairman Proxmire. As I understood you, you said it was cheaper
just to go out and buy it than to use what you have in your own stock.

Mr. Poore. For that quantity of pieces to be used at Chattanooga
and to get them from Marietta, which I believe Mr. Durham’s state-
ment was.

Chairman Proxyire. I see. It was a matter of moving, then, from
Marietta to Chattanooga.

Mr. Poore. That is right. It was in the stores in Marietta, our major
material stores.

_ Mr. Duraay. T might add one thing to that. Asa result of my efforts
in this area, the plant manager in Chattanooga agreed to stop, because
he agreed that it was highly irregular to go and pay exorbitant prices
for material to vendors when it was available in the Lockheed stores
in Marietta.

_ Senator Proxmire. So, this situation was corrected when you called
1t to his attention ? '

Mr. DuraaAM. Yes; he finally agreed to stop.
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I have a copy of a letter that I wrote which is really critical because
I had been to him many times. Finally he agreed to stop it.

Chairman ProxMire. Go ahead.

Mr. Durnam. Here is another piece of metal. This is a stainless steel
rod, a half inch in diameter and 6 inches long. I also took this out of
metal that was going to be scrapped. The requisition is still attached.
And Lockheed paid $25 for this piece 6 inches long.

(A photograph of the steel rod referred to above follows:)
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Chairman ProxMire. Again, in your judgment, what is that piece of
metal worth ? '

Mré Duraam. I would say this piece of metal here is not worth
over $2.

Cha%rman Proxmire. In this case, they paid 12 times what it was
worth ? ,

Mr. Duraam. I would say so, in my estimation.

But on top of that, there were four 3-foot pieces already available
at Chattanooga from which they could have cut a piece. So, they did
not need to purchase this in the first place. It was lost in the mill and
was going to be thrown out. I made a note at the time, that there were
four 3-foot pieces available from which they could have cut a piece to
satisfy the requirement.

This was the type of thing I was complaining about so bitterly at
Chattanooga. I could not see this type of money being spent when it
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was really due to lack of controls, failure to install proper manage-
ment systems and procedures and to have control over the business.
And this is just one example of many, I might say.

Chairman Proxyire. The examples you are giving represent very,
very small amounts of money, although they may be symptomatic of
an enormous cost.

Can you tell us why spending $10 in one case and $25 in another
would result in hundreds of thousands or perhaps millions of dollars
in excessive costs?

Mr. Duraam. Well, for example, as I mentioned in my oral state-
ment, I have documentation that shows that Lockheed scrapped 4214
tons of material, which was steel, primarily, that had rusted and cor-
roded beyond recognition. It was stacked in a backyard on racks com-
pletely out of control. It has been there so long that even the quality
control people and others that I contacted could not identify it as
being safe for usage on aircraft. As you probably know, aircraft parts
have to be made precisely. You have to be sure what type of material
it is; you can’t guess, obviously. So, we scrapped the material. I have
the record. Forty-two and a half tons of steel.

(Photographs of above-stated conditions follow :)

F1aUuRE 1.—View of material racks containing titanium at over $20 per pound.



FI16URE 2.—Armorplate still in crates, very expensive, rusting away according to
stripper; purchased several years ago; over $300 per sheet.

F1aure 3.—Another view of armorplate with rubber facing rotted off.
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FIGURE 4.—Titanium out of control ; buying every day.



F1cure 5.—Partial view of material racks. Typical out-of-control condition. Im-
possible to find anything except by searching or attempting to comb area.



1315

Mr. DuraaM. And a lot of that was material which was still in the
cut sizes that came from various vendors at one time or another.

Chairman Prox»re. What then would you estimate the value of
that to be or the cost ?

Mr. Durnan. It would have to be in the hundreds of thousands of
dollars.

However, Lockheed received from Siskin Steel a little over a thou-
sand dollars for the steel because by that time it was just rusted steel
being sold as scrap. And that type of thing just stuck in my craw.

Chairman Proxmire. Mr. Poore, do you want to comment on that?

Mr. Poore. This is something new that I have not heard of before,
Mr. Chairman. I will be glad to look into it and submit our findings
for the record, if you desire.

(The following information was subsequently supplied for the
record :)

Lockheed did in fact sell 85,850 pounds of miscel’aneous steel serap, among
other material at the Chattanooga Plant, to Siskin Steel and Supply Company.
This transaction is documented on Lockheed MSO (Material Sales Order) No.
43873, dated 5-5-71. Sale price for this line item of scrap was $1,158.98.

It is Lockheed policy to sell scrap to the highest bidder on the basis of a
semi-annual competitive award. Siskin Steel and Supply Company submitted
the high bid for scrap for the 6-month period during which the aforementioned
activity transpired.

Included in this line of steel scrap was a large test fixture moved from
LIP (Lockheed Industrial Products) of Atlanta, Georgia, to the Chattanooga
Plant for possible use. Later this fixture was dispositioned for scrap at Chat-
tanooga since no use was evident. This one item alone weighed 8 tons (16,000
pounds). Also included in this lot of scrap material was structural mono-rail
removed from LIP as well as redundant steel material resulting from cancella-
tion of Aerospace Ground Equipment orders originally ordered from Chattanooga
by the Air Force.

The scrap steel generated by both LIP and Chattanooga was rounded up during
the course of a routing clean-up effort. Dispositioning and sale of this material
was in accord with procedures approved both by the Company and the Air
Force.

Finally, it should be noted that none of the scrap material resulted from air
vehicle requirements. The sale of this amount of steel material was the result of
a Lockheed decision to dispose of otherwise unusable bits and pieces of fabri-
cated, partially fabricated and stock material. Although with no identifiable
need, most of the material had been held for varying periods of time in anticipa-
tion of a need.

Any implication that material disposed of in this transaction was procured
without justification, disposed of without due consideration to requirements or
that needed material was ineptly stored or handled is not correct.

Chairman ProxMIre. On your exhibit 8, you state that you took sam-
ples of expensive tools left out and left to rust, Mr. Durham.

Can you show us examples of these ?

Mr. DurraM. Yes, exhibit 8.

I want to say here now that these tools I am going to show were
found in the backyard at Chattanooga. I personally found them rust-
ing in an old dirty, trashy waterfilled container. I pointed this out to
the plant manager because at the time I did not really have any juris-
diction over that portion of the business. Months later, the stuff was
still there. This is an example of it.

(A photograph of the tools referred to above follows:)
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Mr. Duraam. I went back and really rubbed his nose in it, to be
honest. They are good tools. These particular ones are drills. They do
not give these tools away. It is exactly the condition that I found them
in, except there were many, many more——

Chairman Proxuire. Could you give us an idea roughly of what
that would cost ¢

Mr. DurraM. Really, not to be in the tool end of the business, I should
not comment, but I know they are fairly expensive drills. These are
aircraft drills,

Chairman Proxmige. On the order of $20 ¢

Mr. Durnawm. I would say probably $10 apiece at least.

These are not all of them. There are some more drills in here. I have
several types.

Here is one. It is rusty.

Some of these are known as angle drills. They are rusted almost be-
yond recognition.

Chairman Proxmire. And these would cost about $10?

Mr. DurnaM. Yes, sir. These are more expensive than the others.
There was a tremendous container of them.

Finally, I just retained a sample of them—and personally had the
rest of them delivered to the plant manager to do something with them.
I do not know what he finally did to be honest with you.

Chairman Proxmire. Mr. Poore, do you have any judgment as to
what these were ?

HY
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Mr. Poore. Yes, sir, I do.

I think you are overstating it somewhat.

"And I would like to make one other statement at this time.

Chairman ProxMmIre. You say they are overstated somewhat. What
does that mean ?

Mr. Poore. He said $15 for one of these extension drills. And I would
say it is more like $2 to $3.

We have looked at this item very carefully that Mr. Durham brought
up. We have an answer to this which I will submit for the record if
it is all right with you.

(The following information was subsequently supplied for the
.record :)

As a result of closure of the LIP (Lockheed Industrial Products) facility in
Atlanta, Georgia, considerable stock and equipment was transferred to the Chat-
tanooga Plant. Included among this transferred equipment were several up-right
metal cabinets (with drawers) and some metal work benches (with drawers).
Since these items were of negligible re-sale value and could not be readily used at
Chattanooga they were temporarily placed in an outside storage area until use
or disposition of them could be made. In this outside area water accumulated in
some of the drawers due to rain and ice. Several miscellaneous used drill bits
not removed prior to shipment from LIP remained in a few of the drawers of
cabinets and tables. The number of drill bits remaining in the drawers is not
exactly known, but when picked-up the volume of drills would only have filled
approximately half a shoe box.

After these used drill bits were found, as the result of a clean-up, they were
submitted to Tool Inspection for dispositioning. Usable drills were sharpened
and returned to Tool Stores; the more worn drill bits were submitted to Salvage
for sale.

Poore ALLEGATION o

Mr. Poore. One other thing that I would like to state ‘at”this
point : It seems our security is a little worse than I thought it was. I .
did not realize that we had all this material out floating in Washing-
ton. This is all Lockheed material that is floating around. I hope we
do not have too many leaks like that.

Chairman Proxmire. What does that mean, Mr. Poore?

Mr. Poorke. I say, I hope we don’t have too many

Chairman Proxmire. We asked the witness to come up here and
testify. He is giving examples. And it seems to me that by having this
material here he can better dramatize and demonstrate the situation
than if he simply told us theoretically.

You are not implying that there 1s anything unethical or improper,
are you?

Myr. Poore. No, sir. You misunderstood me.

Mr. Durnam. I will be glad to give them back to him.

Mr. Poore. My statement was that I hoped that there was not too
much of this material out anywhere in the country because, again, we
consider all of this as a loss, and it is not humorous matter. I did not
mean it in that context.

