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Report toO Sec.etary, Department of the Navy; by Richard W.
Gutmann, Director, Procurement and Systews Acquisition Diw,

Issue Area: Negotiation of a Reasonable Price Pased cn Incurred
Costs and Vo Nore Than a Pair Profit. (1913).

Contac+*: Procurement and Systess Acquisition Div.

Budget Fuaction: National Defsnse: Departaent of Defence =~
Procuresent § Contracts (058).

Orcanization Co-—srned: Lockheed Aircraft Corp., Burbank, Cai.

Congressional Re.evance: House Committee or xrmed Services;
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Pive subcontrizats avarded to Capadian firms were
examined to deteraine the eoxtent of compliance with procurcment
regulations to include the "examiaatiop of records by
Comptroiler Generai" clazase in subContracts awarded urder Navy
contracte with Lockhced-California Coapany of Burbaak. The
reviev disclosed that the Canadian s3bcontracts contained no
provisions for examination of records by the Comgtroller
General. The Na.;'s failure to requir> Lockheed to incorporate
the reguired audit clause in these subcontracts could impede
efforts to audit the subcontractors?! books and records. Lockheed
officials declared that ar attempt would ke made to include an
aprropriate Comptroller General's examinatiocn of records clause
by reference in the carrent subcontracts and agreed to include
such a clause in all future subcontracts. The Sacretary of the
Navy should direct Leckheed *o amend the current subcontracte
and direct Navy contract adainistration personnel to report on
their efforis to monitor cortractor cosplicnce with the
requiremeat to include a Coamptruiler General audit clause in
specified subcontracts. (RRS)



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

EMENT AND SYSTEMS
ACQUISITION DIVISION

B-169300 May 19, 1978

The Honorable
The Secretary of the Navy

Dear Mr. Secretary:

We have completed a limited review of the requirement
to incorporate the "Examination of Records by Comptroller
General" clause in subcontracts awarded to Canadian firms
under U.S. Navy priine contracts with Lockheed-California
Company, Purbank, Califorria. This review was prompted by
increased cmphasis on coproduction//levelopment ventures
cetween U.S. Aerospace firms and foreign companies involv-
ing the sale of U.5.-designed weapon systems to foreign
countries. We examineé five subcontracts awarded to
Canadian firms in partial fulfillment of ragquirements
undec Lockheed's prime contract N00Q19-77-C-0077 for the
P-3C patrol aircraft program.

The Defense Acquisition Regulation requires that
prime ccntractors performing under negotiated contracts
include in all negotiated subcontracts, greater than
$10,000, a provision authorizing the Comptroller General 2=f
the United States, or any of his duly authorized representa-
tives, access to arnd the right to examine directly pertinent
books, papers, and records of the subccntractor for a period
of 3 years after final payment of the contract. Our review
disclosed that the Canadian subcontracts containec no provi-
sion for examination of records by the Comptroller General.
wWe believe that the Navy's failure to require Lockheed to
incorporate the regquired Comptroller General audit clause
in these subccntracts could impede the General Accounting
Office's efforts to audit the subcontractors' books and
records.

Lockheed officials advised us that an attempt would
be made to include an appropriate Comptroller General's
examination of records clause oy reference in tne current
subcontracts and agreed to include such a clause in all
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future subcontracts. Naval Plant Representative officials
advised us that during the approval process, subccatracts
would be reviewed to insure that they contain an appropriate
provision for audit by the Comptroller General.

We recommend that wyou (1) direct Lockheed tc amend the
current subccntracts, and (2) direct Navv con*ract admini-
stration personnel to report to ycu on ir eiforts to
aaonitor contractor compliance with the reJuivement to
include an appropriate Comptroller Generai audit clause in
specified subcontracts.

Copies of this report are being sent to the Chairmen,
House Committee on Govecnment Operations, Senate Committee
on Governmental Affairs, the House and Senate Committees on
Appropriations and Arved Services; the Secratary of Defense;
the Office of Federal Procurement Policy; and the Cffice of
Management and Budget.

Section 23y of the Legislative Reorganization Ac* of
1971 requires the hzad of a Federal agency to stbriit a written
stacement on actions taken on our recommendations to the House
Committee on Government Operations and Scnate Committee on
Governmental Affairs not later than 60 days after the date of
the report ard to the House and Senate Committees on Appropria-
tions with the agensy's first request for appropriations made
ancre than 60 dayes after the 3date of che report. We wouid
appreciate receiving a copy of these statements.

Sincerely yours,

R. W. Gutmann
Director





