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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON 25, D. C.

Defense Accounting and
Auditing Division SEP 1 0 1956

B-118699

Honorable William B. Franke
Assistant Secretary of the Navy (FM)

Dear Mr. Franke:

The General Accounting Office has reviewed certain
operations under contract NObsr 64525 held by Fairchild
Engine and Airplane Corporation, Fairchild Guided Missiles
Division, Wyandanch, New York. This firm fixed-price con-
tract was awarded on August 11, 1954, to this contractor
in the amount of $961,365 for the production of two radar
sets together with drawings, booklets, and spare parts.
The contractor's records indicate that the cost of perform-
ing this contract, including estimated cost to comply with
the guarantee provisions of the contract, was $640,678 and
that the profit realized was $320,687 or 50 percent of cost.

The firm fixed-price. contract was preceded by a cost-
plus-a-fixed-fee contract (NObsr 57365) for research, de-
velopment, and production of two similar radar sets. At
the time the fixed-price contract was negotiated, one of
the radar sets under the CPFF contract was 90 percent com-
pleted and production had not been started on the second.
The contractor's records pertaining to the CPFF contract
did not segregate the research and development costs from
the production costs.

In response to a request from the Navy for a price
proposal for production of the second two radar sets, the
contractor proposed, in a letter dated June 24, 1954, a
follow-on CPFF contract. At the direction of the con-
tracting officer, the contractor on July 28, 1954, sub-
mitted a fixed-price proposal for the same work. Because
the contractor did not have a record of his actual produc-
tion costs, he was obliged to rely upon engineering cost
estimates in submitting his proposal for the firm fixed-
price contract.

The cognizant Navy engineering section was requested
to comment on the fixed-price proposal. It was stated
that the price appeared to be about $200,000 high. It
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was further stated that the equipment was needed as di-
rected by the Chief of Naval Operations and that "no
other contractor can hope to meet these dates so we mus~
,pay the price asked."

In view of the fact that.(l) the contractor was un-
able to provide production costs on the predecessor con-
tract and (2) the Navy-engineers clearly indicated that
the cost proposal was considered to be $200,000 high, we
do not believe that the firm fixed-price method of con-
tracting.-.in this case was appropriate. It would seem that
the interests of the Government would have been better
served by negotiation of a cost-type contract or one pro-
viding for price revision after more adequate cost experi-
ence had been gained. Information available to the
negotiator at the time the follow-on contract was awarded
appears to have been sufficient to have indicated that use
of a firm fixed-price-contract was not appropriate.

This matter is brought to your attention for your
information and action which you may deem appropriate to
assure that the types of negotiated procurement contracts
used will result in fair and reasonable prices.

Sincerely y ni'a,

Lawrence J\Powers
Director
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UNITED STATES GENERAL ACCOUNTING OFFICE

Defense Aooimtfin gnd ~ WASHINGTON 25, D. C.
Auditing Division

SEP 1 01956
B-118699

Bear Admiral A. O. Mumma
Chief, Bureau of Ships
Department of the Navy

Dear Admiral Mumma:

Herewith are two copies of our letter report on cer-
tain operations under contract NObsr 64525 held by
Pairchild Egigne and Airplane Corporation, fairchild
Guided Missiles Division,, Wyanhdach, New York, with your
Bureau.

This letter report on our finigs is being trams-
mitted today to the Assistant Secretary of the Navy
(F'inancial 

Sincerel yours,

Lawrence J. Powers

Laurence J. P
Director

Enclosures



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON 25, D. C.

Defense Accounting an
Auditing Division
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Honorable William B. Franke
Assistant Secretary of the Navy (WN)

Dear Mro. Prankes

The General Accounting Offsie bas reviewed certain
operations under contract Nbsr 64525 held by airchild
Engine and Airplane Corporation, Fairchild Quided ihssiles
Division, Wyandanch, New York. This firm fixed-prioe con-
tract was award on August 11 1954, to this controator
in the amount of $961,365 for the prduction of two radar
sets together with drawings, booklets and spare parta.
The contractor's records indicate that the oat of perform-
ing this contract, including estimated cost to 0CtlPy With
the guarantee provisions of the contract, was $640678 anrf
that the profit realized was $320,687 or 50 percet of cost.

The firm fixed-price xcontrat was precede& by a cost-
plus-a-fixed-fee contract (NObsr 57365) for research, de-
velopment, and productioh of two similar radar sets* At
the time the fixed-price contract eas negotiated, ome of
the radar sets under the CIPF contract was 90 percnt com-
pletd and productionl had not been started on the second.
The contractor a records pertaining to the CPPF contract
did not segregate the research and development costs from
the production costs.