But one point I would like to have made. I said that we have made
mistakes. Our people make mistakes. And we are looking at a handful
of tools here when, within the whole complex of the Lockheed-Georgia
plant and at Chattanooga, to put this in proper context, there are
several millions of these tools. ]

And, as part of this record which I will submit, primarily the thing
that Mr. Durham is speaking of—and I do not mean to justify it as
being right—is an accumulation of things that came with that par-
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ticular facility when we purchased it 3 or 4 years ago from the Gordon
Street Co., plus an accumulation of things which we did not need at
the Lockheed-Georgia Co. in Marietta but figured that sometime in
that machine-shop-type environment they might be usable.

And, so we put it back there in the back in an old shed. And if there
were jobs or conditions that came through that required these particu-
lar types of tools, we would get them and clean them up and use them.

Chairman Proxmire. In this case, Mr. Durham called it to the atten-
tion of the appropriate authorities, and they looked at it and they
were aware of 1t, and he went back months later and nothing had been
done. And they were rusted and in such a condition that obviously their
worth was diminished considerably.

Mr. DuraaM. These, by the way, are good tools currently used at
Lockheed. They are usable tools.

ExoRerTANT Smarr Parrs PRICES

Chairman Proxmire. Well, in exhibit 10 to your prepared state-
ment, you make the very serious charge that $mall parts were pur-
chased when they were already available in the Lockheed plant, and
also that exorbitant prices were being gaid for small parts. Can you
show us illustrations of such situations? :

Mr. DuraaM. Exhibit 102 Yes, sir.

This is an example here. I have several.

On February 16, 1970, Lockheed purchased five rod ends from the
Southwest Products Co., Monrovia, Calif., at a price of $336.38, a total
of $1,681.50. On February 15, 1971, a year later, Lockheed purchased
four rod ends, the same part numbers as above, for $437.30 each, from
the same vendor, Southwest Products Co., a total of $1,749.20. In other
words, $101 difference in the price a year later.

Chairman ProxMire. $101 difference per unit?

Mr. DurnaAM. Yes, sir. Four units cost more than five units, $67.50,
to be more precise. This is just an example. I picked it at random.

Another one here: On February 5,1969——

Chairman Proxmire. In that case, they paid 30 percent more; some-
thing like that?

Mr. DurnAM. Yes, sir. This is for aerospace ground equipment, too,
which we will probably get into later.

On February 5, 1969, Lockheed purchased eight parts from Avon-
dale, Inc., Burbank, Calif., for $3.47 each, a total of $27.76.

On April 1, 1969, approximately 2 months later, Lockheed pur-
chased eight of the same parts from the same company for $5.45 each,
a total of $43.60.

Chairman Proxuire. Can you, again, show some of the parts here?

Mr. Duraam. I do not have the parts here, but on these particular
ones I have documentation, the requisitions that the parts were re-
ceived on in both cases, which I shall submit as evidence as proof
positive.

Chairman Proxmire. When you have the parts, show them to us.

Mr. Durnam. Yes, sir. I do have some here, and T will get to those.

On March 10, 1967, going back some, Lockheed received four shims
from the Dutch Valley Co., at a cost of $5 each for a total of $20.
On May 16, 1967, approximately 2 months later, Lockheed received
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four each of the same part from the Dutch Valley Co, at a cost of
$7.50 each, for a total of $30.

Now, here is the actual requisiton attached that was with the parts.
The important fact is that all eight parts were still in stock in
March 1971.

This is another case where parts were ordered, lost, reordered. The
stocking system up there was so terrible that parts would be received
and put into what was called the system and then lost, so that when
the time came for parts to be used, when they would need them for
a specific program, the parts would not be available, and they had to
go hurly-burly out real fast and get some more.

Chairman Proxare. In your judgment, Mr. Durham, is there logic
in the possibility that it would be inefficient to move these from Chat-
tanooga to Marietta and back, and to come for them, and so forth?

Mr. Duraan. These parts here were being ordered directly to Chat-
tanooga from the vendor, and they had different prices.

Chairman Proxyre. Do you want to comment on that, Mr. Poore?

Mr. Poore. I would, on the rod end which is primarily one situation
I am familiar with.

The others I have no familiarity with at this point.

In respect to the cost cited by Mr. Durham, two rod ends were pur-
chased on the 14th of April 1969, on purchase order PX-58802, for
$336.30, plus a $300 set-up charge, which costs out at $486.30, two years
later, in February of 1971, on purchase order AF26946 the four rods
that he is referring to were purchased at a cost of $437.30, which is $49
less. Primarily, the difference is that there were no set-up charges on
the second order. And I think that results in a reasonably good buy-
ing job by a buyer on repeat parts. You can’t expect a machine shop
initially to supply you a small number of parts without charging
you their costs, which include set-up costs. And that is the reason
for that.

Chairman Proxmire. Does that seem logical, Mr. Durham ¢

Mr. DuraAM. It does not seem logical to me.

Chairman Proxmire. Why not ¢ :

Mr. Dugrna. I do not see the set-up charge. I feel that Lockheed is
paying a vendor, and they should get the best price they can in every
case. It was over 2 years later so I do not believe that set-up costs had
anything to do with it. This is just my opinion. I think the set-up was
historical and would not have any effect on it.

I have some hardware type of items here.

Chairman ProxMIRE. Yes,sir.

Mr. Dorman. This requisition I have here is the official requisition—
for four bolts, dated September 29, 1967. These bolts were still in the
original box and attached to it was the requisition for four bolts on
April 29, 1971, over three and a half years later. Now, Lockheed paid
$65 each for these bolts, or a total of $260 for four bolts used to manu-
facture aerospace ground equipment.

Here is a. bolt right here. It cost $65.

(A photograph of the bolt referred to above follows:)

67-425 0-172 -8
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Chairman Proxmire. $65 for that one bolt ?

Mr. DurnaM. Yes, sir. And I have the requisition to prove it.

Chairman Proxmire. You say $65?

Mr. Durnuam. Yes, sir.

Chairman Proxmire. Mr. Poore, would you comment on that?

That seems extraordinarily high. :

Mr. Poore. I am afraid I can’t comment on that. I don’t know what
the bolt is, what material. I do not know whether it is titanium,
platinum, or just what it is.

Chairman Proxmire. Do your records indicate what the material is,
Mr. Durham? '

Mr. Duraam. No, sir, but it is a standard NAS bolt, standard air-
craft bolt. :

Mr. Poore. I would be very happy to look into this and report back
to the committee in detail. '

(The following information was subsequently supplied for the
record :)
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Despite diligent effort including a search of records at Chattanooga and
Marietta, Lockheed has been unable to identify the bolts allegedly purchased
for $65 each. Without further identification, such a search is almost an impos-
sible task in view of the thousands of procurement transactions that have taken
place at Lockheed-Georgia during the past few years. If we could be furnished
part numbers or preferably copies of the requisitions in Mr. Durham’s posses-
sion, we will pursue the matter and should be able to obtain the facts with
minimum delay-

Chairman Proxmire. What do you think it is worth, Mr. Durham ¢

Mr. Douraam. I think it is worth less than $10, probably. This was
another case of a part being used for aerospace ground equipment and
left around.

Chairman Proxuire. Can you buy that in any kind of a commercial
hardware establishment?

Mr. Durnam. In my opinion—this is just my opinion, aerospace
ground equipment could use commercial hardware rather than paying
exorbitant prices for aircraft bolts, aircraft nuts, and those types of
parts. I really can’t see this. And in some of my testimony I want to
discuss that a little further.

Chairman Proxmire. How much would a commercial bolt like that
cost?

Mr. Duraawm. I do not know, but I would say it would cost $2 or $3
at the most, in my opinion. I am not a.bolt man. If I was going to fix
something at home, I promise you I would not pay $65 for a bolt.

Chairman Prox»re. Would 65 cents seem more appropriate?

Mr. Duraam. It would see so to me.

On August 22, 1969, Lockheed purchased 16 springs from the Dutch
Valley Supply Co. As of April 29, 1971, a year and 9 months later,
the springs were still in stock in the original container with the orig-
inal requisition attached. This is another case where the parts were
brought in, lost, and I found them later.

Lockheed paid $4.80 each for these springs.

I will pull one out of the bag. Here is the spring. )

(A photograph of the spring referred to above follows:)
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Chairman Proxmire. How much was paid for that little spring?

Mr. Durnam. $4.80 each. . .

Of course, they bought six of them. But, anyway, in my opinion, it
is not worth $4.80. .

These are just good examples.

Chairman Proxmire. What is it worth ¢

Mr. DurnaMm. In my opinion, maybe a dollar.

And besides that, I believe you can use commercial stuff for this,
too. Anyway, $4.80, to me, is a terribly exorbitant price.

You must bear in mind, sir, that these things, I am just showing
you, are examples of many. :

On April 1, 1969, Lockheed purchased 240 bolts from the Dutch
Valley Supply Co. As of April 26, 1971, the parts were still in stock
with this requisition.

(A photograph of the bolt referred to above follows:)
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Mr. DuraaM. As I say, in each of these cases, I have the requisitions.
And Lockheed paid $2.40 for 240 of these or $576 total.

On October 10, 1969, approximately 2 months later, Lockheed paid
$2.95 apiece for 80 of the same identical bolts from the same vendor.
This time Lockheed paid $236 for 80 bolts. In other words, they paid
55 cents more per bolt approximately 2 months later, directly from
the vendor, for Chattanooga. This is the bolt right here. It is sort of a
long, slim job. But 55 cents difference in price 2 months later:

Chairman Proxmire. Can you explain that kind of action, Mr. Poore,
why they would pay so much more over a period of time?

Mr. Poore. Occasions like this, sir, could happen according to the
quality of bolts that you have got to buy. Now, if a vendor has to
special-make three or four bolts of that type, you are going to pay a
reasonably high price because of the set-up——

Chairman Proxmire. What were the quantities, Mr. Durham?

Mr. Poore. May I finish, please, sir ¢

Chairman Proxmigre. Yes, I beg your pardon.

Mr. Poore. If you wanted to compare the costs of buying two or
three when you are in an emergency and need these things to that of
buying 2,000 or 3,000, there is a tremendous differential in price.
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Chairman Proxmire. It would depend on whether they are in stock
or not, wouldn’t it ?

Mr. Poore. Depending on whether they are in stock, and how urgent
the need is, and whether they would have to be made primarily from
a forging or a casting or a bar stock. I have no way of telling what Mr.
Durham is speaking of here. And that makes a tremendous amount of
difference, I think, as you and I well know.

If you go and buy something that is on a hardware shelf it does not
cost you very much, but if you go and order something and have them -
make it for you special, the cost is five, 10 to 15 times as much.

Mr. Durnam. I reached the opinion, in looking at an awful lot of
this—and as I say, this is just an opinion—but I fear that sometimes
vendors—I got the impression that vendors sometimes charge what-
ever they think they can get for aircraft parts.

Now, maybe it isnot in every instance, but I think I have seen enough
of it to believe that.

CaLL For GAQ INVESTIGATION

Chairman Proxmire. We have a situation here that is hard to re-
solve right here this morning.

And, so, I would like to ask Mr. Durham to submit all the exhibits
and documents and hardware to the committee.

And I will say this morning that I intend to ask the General Ac-
counting Office to investigate every charge and to evaluate all the
evidence presented by you and to report back as soon as possible.

These are serious charges. If they are true, it is gross negligence,
waste, and mismanagement at the least, and, perhaps, violations of the
law have occurred.

And I think that is one way to resolve this. And that is the way the
committee will pursue it.

C-5A Wing Crack

Mr. Poore, recently we learned of another C-5A wing crack. Could
you give us the details of this mishap ? ‘
Mr. Poore. We were running static tests, in the maximum wing up-
bending case with maximum fuselage cargo, a very severe maneuver,
- and somewhere around approximately 130 percent of design load we
suffered that crack in the wing. We are still undergoing complete in-
vestigation: we are studying all the data that was picked up by the
numerous instrumentations on the static test article. We do not have

the final answer. ’

Chairman Proxmire. When did that occur?

Mr. Poore. This occurred the 13th of the month.

Chairman Proxumire. How many similar instances have occurred in
the C-5A program ?

Mr. Poore. We have not had any other instance such as this one.

Chairman Proxmire. There was another wing crack——

Mr. Poore. We had another wing crack, yes, sir.

Chairman Proxmire. One other, two others, or what ?

Mr. Poore. I think possibly two others, one very minor, and one
of a somewhat major nature. :
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Chairman Proxmire. Was there ever an instance of very severe
structural damage during structural performance demonstrations?
Has an entire wing ever been pulled off the airplane in such a test?

; Mr. %)OORE. Would you please repeat the first part of that question
or me?

Chairman Proxmire. First, was there ever an instance of very
sgverg, structural damage during structural performance demonstra-
tions?

Mr. Poore. Structural performance demonstrations of a flying
airplane?

hairman Proxumire. As I understood, this was a ground test.

Mr. Poore, Yes, we had a very serious failure—and it is public
knowledge—it has been made public—of the right hand wing under-
going certain tests. In the static tests of an unflyable product that
was made for test purposes.

Chairman ProxMire. What happened to the wing ?

Mr. Poore. Primarily, it was understrength.

Chairman Proxmire. Was the entire wing torn off ¢

Mr. Poore. We had a major crack in the right-hand side, yes.

. Chairman Proxarre. Did it come off ?

Mr. Poore. It did not drop on anybody, but it came off.

Chairman Proxmire. As far as I know, there was a wing-crack
report, but I have not heard before that the wing came off.

Mr. Poore. The wing did not come off. It was taken off later.

- Chairman Proxmire. Did or didn’t it 2

Mr. Poore. No, it did not drop off, as the result of any damage
occurring from a structural test.

Chairman Proxmige. Precisely, what did occur?

Yousaid it was major damage. '

Mr. Poore. We had a crack, a very severe crack. But there was not
any faulting of the wing anywhere.

Chairman Proxmire. How severe was the crack?

Was the wing hanging on the fuselage ?

Mr. Poore. No, it was outboard the fuselage that this occurred; it
was not hanging on the fuselage, it occurred outboard of the fuselage.
You have all sorts of structural jiggery and walking beams that are
applying pressure to the wing. And when you have a structural failure
and have a crack, you immediately stop testing and try to determine
what was the reason, why it occurred and what was the reason.

Chairman Proxmire. Mr. Durham, are you familiar with the wing
that broke off in the test?

Mr. Duraam. The latest one that was published in the press not too
long ago? No; I am not. But there was an earlier break in the wing
which occurred when T was there. And in that case, I did not actually
see it occur, but I was there within a day after it occurred. And when
it broke, the supporting structure—which was under the wing—fell
underneath it, and it looked like a pretty severe break to me, but I am
not an engineer. I do know that we had to procure and obtain literally
thousands of parts to fix the problem. It looked fairly serious to me.
But, as I say, I am not an engineer. When I saw it, it was lying on the
floor, and the supporting braces had broken, which I guess they obvi-
ously would with the weight of the wing. Whether it was broken com-
pletely off at the time it fell, I do not know. It was lying there when
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T saw it. In other words, I do not know whether it bent down or actu-
ally cracked and snapped off.

Chairman Proxmire. Can you tell us when this occurred, Mr. Poore?

Mr. Poore. The exact date, Senator, I do not recall.

This was somewhat better than a year ago. I will check that for you
and determine the date.

(The following information was subsequently supplied for the
record :)

On July 13, 1969, the wing of the static test article fractured while it was
being loaded to determine its ultimate strength for a critical fuselage design
condition. The failure source was determined and the modifications nesded wwore
installed on this specimen and the complete C-5 fleet. The retest was completed
successfully on the modified test article in June, 1971, to the requirement of
150 percent of limit flight loads.

Chairman Proxmire. When was this reported to the Air Force?

Mr. Poore. The Air Force was there; it did not have to be reported
tothe Air Force. We were monitored by the Air Force.

Chairman Proxmire. They were monitoring that particular test?

Mzr. Poore. Yes, sir.

AvpprrioNar. Costs To TAXPAYERS

Chairman Proxmire. How much did it cost to strengthen the wing
structure following that test?

Mr. Poore. I believe that has been a matter of public knowledge—in
the press. It has been stated as $100,000 an airplane.

Chairman Proxmire. How much ?

Mr. Poore. $100,000 an airplane.

Chairman Proxmire. How many planes had to be retrofitted with
the “fix”?

Mr. Poore. Approximately 40.

Chairman Proxymire. Who bore the expense of strengthening the
wing and retrofit ?

Mzr. Poore. This was a “cost” contract at this point.

Chairman Proxmigre. So, it was borne by the Federal Government ?

Mr. Poore. Yes, sir. However, a part of this particular situation oc-
curred prior to the changing of the contract, and part of it is in the
$200 million Lockheed loss. .

Chairman Proxyire. How much of it ?

Mr. Poore. I can’t tell you how much of it; I do not know, but a
portion of it.

Chairman Proxmire. Have there been instances of damage to any
part of the airplane during test operations, such as landing on un-
paved fields?

Mr. Poore. None on the airplane of any serious nature.

Now, we did have some damage to landing gear doors that was
caused because some of the matting that was supposedly put down
was not put down securely. That is the only damage to the airplane
that I am aware of.

Chairman Proxmire. What was the cost of that damage ?

Mr. Poore. I am not familiar with that, but I can get it for you
and submit it, if you would like to have it.

(The following information was subsequently supplied for the
record :)
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Ship 0003 encountered minor damage on August 24, 1970, while performing
Air Force mat runway landing evaluations at Dyess Air Force Base, Texas,
as a result of the matting coming loose and obstructing the aircraft as it rolled
to a stop. The cost of repairing the airframe was $11,917.45.

Chairman Proxmire. How many planes have been damaged in other
accidents, C-5A’s?

Mr. Poore. Damaged ? I guess I don’t really understand that termi-
nology. We have lost two airplanes.

Chairman Proxuire. Two airplanes have been totally destroyed ?

Mr. Poore. Yes. Both ground accidents, however.

Chairman Proxmire. Was there a loss of life in one explosion that
took place initially with the C-5A?

Mzr. Poore. Yes, there was, last year.

Chairman ProxMIre. One man was killed ?

Mr. Poore. Yes.

Chairman Proxmire. And how many others injured ?

Mr. Poore. One minor injury, but not serious.

Chairman Proxmire. What is the total cost of the planes damaged or
destroyed ? ,

Mr. Poore. I guess you could take the average of the 81 airplanes
and apply that average. That is one figure. If you take the point in
time that the airplane was built and apply the R.D.T. & E. and the
other costs at that point, that is another figure. I think we have to
talk apples and oranges.

Chairman Proxmire. What would be the range of cost?

Mr. Poore. I would gladly submit to you a figure for the replace-
ment cost of those two airplanes. I would gave to work that out.

Chairman Proxmige. $20 to $30 million for each plane?

Mr. Poore. Possibly in that neighborhood.

Chairman ProxMire. Again those costs would be Government costs,
because of the contractual change; is that right?

Mr. Poore. Bill, is that correct?

Mr. ConE. Yes.
g Marca GAQO REerorT

Chairman Proxmire. Earlier, I understood you to indicate the dam-
age during test operations such as landing on unpaved fields was not
great. I would like to read from a GAO report in March of this year.
This says:

Although the landing gear was designed to permit landing and take-off from
forward area runways, the aircraft had been restricted to hard-surface runways.
Flight tests on unimproved runways caused severe damage to jet engines, matted
runways and the aircraft. The tests were subsequently discontinued.

So, they report severe damage to the engines, to the runways and to
the aircraft.

Is this report in error? .

Mr. Poore. No, sir.

You asked me “damage to the aircraft,” and I assumed that you
meant at that point the Lockheed responsibility, and that was in the
context in which I answered your question.