In response to a request from the Navy for a priOe-
proposal for produotion of the second two radar sets, eW
contractor proposed, in a letter dated June 24, 1954,. a.
follow-on CPFF contract. At the direction of the con:
traoting officer, the contractor on July 28, 1954, *tb'
mitted a fixed-priae proposal for the same work. .BoaeU
the contractor did not have a record of his actual.' :pd
tion costS he was obliged to rely upon engineera. :,& .st
estimates n ubmitting his proposal for the ftim-L,'.- i/
price contract.

Th cognizant Navy engineering section was- ques ted
to cmmeont on the fixed-price proposal. It waS tated
that the price appeared to be about $200,000 high. It
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Was further stated that the equipment was needed as di-
rected by the Chief of Naval Operations and that "no
other contractor can hope to meet these dates so we must
pay the price asked."

In view of the fact that (1) the contractor was un-
able to provide production costs on the predecessor con-
tract and (2) the Navy engineers clearly indicated that
the cost proposal was considered to be $200,000 high, we
do not believe that the firm fixed-price method of con-
tracting in this case was appropriate. It would seem that
the interests of the Oovernment would have been better
served by negotiation of a cost-type contract or one pro-
viding for price revision after more adequate cost experi-
ence had been gained. Information available to the
negotiator at the time the follow-on contract was awarded
appears to have been sufficient to have indicated that use
of a firm fixed-price contract was not appropriate.

This matter is brought to your attention for your
information and action which you may deem appropriate to
assure that the types of negotiated procurement contracts
used will result in fair and reasonable prices.

Sincerely yours,

Lawrence J. Powers

Lawrence J. Powers
Director
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON 25, D. C.Defense Accounting da

Auditli Division

SEP 1 0 1956
B-118699

Bear Adbmiral A. GO. Mua
Chief, Bureau of Ships
Department of the Navy

Dear Admiral Mumma:

Herewith are two copies of our letter report on cer-
tain operations umder oontraot NObsir 64525 held by
Pairchlld Engine end Airplane Corporation, Fairohild
Guided Missiles Division, Wyatanch, New York, with your
Bureau* .

This letter report on our findings is being tsrans
rltted today to the Assistant Seoretary of the Navy
(Finnciagsen1:3

Sinerely yours,

Lawrence J. Powers

LaurenCe J. Powers
Direotor

Enclosures



UNITED STATES GENERAL ACCOUNTING OFFICE

WASHINGTON 25, D. C.
Defense Accounting and

Auditing Division

SEP o r0 6
B-118699

Honorable Percival F. Brundage
Director, Bureau of the Budget

Dear r. Brundages

Herewith are two copies of our letter report on cer-
tain operations under contract NObsr 64525 held by
Fairchild Engine and Airplane Corporation, Fairchild
Guided MLissiles Division, Wyandanch, New York, with the
Bureau of Ships, Department of the Navy.

This letter report on our flingsX is being tranLs-
mitted today to the Assistant Seoretary of the Navy
(Financial xarnlagement).

Sierely yours,

Lawrence J. Powers

Lurree J. PowerS
Direotor

Enlosures



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON 25, D. C.

Defense Accountin; and
Auditing Division

B-118699 SEP 1 0195

Honorable W. J. McNeil
Assistant Secretar of Defense (Comptroller)

Dear Mlr. oNells

Herewith is a copy of our letter report on certain
operations under Contract NObsr 64525 held by Pairchild
Engine and Airplane Corporation, Fairchild Guided Missiles
Division, Wyandanch, New York, with the ureauof Ships,
Department of the Navy.

This letter report on our findings s8 beig trZn-
mitted today to the Assistant Secretary of the Navy

Sincerely yours,

L-wrence J._ Powers

Lawrenoe J. Powers
Diretor

Enoloaure



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON 25, D. C.

Defense Accountiag and
Auditing Division

SEP 1 0 1956
B-ll8699

Captain L. C. Peppell
Assistant Comptroller (Audit)
Department of the Navy

Dear Captain Peppell:

Herewith are two copies of our letter report on cer-
tain operations under contract NObsr 64525 held by
Fairchild Engine and Airplane Corporation, Fairchild
Guided Missiles Division, Wyandanch, New York, with the
Bureau of Ships, Department of the Navy.

This letter report on our findings is being trans-
mitted today to the Assistant Secretary of the Navy
(Financial Management ).

Sincerely yours,

t¥wrence J.,_powerS

Lawrence J. Powers
Director

Enclosures
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