If we are talking about the whole airplane—I understood you to say
“airframe.” I am sorry. The engines were damaged because of dust
ingestion.
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Chairman Proxmigre. Well, tell me what was the total cost in your
estimation, not only as to the engines and the aircraft but also to the
runways.

Mr. Poore. I do not have that figure. I do not know whether we have
even got the runway figure. We could get the engine figure from the
U.S. Air Force; they buy the engines. And we could supply what our
costs were on the damage to the airframe. Indeed, we will be happy
. todo that.

(The following information was subsequently supplied for the
record :) :

The cost of repairing the engines (for damage resulting from dust ingestion)
and the cost of the damaged matting are not available to Lockheed. These costs
are understood to be minor.

Chairman Proxmire. Now, in addition to that, in a March of 1971
GAO staff study, it was found that—

The Air Force is accepting C-5A aircraft with significant deficiencies. For
example, existing deficiencies restrict the aircraft to performance of its basic
cargo mission in that it cannot perform its tactical mission until such time as
certain deficiencies are corrected.

This seems to be a common problem. We learned yesterday that the
Navy had accepted LBD shipments produced by Lockheed with de-
ficiencies. Can you comment on the GAO report ¢

Mr. Poore. Yes, sir. As I commented in my opening statement, this
is part of the environment that occurs with concurrency. One of the
advantages, as I said, with concurrency is that prior to completion of
all development and testing of all complicated systems, you get air-
planes out in the system working and doing a portion of the job which
they are designed for and meant to do. There are restrictions on the
airplane. We have an 80-percent structural restriction that happens
with all airplanes until such time as you have finished both a certain
percentage of your static testing and your design strength testing on
a flight-test airplane. That is a restriction.

There are still some restrictions on some of the complicated avionic
systems that were required to be developed and which pushed the state
of the art considerably forward on this airplane. Again, as I say, this
1s one of the things that goes along with the concurrency.

Chairman ProxMmire. There is no question about the weakness of
concurrency and the recognition by many, many authorities of the great
desirability of following a “fly-before-you-buy” test program before
you produce.

You seem to agree that that would be much wiser and better. Is there
anything that can be done at this point, at this stage, in the contract;
or is that impossible, to provide an improvement ?

Mr. Poore. I think you misread me somewhat. I did not say I agreed
with nonconcurrency. I think there are advantages on either side, de-
pending upon specifically what the case in issue might be at the time.

Chairman Proxmrre. What I should have referred to was what you
said in your statement:

More important is the fact that we neither flew nor delivered any airplanes
configured in any way to detract from required quality standards.

That seems to be in direct contradiction of the GAO finding. They
say:
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Existing deficiencies restricted the aircraft performance of its basic cargo
missions in that it cannot perform its tactical mission until such time as certain
deficiencies are corrected.

Mr. Poore. I think possibly we are using the word “quality” in a
different context, Senator. I guess I am referring to the basic standard
quality of the workmanship on the airplane throughout, and you are
possibly referring to the word -“quality” as complete performance.
And there is a difference. I think we are talking about different appli-
cations of the word.

Chairman Proxmire. It just seems commonsense that one of the
aspects of the quality standard would be that it can perform its mission
and meet its standards.

Let me point out that you quoted a maintenance man who called the
C-5A. “The maintenance man’s dream.” The GAO report says this:

An inordinate number of maintenance man-hours were required at the Charles-
g)_x% f’isr Force Base in June and July, 1971, to maintain landing gear of three

That seems to be a common weakness of the C-5A.

Do you dispute that landing gear maintenance problem ?

Mr. Poore. The C-5A landing gear is a very complicated piece of
equipment, and T hate to say this, but like other things it is still under-
going some improvement. And it will possibly continue to undergo some
improvement. But I guess the landing gear on this airplane in itself
is far more complicated than some complete airplanes. . =~ @ .°~

Procress PayMENTS AND MissiNg PARts .

Chairman ProxMire. You also say in your statement :

Lockheed’s progress payments on the C-5A were based on the percentage of
the costs that were incurred.

What was that percentage, Mr. Poore, at the outset of the program,
and what is it now?

Mr. Poore. 90 percent progress payment prior to the restructuring
of the contract.

Chairman Proxyire. It has been 90 percent?

Mr. Poore. It was 90 percent up until the time

Chairman Proxmire. What is it now, 100 percent ?

Mr. Poore. It is 100 percent, of course. Bill, will you comment?

Mr. Conke. Yes, Senator, it is 100 percent, subject, of course, to dis-
allowances and the $100 million investment that we have had to
maintain.

Chairman ProxMire. When were you paid the portion that was
withheld, that is, the 10 percent? You said that it was 90 percent.

Mr. Poore. The 10 percent was to be paid at the time the airplane
technically was DD-250'd, a form that the Air Force uses to reflect
acceptance from the contractor.

Chairman Proxyigre. You have been paid that now? )

Mr. Poore. They are still withholding, I believe, on practically
every airplane that is out, because there are items still on our list, the
list that is submitted by Lockheed or any other contractor to the Air
Force on the work that still needs to be done. These can be either parts
that were not available at the time of the delivery or they can be im-
provements—changes that the Air Force or the customer has approved
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that are serialized for that airplane and that will be performed at a
later date.

Chairman Proxyire. Did you collect any of that 10 percent ?

Mr. Poore. Some, yes, sir.

Chairman Proxare. How much ?

Mr. Poore. The exact figure, I cannot give you. I can again submit
to you for the record

Chairman Proxare. $100 million or $200 million, or less than that ?

Mr. Poore. No, there is not that much left of the 10 percent at the
time they are DD-250°d. But we can get those figures for you, and we
will be happy to.

(The following information was subsequently supplied for the
record :)

The original C~-5A contract provided for progress payments to Lockheed at
the rate of 909 of allowable costs incurred under the contract. The contract
also provided that upon the delivery of each airplane, Lockheed could bill the
Government at the contract price for the airplane after deducting for the progress
payments previously received with respect to the costs of that airplane and
also deducting for shortages or variances to the specification.

For example, through May 31. 1971, the effective date of contract restructure,
Lockheed had delivered 34 production airplanes for which the cumulative total
contract billing prices were $609.5 million. The amounts billed, paid and with-
held were as follows (amounts in Millions) :

Estimated progress payments of costs incurred with respect to the 34

airplanes ___________________________ __________ ™ $542.9°
Received on delivery (DD-250) of the airplanes______________________ 54.1
Total billed and received as of delivery__________________ [ _ 597.0
Withheld for shortages and variances to specification__________________ 12. 5
Contract billing price.______________________________ 609. 5

Subsequent to the delivery of the airplanes, a significant portion of the short-
ages and variances were billed.

As of May 31, 1971, the contract was converted to a cost reimbursement con-
tract with Lockheed being reimbursed for 100% of cumulative allowable costs
less a $100 million fixed investment and with the proviso that Lockheed would
pay an additional $100 million plus interest to the Government in installments
beginning in 1974. Under this restructured contract, therefore, Lockheed does
not receive any further progress payments, but receives 1009, of allowable
costs incurred. This type of contracting eliminates any further requirements
for billings upon delivery of aircraft and specific dollar withholdings for
shortages. The ‘“withholdings” for shortages or incompleted work is auto-
matic since the costs have not been incurred and therefore are not bill-
able to the Government. While detailed records are maintained by Lock-
heed and the Air Force identifying the remaining specification deficient items
from the 34 deliveries as well as those applicable to subsequent deliveries,
no records of the dollar values have been maintained since May 31, 1971.

Chairman Proxuire. Now, in your statement, you say :

“All necessary parts are installed before the airplane is flown and
delivered.” And you underline the word “necessary.”

You concede that there were missing parts in the plane at one stage
or another.

Who makes the decision as to which of the thousands of parts are
“necessary,” and on what basis is the decision made?

Mr. Poore. Primarily, those decisions are made by technically quali-
fied people, usually with engineering degrees, who are familiar with
the system, and they are made in agreement with the Air Force.

Chairman Proxmire. According to Mr. Durham’s statement, the
production and inspection records did not accurately reflect the true
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omission-of-parts situation. The records showed that parts were in-
stalled at times when they were not installed. Do you disagree with
Mr. Durham’s assertion ?

Mr. Poore. No, sir. I think there were times that there were some
mistakes in paperwork done by so many thousands of people.

I would like to point out, when we talk about parts missing and
parts shortages, that there are better than a halfp million parts on
each C-5A airplane. And as I said in my opening remarks, people do
make mistakes, and we have made some, but I don’t agree with the
Durham statement completely.

Chairman ProxMIre. Some parts are, in fact, missing; are not in-
stalled, according to the schedule. How do you know which parts are
‘“necessary” or “unnecessary 2”

Mr. Poore. Again, most of these parts, including those to be done
at a later date, are all recorded——

Chairman ProxMire. What I am getting at, is there an official docu-
ment that spells out, that specifies, which are necessary and which
are not necessary ?

Mr. Poore. Yes, sir.

Chairman Proxmire. And when you say are not necessary, are you
referring to the official situation ?

Mr. Poore. Yes, sir; I am referring to the official situation.

Chairman Proxmire. And all that was deemed to be necessary by the
documentation were there ?

Mr. Poore. There was a decision made because of shortages on the
spot to install those particular parts at a later time in the production

lan.
P Chairman ProxMIRe. So there may have been parts that were neces-
sary, but were not installed because they weren’t available, and the
plane was delivered without them? .

Mr. Poore. They were not necessary to the basic manufacturing
plan in that position. And these parts in the main, most of them, were
" later installed prior to releasing the airplane for flight, or for delivery
to the Air Force. But, in the meantime, there were decisions being
made by a number of people day in and day out to overcome problems
that you get in earlier production. . .

Chairman Proxmire. Isn’t it possible that delayed installation of
parts can increase costs?

Mr. Poore. Yes, sir. L.

Chairman Proxaare. And this seems to be very substantial in the
case of the C-5A, on the basis of the testimony of Mr. Durham this
morning. :

Mr. Poore. I believe again that from the things that I have been
privy to, the newspaper articles and the things that Mr. Durham re-
ferred to, that he is speaking of less than three-tenths of 1 percent of
the total parts content on any one airplane.

Chairman Proxmire. Well, the fact is that no one person could
very well come up with much more than Mr. Durham has, it seems
to me, under any circumstances. You can’t expect him to come up—
10 percent of the parts on the C-5A would fill this room a couple of
times. It is a huge plant. What he has done is come up with parts that
are symptomatic, and he said that. ) )

Mr. Pooge. I think the parts that he has shown here this morning—
that he has discussed—primarily come out of the Chattanooga facility,
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which is a facility that has a charter to manufacture AGE for our
products, or to sell that service to outside people not dealing directly
with the airplane product, as such. I would like to say again that the
examples he has been using here at this time relate to about 300 people
in an organization in which at that time there was somewhere in the
neighborhood of 25,000 to 28,000 people.

Chairman Proxmire. Yes, of course. But what I am talking about
is that this represents what appears to be gross negligence ang disre-
gard for maintaining tools, which would suggest a symptomatic situa-
tion, especially in view of the instances of cost overrun involved here.

Mr. Durham, would you like to comment?

Mr. DurnaM. Yes, sir; I would like to have a few minutes to com-
ment on the missing parts. )

Mr. Poore referred to the Chattanooga plant. I did bring some evi-

dence from the Chattanooga plant. However, on the missing parts my
evidence had to do with the main plant only, the Lockheed-Georgia
. plant.
P Starting back in July and August of 1969, I detected some very
serious deficiencies on the C-5A aircraft that were arriving at the
flight line for flight test. In fact, they were unknown conditions. On
October 13, 1969, after having gone to my superiors and receiving
what I thought was an adverse reaction, I put out a report—this was
the first of many—just taking it in part, I'said:

One of the most serious problems confronting us today is what can be termed
the unknown condition of aircraft moving from one position or area to another.
The problem has serious impact, when aircraft are moved to the flight line.
Specifically, we are concerned about the number of calls received from produc-
tion, or part calls received from production, with authority shown as “part miss-
ing from aircraft.” Since the preliminary investigation showed that parts should
have been installed, by Lockheed reports, of course, and were in fact missing,
we secured the service of a man from the C-5 production Task Force.

Going a little further in this same report, we proved in the actual
audit that of the calls from production (requests for parts), 67.5 per-
cent of those calls were parts missing from aircraft, and the installa-
tion paper had been closed and retired in the structural areas, signify-
ing that the work had been done when, in fact, it had not. When a
person would go to make an installation, for example, he would have
an authorized piece of paper there saying, install this clip. And he
would go up to make the installation, but the structural part that it
was supposed to have been attached to would be missing with no paper
since the paper would have been falsely closed.

Chairman Proxmire. Do you have a report from a company audit
on this problem ¢

Mr. DurnaM. Yes,sir, I do.

I would like to go a little bit further. I would like to comment on
this. In December 1969, I became so concerned with the complete lack
of action on the part of upper management that I, personally, con-
tacted an auditor from the internal auditing department whom I
knew and asked him to come and see me to discuss the problem. I
didn’t tell my superiors, because I knew they would stop it, at least,
I thought they would. The auditor, when apprised of the situation,
agreed to verify my findings. This was his report. I asked him if a
detailed report spelling out all of the gruesome findings would ever
be published. And he said, no, it had to be held down. These are his
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words. My superior told me I shouldn’t have contacted auditing. At
any rate, here is an official report. It is just a preliminary report from
Lockheed’s auditor. He says in this report “During our examination
we were told by production flight and by flight line control manage-
ment emgloyees”—that 1s me and my people—“and our own tests
confirm the fact that an unusually large number of parts were missing
from C-5A airplanes delivered to the flight line, although the air-
plla.mte” records indicated that the parts had been installed. Furthermore,
alis

Chairman Proxmire. Do you want to read that over again?

Mr. Duraam. The auditor said: “During our examination we were
told by production flight and by flight line control management em-
ployees”—those are my people—“and our own tests confirmed the
fact that an unusually large number of parts were missing from C-5
airplanes delivered to the fllight line, although the airplane records
indicated that the parts had been installed.”

I would like to show just a couple of other things. Here is a list
of slides made in connection with the first report that I talked about
under date of October 13. In an effort to try to get somebody to do
something I had a Lockheed photographer come down and take pic-
tures of some of the particular areas that were involved in missing
parts. And this is a hst of the slides that were made. Now, after we
made this list of slides, we attempted to set up a meeting to show the
slides to upper management in an effort to try to generate some action,
but were never able to set up a meeting. In other words, I couldn’t
find anybody who wanted to do anything about it. .

This is another one. This report dated April 8, 1970, is entitled,
“Missing parts activity versus total parts issued.” This is signed by
W. T. Garrison, who was the manager in charge of production control
of final assembly at the time. The report shows the very high number
of parts delivered to aircraft 20 through 24 (we are talking about
and getting up into some pretty high ship serials) as a result of parts
missing. The report covers a month’s period of time, from March 6,
1970, to April 6, 1970. In some cases over 90 percent of the parts
delivered were to cover missing parts or unknown holes in airplanes,
the same thing. In other words, if somebody allegedly installed a part
and closed the paper although it wasn’t actually installed, that is a
void. This 1s an unknown condition. :

Here is the official report. It shows on ship 20, for example, from
March 6, 1970 to April 6, 1970, total parts issued, 1,356 of which 893
were missing parts.

Ship 21, the same period of time. Total parts issued, 1,583, of which
1,038 were delivered as a result of missing parts.

Ship 22, total parts issued, 1,492, of which 1,120 of those deliveries
were as a result of parts missing, holes in the airplane, and so on. I
wanted to show examples.

Here is a report on unauthorized removal of parts. This is from a
department manager to his superior dated April 1, 1970, entitled, “Un-
authorized Removal of Subcontract Detail Parts.” An audit was con-
ducted on April 1, 1970, by the production department, of landing
gear parts, The purpose of this audit was to determine if parts have
been illegally removed from these assemblies. The below-part numbers
in quantities indicated were missing on ships 33 through 36. And in
this particular case, a total of 26 parts were found to be missing.
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The letter goes on to say that their visual observation of the as-
semblies indicate that the parts had been removed after receipt. There
were 26 very expensive parts in this particular instance.

This is another list that was made by a quality control supervisor
who was working with me at the time. It is a list of parts cannibalized
from 14 main landing gears and one nose landing gear. The com-
ponents were cannibalized while the assemblies were in storage. The
total of 69 different parts were cannibalized from the main landing
gears, and one from the nose gears. In other words, a total of 70 éan-
nibalized parts in this particular instance, of which 54 were very ex-
pensive components manufactured by the vendor. This represented a
loss, now, just in this particular case of $50,056.01. And here is the
list. And it shows that the cost to replace the main gear parts was
$44,629.84—these are subcontractor components—$44.629.84, and the
cost to replace the nose gear component that was illegally removed,
$5,426.17. In other words, a total of $50,056.01, just in this particular
case of cannibalized landing gear parts. Cannibalization results in re-
procurement. In many cases, parts were cannibalized to replace dam-
aged parts which might have been discarded somewhere.

Causes or CosT OVERRUN

Chairman Proxmure. I would like to get back, Mr. Poore, to your
explanation that this overrun, this increased cost is the result of in-
flation, and of concurrency primarily, and not the parts problem, for
example, that we have been discussing now. According to the Air
Force, in September 1968, Lockheed estimated its costs for the C-5A
development programs plus 1A at $2.335 billion. The breakdown of
the various cost elements—labor, material, overhead, and so on—
showed a $1 billion overrun. Based on this breakdown of Lockheed’s
estimate, a copy of which I have obtained from the official Air Force
Report, $432 million or 44 percent of the total estimated overrun was
traceable to increased material costs.

Doesn’t this suggest to you that Mr. Durham’s charges of waste
and excessive payments for material might have some validity? If
not, \that is your explanation for the enormous increase in material
costs ¢

Mr. Poore. The increase in material costs, that the Air Force is
speaking to there, and that we experienced, was due primarily to
spiraling inflation, and what was happening in the whole market-
place, and especially in the aerospace business.

Chairman Proxmire. There are several indications that that isn’t
the case. No. 1, we have the fact that wholesale prices during this pe-
riod went up very little. The wholesale industrial prices, a very small
increase, 2 percent a year. And you have written into your contract,
of course, and we anticipated inflation of about 3 percent on these
contracts.

Furthermore, you have the fact that the report itself shows that
only 6 percent of the increase was the result of prices, and 35 percent
material volume. the very thing that Mr. Durham has been making
his point on this morning, the fact that you have to replace these
things, you lose them, you can’t find them in your own inventory, and
you have to get more.
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So it is the volume it seems to me that makes it clear that there was
an additional cost, a very substantial additional part of this cost be-
cause of the inefliciency of handling material.

Myr. Poore. Senator, we were not dealing in the bread and butter
commodity market, when we were buying these products, we were
dealing in the aerospace business, which caused our basic increase in
material costs. Now, I think if you look at what happened in the aero-
space supplier industry, if you take a hundred percent as a base, con-
sidering the years 1956 through 1964, which were the years on which
we based our initial bid estimate, and take a look at what happened in
1965, 1966, the Vietnam war, the fact that in this period there was the
highest number of orders that were ever placed for commercial air-
planes in the whole history of the aerospace industry, I believe that
you will find that by 1968 or 1969 that 100 percent had increased to
148 percent.

Chairman Proxaire. I am not talking about any theory, any index,
I am talking about what the official Air Force report showed as to the
impact of increased prices, which was 6 percent, and increased mate-
rial volume, which was 35 percent, or six times as great.

Mr. Poore. I am also talking about what happened in the aerospace
business.

Chairman Proxmire. Your volume was up six times as much as your
price, you just had to have more parts than were estimated before.

And I think Mr. Durham has come in and documented very pre-
cisely and specifically examples—true, they are only examples—of
how and why this cccurred. ’

Mzr. Poore. Senator, I would like to point out once again, for the
benefit of you and the people here, we did make some mistakes. Every-
body makes mistakes at the early start of any program. I would like
to submit something for the record on this. However, to put things in
the proper context we are still talking about the numbers that Mr.
Durham has quoted here. He is talking somewhere in the neighbor-
hood, when he is talking 15,000 to 20,000 parts, about less than 0.3 of
1 percent of the parts content of an airplane.

(The following information was subsequently supplied for the
record :)

COMMENTS ON THE MISSING PARTS PROBLEM

As has been stated many times, by Air Force spokesman and Lockheed, the
C-5 was and still is being developed under a concurrent development and pro-
duction program. Under a program of this type it is inherent that when initial
production units are delivered there will always be some systems that are less
than fully capable, and some operational restrictions must be observed until
testing is fully completed. Similarly, concurrency results in a number of parts
that fail tests and must be redesigned and remanufactured as the production
line continues to move and accelerate.

Parts shortages, missing parts, and out-of-station work (installed later on
the production process) are an inherent product of the environment of a con-
current development and production program in its early stages.

These problems were recognized and acted upon by management independent-
1y of Mr. Durham and prior to any suggestions by him. All of the conditions,
relating to parts problems, were well known to Lockheed top management.
Coordination meetings were held weekly for the purpose of reviewing produc-
tion schedules, changes, and parts availability to ensure that parts shortages
were handled properly. Bi-monthly meetings were held between officials of the
Lockheed-Georgia Company and Corporate officials to bring additional man-
agement attention to these conditions. In 1968, 1969, and 1970 a series of special
Saturday and Sunday C-5 Program Review meetings, between Lockheed-Geor-
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gia and Corporate Management, were held specifically to review theé status of -
missing parts and out-of-station work. Internal audits reflect continuing im-
provement in this area resulting from constant management attention to the
problem.

Prior to final delivery of the completed aircraft all necessary parts are in-
stalled. However, due to material or parts shortages at Lockheed, a vendor or
subcontractor, or due to a late engineering change, a relatively few shortages
may exist at the time of delivery. The Air Force has been notified of this con-
dition in each case by the use of the SHO-VAR (shortage and variance) system.
This system is carefully monitored by both Air Force and Lockheed’s configura-

tion management.
Yurther, the system permits the Government to withhold funds from the

tinal payment until all items are corrected. The Air Force has stated that such
shortages do not affect safety of flight to either the aircraft or air crew, and
are acceptable pending later availability and installation.

Chairman Proxayire. I am talking about 35 percent of the increase
in cost, according to the Air Force’s own report, material volume, $368
million increase, and then a $64 million increase, or 6 percent in mate-
rial prices.

Mr. Pooze. I can’t speak to an Air Force report, I am probably not
privy to it. But I think we know what happened to our costs.

Chairman Proxyire. I understood you to say that you couldn’t
comment, on the Air Force report, you are not privy to it. But this is
Lockheed’s own report. According to the Air Force, this is Lockheed’s
report. This is a Lockheed estimate, the material volume increase of 35
percent. And that is what the Air Force told us was the Lockheed
estimate. -

Would you want to comment, Mr. Durham.

Mr. DuraaM. Yes, sir. Mr. Poore made reference to the fact that I
am talking about a thousand or 1,500 parts. I am talking about thou-
sands. - . _

I will just give you one example. I have many. This progress report
tomy superior dated January 12,1970, says in part: :

As of January 9 we have received 15,291 parts missing calls, and 5,294 calls
against rejections on ships 9 through 14 alone. Needless to say, this is an astound-
ing figure. :

Now, in every case this was a delivery to fill a hole when the Lock-
heed records already showed the part installed at an earlier time. It
involves overtime, and in many cases premium prices paid for ma-
terial and parts, to resupply this stuff. And in my opinion it was
serious. So I am not talking about a small amount, I am talking about
a large amount.

Presext SMALL PaArRTs PROCUREMENT

Chairman Proxuire. Now, let’s get into the future of-this, Mr.
Poore, what we can expect in the future. As you have indicated to us,
we have a contract now on which Lockheed takes a very large loss, and
from there on the Federal Government has to pay the whole thing,
kind of a loss-plus contract.

Many of the allegedly overpriced items shown to us by Mr. Durham
had Lockheed part numbers. Are such items likely to be furnished as
spare parts in the future for either aircraft or aerospace ground equip-
ment?QAre these items likely to be furnished as spare parts in the
future? -
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Mr. Poore. The items that he has shown here this morning, the parts?

Chairman Proxanre. Items of that kind, yes.

Mr. Poore. I don’t think those pieces of steel will be. But the bolts
possibly, the manufactured parts, will possibly be available for spares
usage. And if there is a surplus of this sort of thing. The thing that
happens, that is all the Air Force’s own material, and they will make
the final disposition as to whether it goes to Air Force or whether to
go ahead and scrap it and realize thé revenue from the scrap price.

Chairman Proxyire. Let me just go a little further, and maybe
we can understand a little better what I am getting at. Isn’t it correct
that parts with Lockheed numbers are likely to be replaced in the
future by Lockheed, and isn’t it also true that parts so obtained will
be procured on a sole source basis? In other words, isn’t it probable
that parts with Lockheed numbers on them will not be procured com-
petitively, and will therefore cost more than if they were purchased
from commercial sources.

Mzr. Poore. I guess I would have to know the specific part we are
talking about to compare it with commercial sources as to whether
or not 1t could be bought competitively.

Chairman Proxanre. I am talking about parts with Lockheed num-
bers on them.

Mr. Poore. The Air Force and all services buy on a competitive basis
a number of spares and parts that did bear Lockheed numbers at one
time.

. Puysican Tnrears o Duriax

Chairman Proxare. Mr. Poore, according to reports we received,
threats against Mr. Durham’s life were so widespread that an official
Lockheed policy letter was issued on the subject. Can you enlighten
us_on this point? Can you provide us with a copy of that letter?

Mr. Poore. I can supply you with a copy of the letter; yes, sir.

(The following information was subsequently supplied for the
record :)

Exmisir “A”

SPECIAL BULLETIN

ALL DIVISIONS, ALL PLANTS, ALL OFFICES—JULY 22, 1971

To the Men and Women of Lockheed :

There have been reports that apparently some Lockheed employees are threat-
ening Lockheed critics in various ways during the Congressional debate on the
loan guarantee issue.

It is understandable that we would become emotional about others’ threats to
our jobs and our futures but it is not acceptable for anyone to make threats of any
type to our critics.

During the next week or two our elected representatives in Congress will de-
termine our fate. Their debate and their voting judgments must be allowed in
an atmosphere of calm deliberation and free opportunity for expressions from
all sides. It is the only way the American system can continue to be the best
and the fairest for all people.

In spite of our strong feelings, I hope you will join me in expressing those
feelings in a calm and considered manner worthy of the tradition of the men and
women of Lockheed.

DAN HAUGHTON,
Chairman of the Board,
Locl:heed Aireraft Corp.
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M. Poore. This is something that we heard very sorryfully. And
certainly 1t was not the intent of any of the Lockheed Co. officials to do
any harm to Mr. Durham. We are very indebted to Mr. Durham for 19
Years of very fine, dedicated effort. He was a very fine employee during
the time that he was with us, and advanced thus so. And the manage-
ment of both the corporation and the company felt that it would be a
horrible thing if something were to happen to a man who chose to use
the freedom of speech to say what he felt he needed to say.

Yes; we had some concern. And we didn’t want it to happen. We
didn’t want, first, the rest of the community in which we reside, or
our other employees, to feel, from a company policy standpoint, that
we wanted Henry Durham harmed. We didn’t.

Orurr WITNESSES OF Parts IRREGULARITIES

Chairman Proxarire. Mr. Durham, can your charges regarding parts
irregularitics be confirmed by other former or present Lockheed
employees? . ,

Mr. Drriay. I bave an example here. This is testimony from a
former Lockheed member of management who held a responsible
position, was well thought of, but resigned. He writes about a few of
the problems, to give examples of serious and inept management—I
will not repeat his name, although he signed this document, because
he is in fear of reprisals both jobwise and possibly physically—

In support of those persons who have an interest in the welfare and continued
existence of the aircraft industry I wish to shed some light on some of the areas
which have plagued Lockheed for the past several years and contributed to its
rapid decline as the leader in-this field. Lockheed problems are widefield and
come to my attention with the introduction of aireraft 0001 of the flight test
program. This ship which was supposed to be complete in every detail, except

for scattered engineering changes came into the test program a virtual skeleton,
missing many large structural assemblies :

CuamryMaN ProxMire. Let me ask you, why were these people reluc-
tant to come forward? What did they fear?

Mr. Duraanm. Primarily, of course, if they are Lockheed employ-
ees—and I have heard from several—they fear the loss of their jobs,
and possibly threats to their lives, such as occurred to me.

If they are members of the community, as in the case of this person—
he works in Cobb County where Lockheed is located and feels that if
his name is used he stands a good chance of losing his job, his liveli-
hood. In fact he felt very strongly about this, and asked that I put this
in testimony because he wanted it in, but he did not want his name
mentioned.

Chairman Proxmire. Did any of your former associates witness inci-
dents such as disastrous structural failures which they have not re-
vealed because of fear of reprisals?

Mr. Duraanm. This particular letter refers to that, further into the
letter. :

Chairman Proxmire. You said at the beginning that you had a
statement that you would like to make before we were through. Would
you like to make that now ? It is rather brief.

It isone page, I think.



1339

|

RECOMMENDATIONS

Mr. Durnay. Also, in addition. to that statement, I did have some
recommendations and comment I would like to make.

Chairman Proxaire. All right, make those first and then make your
statement,. : :

Mr. Durmad. Make the recommendations first, sir?

Chairman Proxmire. Yes, sir.

Mr. Durnax. In view of the testimony presented it should be abun-
dantly clear that Lockheed’s real problem stems from poor, and in
soime cases less than honest, management. And of course this is my
opinion. During the past several years Lockheed had developed what
I called the Lockheed protective society. It is comprised of people who
are dedicated to the protection of the company and each other rather
than to the best interests of the country. )

I strongly recommend that no further Government contracts, in-
cluding C-5A’s or C~130’s be awarded until Lockheed purges its man-
agement and reorganizes accordingly.

I am just reading this in part.

Something is unquestionably wrong with the Government’s audit-
ing system. The type of auditing performed by the GAQO is probably
necessary. However, an organization should be established which
would go to companies engaged in manufacturing military hardware
and specifically>audit basic control systems, such as stock controls,
shop controls, material handling, controls of tools, parts control, pur-
chasing procedures and practices, bidding, and very importantly, by
checking manufacturing records versus hardware, the actunal status of
items being manufactured against reported status.

The grass roots nuts and bolts and manufacturing areas are where
vast sums of money go down the drain. Such an organization should
be separate and apart from other Government auditing organizations,
and should be a good, clean, hard-hitting, no-strings-attached organi-
zation.

T believe much money could be saved, and I would be glad to provide
any suggestions on that. '

The relationship between military plant representatives and com-
pany management should be examined. T have already pointed out
that both civilian Air Force inspectors and Air Force military person-
nel allow totally unacceptable conditions to exist on C-5 aircraft under-
going manufacture, and fail to report out-of-control conditions such
as cannibalism, and the vast amount of work being sold and credited
to Lockheed which has not been accomplished.

A questionable practice is placing ex-Air Force officers in Lock-
heed management positions. When Col. W. A. Harmon, the chief Air
Force representative at the Lockheed-Georgia plant, retired, he was
given a lucrative job as plant manager of the Shelbyville, Tenn.,
feeder plant. Was that a proper practice? Or what had earned him the
pust ¢

1 suggest a strong look be taken at the costly practice of establish-
ing feeder plants in various areas for what T feel are political pur-
poses. The cost of making or purchasing thousands of parts, material
and equipment, and shipping them hundreds of miles to claborate
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and costly plants located in distant States to be assembled into assem-
blies which are shipped back to Marietta is prohibitive, in my opinion.
Many assemblies require special shipping facilities, railroad cars, and
S0 on. :

Perhaps some type of protection should be provided for people who
want to report corruption, mismanagement, dishonesty, or improper
practices by companites working on Government contracts, or any-
where else, when the welfare of other citizens or the country is
jeopardized.

I am convinced that many Government workers or industrial em-
ployees who are basically honest would come forward with information
except for great fear of economic loss and even physical violence.

Talso feel that something is drastically wrong when a system allows
a person who wants to be honest and help his country to suffer for his
efforts. :

That is about all T would say on this.

CONCLUDING STATEMENTS

Chairman Proxare. Why don’t you read your concluding state-
ment, then? I would appreciate it.

Mr. Durmasm. When the facts contained in this testimony were first
made public, the reaction against me and my family was not only fan-
tastic, but absolutely unbelievable. It started with an apparent organ-
ized telephone attack threatening in almost every instance my life and
frequently the lives of my wife and children. They were more frequent
in the early evenings and continued until we took the telephone off the
hook in order to get some rest at night. We took these cases rather
lightly at first, but the offensive language and brutal tones of the voices
we listened to quickly made us realize that some of these people, at least,
had murder in their minds. Had the U.S. marshals not been sent in to
protect us, I am certain that we would have been subjected to violence
against our property and persons.

Of lesser import, some neighbors stopped their children from play-
ing with ours, and told our children to stay off their property. With a
few exceptions, our circle of friends and acquaintances stopped com-
municating with my family. Not one newspaper, civic or religious
organization has lifted a hand to lighten the threats against us.

Now what had we done to deserve these furious attacks and public
bitterness? We simply released to the public certain information and
company records we originally put together to show the president of
the Lockheed-Georgia Co. that gross mismanagement, waste, and ques-
tionable practices involving huge amounts of public money were ram-
pant at Lockheed. That is all. Such a heavy burden that my family is
now having to bear would seem to be entirely out of line with the
criticism T have made of management and practices in the Georgia-
Lockheed plant. Such a heavy price should not be placed on conscience
or honesty of purpose.

I hope you gentlemen will continue to help me protect my family
until we can hope to live without the fear of extreme violence.

Chairman Proxmire. I understand the marshals are here in this
room, and they are accompanying you, and will continue to do so to
protect you as you request.
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Mr. Durnax. Yes, sir.

Chairman Proxyire. Mr. Poore, would you like to make a conclud-
ing statement, sir. -

Mr. Poore. I would like only to say, Senator, audit reports are meant
primarily to point up the weaknesses that we find in our management
and procedures. We use audit reports, we respect audit reports, and
encourage and instruct our auditors to go through with these reports.

T would like to say too from a shortage standpoint, the airplanes
that are currently ready for delivery today, at the point that Henry
was speaking of, the flight line, have possibly somewhere in the neigh-
borhood of 30 to 40 part shortages at this time. This comes about pri-
marily because of the improvement in our learning curve and having
things in the proper place and with the decreasing changes activity
that has occurred.

T think it is extremely unfortunate that the situation, as Mr. Durham
sees it, has been presented in the light in which it has been presented.
You must remember that Mr. Durham was one of 30,000 employees.
1 guess we are always going to have a few people that get disgruntled
when something personally happens to them. Most of these things—a
lot of these things—Mr. Durham has brought to the attention of his
management, and upper management was aware of them, and these
things were discussed in weekly meetings as problems so we could find
solutions and develop actions to do something about them.

That has been done. It will continue to be done. And I just feel that
this thing ought to be put in the proper context.

And we are sorry that Henry feels the way he does about the com-
pany. He didn’t quite feel this way for 19 years, up until a poimnt that
something personally affected him. And then the effect seemed to be
exaggerated.

Thank you, sir.

Chairman Proxaire. Thank you very much, Mr. Poore. T appreciate
your coming.

You have had a very difficult task and you have performed it very
well, I think.

Mr. Durham, I can’t tell you how much I admire your courage, re-
markable and unusual courage. Very few people are called upon to
demonstrate the kind of guts that you have 1n this case, very few have
the very deep conscience that has persuaded you to stand up under
these very difficult circumstances and speak out.

It may be that many people disagree with your position. And it may
be that In some respects you are wrong. But the fact that you have the
courage to persist in what you think is right as clearly as you have and
as emphatically as you have certainly is a great tribute to you and your
family too, which bears this burden with you. ,

And if it weren’t for people like you we would have a far poorer
country.

I want to thank both.of you gentlemen very much for appearing.
Cl’l‘]}e subcommittee will stand in recess, subject to the call of the

hair.

(Thereupon, at 12:15 p.m., the subcommittee was adjourned, subject
to the call of the Chair.)
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SUBCOMMITTEE ON PRIORITIES AND
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Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
1202, New Senate Office Building, Hon. William Proxmire (chairman
of the subcommittee) presiding.

Present : Senators Proxmire and Percy.

Also present: John R. Stark, executive director; Richard F. Kauf-
man, economist; George D. Krumbhaar, Jr., and Walter B. Laessig,
minority counsels; and A. E. Fitzgerald, consultant.

OreNING STATEMENT oF CHAIRMAN PROXMIRE

Chairman Proxyire. The subcommittee will come to order.

Last September, Mr. Henry M. Durham testified before this sub-
committee about waste, mismanagement, and misrepresentations in the
performance of the C-5A contract.

Mr. Durham was employed by the Lockheed Aircraft Corp. for
19 years, from 1951 to 1970, and was, prior to his separation from the
companv, general manager in charge of production control activities
in the flight line, flight test, and avionies area for the C-5A program
at the Lockheed plant in Marietta, Ga. His testimony concerned some
of the most extreme excesses in defense contracting that I have ever
heard of and which was carefully documented with voluminous rec-
ords, reports, invoices, and physical evidence.

Among other things, Mr. Durham charged that: (1) Air Force
progress payments to Lockheed were excessive; (2) erroneous com-
pany records generated erroneous parts requirements; (8) parts were
improperly removed or cannibalized after being installed in aircraft
and inspected ; (4) valuable small parts were overpriced and misused ;
(3) exorbitant prices were paid to vendors of material when the same
material was available in company stores for a fraction of the price
paid to vendors; (6) thousands of tools were wasted, unnecessarily
damaged. or stolen; (7) reworkable parts were erroneously scrapped;
(8) Lockheed’s inventory systems and cost controls were inadequate;
and (9) Lockheed’s and the Air Force’s audits were ineffective.

Because of the seriousness of the charges, the amount of public funds
involved, and the possibilitv that illegal as well as improper actions
were involved. I asked the General Accounting Office to immediately
investigate Mr. Durham’s allegations and te verify the accuracy
of the evidence presented to us.

(1343)
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GAO commenced its investigation and has completed the fieldwork
portion of the inquiry. I am today releasing the GAO staff study made
on the basis of the field investigation.?

Generally speaking, the staff study corroborates nearly every aspect
of Mr. Durham’s charges. All of his documents and materials were
found to be authentic, and -additional evidence was discovered by
GAO in support of what Mr. Durham said and in support of some
malpractices that even Mr. Durham was not aware of.

One of the most blatant abuses concerns a large overpayment to the
contractor. ' :

GAO found that the Air Force paid about $400 million in excess
progress payments to Lockheed because the company understated the
value of the work completed and overstated the value of the work in
process. As I understand it, the Air Force made payments for cost
overruns when that was not permissible under theterms of the contract.

GAO’s finding is based on a 1970 report issued by the Defense Con-
tract Audit Agency, the audit arm of the Department of Defense. The
subcommittee has obtained a copy of this report, dated February 20,
1970, and I am releasing its contents to the public this morning.?

The memorandum transmitting the report to the Air Force shows
that another report had been sent to the Air Force a month earlier
indicating that Lockheed had received excess progress payments. The
memorandum then states the following, and I quote

Based on a further analysis of the contractor’s progress payment requests, the
attached report indicates that current overpayments on Contract No. AF 33
(657)-15053 amount to about $400 million. This exceeds the entire net worth of
the Lockheed Aircraft Corporation as of December 29, 1968, as shown on its pub-
lished report to the stockholders. The overpayment condition results from cost
overruns attributable to delivered items. The report explains that the contractor
has been computing the progress payment limitation by using the contract
price of the delivered items rather than the experienced costs of delivered items,
thereby inflating the cost.eligible for progress payment.

_ The report itself states that the computation on which the esti-
mated overpaymentis based is conservative. :

In any event, the document shows that the Air Force was officially
notified by DCAA in early 1970 that it had paid Lockheed at least
$400 million more ‘than it was entitled to be paid. The evidence, in
other words, shows that the Air Force overpaid its contractor; but
the Air Force did nothing to correct the situation. In fact, the Air
Force made things worse by paying Lockheed an additional $705
million in progress payments through May 31, 1971.

The contrast between this action and the steps that might be taken
were a similar problem to arise in a civilian agency with an ordinary
citizen is striking. If a welfare or a social security overpayment is
made, the welfare mother or the retired widow is elther cut off from
further benefits until the overpayment is liquidated or a refund is
required. . o

Instead of moving to correct its mistakes, the ‘Air Force com-
pounded it. Lockheed was allowed to hold on to the excess $400 million
and was promptly paid another $705 million.

1 8ee GAO staff study, p. 1408: .
? See report on C—5A progress payment cost limitation, p. 1430.
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Finally, the Defense Department, the Air Force and Lockheed
agreed to convert the C-5A contract from fixed price to cost plus and
the conversion was made retroactive. This was a key decision in letting
the Air Force and Lockheed off the hook. Once the contract was made
“cost-plus, any and all payments, whether or not they were allowable
under the original agreement were given the Government’s seal of
approval.

I question the legality and the propriety of what has been done and
I am asking the Criminal Division of the Justice Department to in-
vestigate the circumstances surrounding the excess payments, what-
ever false reports and misrepresentations were made, the concealment
of the audit report for more than 2 years and the many other questions
raised by Mr. Durham’s charges and the findings of the GAQ investi-
gation. I am also asking the GAO to continue its inquiry and to issue
a final report to this subcommittee as soon as possible.

You know, it is just incredible that funds appropriated by Congress
can be so misused by a governmental agency. If no violation of law has
been committed, then there is a loophole in the law as large as a C-5A.
If that is the case, legislation ought to be enacted at the earliest pos-
sible time to prevent such a situation from recurring.

Our witness this morning is Elmer B. Staats, Comptroller General
of the United States, and I must say that Mr. Staats has an excellent
report. He always spends most of his time on claims which he, of
course, has had an opportunity to develop fully.

Very briefly, it discusses what I have just been discussing, and that
is understandable because that report has only been made available to
(t:;1he Comptroller General within the Jast few hours, really, a couple of

ays. :

I have read your statement and the staff report on the Durham
charges, Mr. Staats, and I want to congratulate you in advance for the
fine job that you have done. : '

You can proceed in any way you wish. We are hopeful that we will
have time for substantial discussion on this matter as soon as you are
finished. Go right ahead.

STATEMENT OF HON. ELMER B. STAATS, COMPTROLLER GENERAL
OF THE UNITED STATES, ACCOMPANIED BY ROBERT F. KELLER,
DEPUTY COMPTROLLER GENERAL; RICHARD W. GUTMANN, DI-
RECTOR, PRGCUREMENT AND SYSTEMS ACQUISITION DIVISION;
JAMES H. HAMMOND; AND L. NEIL RUTHERFORD, AUDIT MAN-
AGER, SEATTLE REGIONAL OFFICE

Mr. Staars. Thank you very much, Mr. Chairman.

As you will recall from our telephone conversation on Thursday of
last week, I indicated our testimony today would have to be limited
to the subject of shipbuilding claims, cost controls and competition in
the shipbuilding industry.

We had hoped to be able to complete our review of the charges of
waste and mismanagement at Lockheed/Marietta placed before this
committee by Mr. Henry Durham, a former employee of Lockheed,
a review undertaken by the GAO in your request of October 12, 1971.
This has not been possible.
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At your request, however, we have provided an unreviewed and
unevaluated draft prepared by our Atlanta regional office. We con-
sider this an incomplete draft, as I shall outline later in my statement
this morning, at which time I will have some suggestions as to how
we believe the material might be utilized. ’

So I would like to turn then to my testimony today, which as far
as the substance is concerned, will be limited to the shipbuilding re-
ports that we have prepared.

RrcENT REVIEWS OF SHIPBUILDING

Perhaps it would be useful to start with a brief recapitulation of
our major findings on the general subject of shipbuilding.

We have devoted a considerable amount of attention to this matter
of shipbuilding claims. Last April we reported to the Congress on the
Navy’s settlement of claims submitted by three contractors including
one very large claim by Todd Shipyard Corp. for $114 million which
was settled for $96 million.

We pointed out that in these settlements the records we examined
established no relationship between the additional costs claimed and
the actions by the Navy which, the contractors contended, caused them
to incure these costs. ,

Earlier this month we reported on the settlement of a claim by
Lockheed Shipbuilding & Construction Co. Here, again, the reason-
ableness of the settlement is uncertain because of the absence of data
to show the extent to which the Navy’s actions contributed to the delays
and disruptions experienced by the contractor.

At last vear’s hearing we testified that we-were starting a review
of various actions being implemented by the Navy which were designed
to eliminate or at least minimize claims for price increases under
future shipbuilding contracts. We submitted a report to the Congress
last month on our evaluation of the Navy’s efforts. We believe these
changes hold considerable promise for reducing the number and size
of claims. At the same time, however, it is important that the con-
tractors, submitting claims based on actions of the government, be
reqnired to maintain and furnish records in support of the claims
which will clearly show the relationship of the additional costs in-
curred to the Government’s actions.

In the latter part of 1970. Mr. Chairman, von asked us to examine
into the extent of competition in the shipbuilding industry and the
effectiveness with which shipbuilding contracts were being admin-
istered. You submitted a series of questions, along with reports pre-
pared bv Admiral Rickover and copies of an exchanoe of correspond-
ence over a period of time between Admiral Rickover and Navy
officials, dealing with cost control and procurement practices at cer-
tain shipyards, as well as various other ship construction contractual
matters. ' :

Tast August we submitted a report to you pointing out that only
& limited number of shipyards can compete for certain types of ship
construction work, We reported that even where competition is ob-
tained the advantaces of competition are often negated because of the
prevalence of numerons and costly chanoe orders, sometimes priced
after the work is substantially completed, which are negotiated in a
noncompetitive atmosphere. ‘
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In January of this year we submitted a report to this committee on
our review of cost controls at Newport News Shipbuilding and Dry
Dock Co., pointing out the ineffectiveness of the contractor’s budgeting
system in promptly pinpointing cost overruns, in addition to some
sertous weaknesses in the contractor’s procurement practices. And
just last week we reported to the committec on a similar review we
made at the Litton Industries, Inc., shipyard in Pascagoula, Miss.,
where we found that much can be done by the contractor and the
Navy to reduce shipyard costs and, in turn, costs to the Government.

T should now like to take up each of these matters—shipbuilders’
claims, competition in the shipbuilding industry, and cost controls—
in greater detail. )
SurrBurLoiNG CraATMS

Contractors’ claims for price increases have been a recurrent ele-
ment in Navy shipbuilding programs. Claims are submitted on the
premise that the Government’s failure to comply fully with its respon-
sibilities under the contracts and additional requirements imposed by
the Government after the award, caused the shipbuilders’ production
costs to increase and the contractor is therefore entitled to additional
compensation.

Although such claims are not new, the size of the claims has
grown significantly in recent years, both in terms of total dollars
and as a percentage of shipbuilding contract prices. Claims still to be
settled exceed $800 million, the earliest dating from January 1969.

Qur most recent review of claims showed that claims settlements
were averaging 37 percent of the total contract prices as they stood
before the settlements. '

FACTORS GIVING RISE TO CLATIMS

Qur reviews have shown that the four principal factors-giving rise
to claims were: (1) inaccurate lead-yard plans; (2) poorly written
specifications; (3) unanticipated increases in quality assurance re-
quirements; and (4) late delivery of Government-furnished equip-
ment and information.

In the settlements covered in our April 1971, report which I men-
tioned at the outset, the contractors contended that their operations
were delayed and disrupted because of the (Government’s imposition
of impossible specifications, because of its late delivery of material as
well as its furnishing of defective material. The three contractors in-
volved did not provide specific information to show that the amounts
claimed as additional costs were caused by the Government’s actions.
Without information linking the additional costs to the actions of the
Government, we believe that the Government had insufficient assur-
ance that the settlements made were fair and reasonable.

TODD SHIPYARD CLAIMS

The Jargest claim was that of Todd Shipyard Corp. in the amount
of $114.3 million for additional costs the contractor claimed were in-
curred, or would be incurred, as a result of actions of the Navy during
the construction of 14 ships of the destroyer escort 1052 class.
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Todd contended that the Navy specifications for dynamic analysis,
shock resistance and noise reduction were defective, were impossible
to achieve within the time and monetary constraints of the contract,
and delayed construction progress for more than a year. Also, Todd
attributed a large part of its claim’to the Government’s failure to pro-
vide 