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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20548

B-162578

To the President of the Senate and tie
Speaker of the House of Representatives

N

This is our initial report on the audit of payments from the special
! fund to Lockheed Ajrcraft Corporation for the C-5A aircraft program (4o
ﬁur{ng the period ended June 30, 1971, This audit was made pursuant
1o section 504, Public Law 91-441, which authorizes $200 million of in-
terim funding for the C-5A aircraft program to be paid through a spe-
cial bank account. The law provides that Lockheed not be reimbursed
fier intercompany profits, bid and proposal costs, independent research
and development costs, and other unsponsored technical costs, and de-
preciation and amortization expenses. The law provides also that the
General Accounting Office audit payments from the special bank account
on a quarterly basis and submit a report to the Congress not more than
30 days after the close of each quarter.

Payments to Liockheed from the special bank account started on

June 16, 1971, and totaled $20.4 million by June 30, 1971. CGur review
revealed no payments to Lockheed that were contrary to the provi-

ions of Public Law 91-441, Since payments to Liockheed were made
during the last 2 weeks of June 1971, we had only a limited time to
make our audit. Therefore we are continuing our examination and wili
include further comments on the results of our audit in subsequent re-
ports.

Copies of this report are being sent to the Director, Office of
Management and Budget; the Secretary of Defense; and the Secretary

PR g
of the Alr orce. 9%

| .

Comptroller General
of the United States

- 50 TH ANKRIVERSARY 1921~ 1971
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CHAPTER 1

BEST DOCUmENT AVAILABLE

INTRODUCTION

In March 1970 the chairman of Lockheed's board of di-
rectors notified the Deputy Secretary of Defense that the
company would require additional funding, over aund above
the Air Force estimate of the contract ceiling price, in
order to complete development and production of 81 C-5A air-
craft. He also advised the Deputy Secretary of Defense
that it would be financially impossible for Lockheed to
complete performance on the C-5A aircraft program, as well
as other major defense programs, without further financing
from the Department of Defense.

The Deputy Secretary of Defense informed the Congress
of the Lockheed position and requested that it provide ad-
ditional funding of $200 million, over the amount requested
in the regular appropriation, as an interim measure to per-
mit Lockheed to continue development and production of the
C-5A aircraft.

The Congress authorized the $200 million by Public
Law 91-441, section 504, approved October 7, 1970, to con-
tinue the C-5A aircraft program. (See app. I.) Section
504 specified that:

1. All payments from the $200 million fund be made
through a special bank account for reasonable and
allocable direct and indirect costs incurred on the
C-5A aircraft program.

2. The contractor not be reimbursed for intercompany
pro{its; bid and proposal costs; independent re-
scarch and development costs; and other similar un-
sponsored technical etfort costs; and depreciation
and amortization costs on plant, property, or
equipment.

3. These excluded costs not be recoverable under any
other contract.



. A1l payments from the special bank account be au-
dited by the Defense Contract Audit Agency (DCAA)
and the Genmeral Accounting Office.

. The Comptroller General report to the Congress not
more than 30 days after the close of each quarter on
the results of the General Accounting Office audit.

tJ
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PAYMENTS FROM THE SPECIAL BANK ACCOUNT

Payments from the $200 million fund and from the spe-
cial bank account were initiated on June 16, 1971, and the
amounts deposited and withdrawn through June 30, 1971, were
as follows

Special Bank §$200 million

account fund
Beginning halance None $200,000,000
Deposits $21,405,511
Withdrawals:
Material and other charges $13,103,460
Intercompany transactions:
Charges $3,094,031
Credits -7,505,352 -4,411,321
Labor 4,793,896
Overhecad 6,916,967 20,403,008 $ 21,405,511
Balance at June 30, 1971 $.1,002,503 $178,594,489

Procedures established by the Air Force to control with-
drawals from the special bank account require that reimburse-
ment vouchers be submitted by Lockheed to the Air Force con-
tracting officer for approval. The Air Force contracting
of{ficer approves these payments subject to audit by DCAA.
These vouchers are supported by detailed listings of mate-
rial, labor, and overhead costs incurred on the C-5A air-
craft program. The following comments describe the methods
used by Lockheed to support withdrawals from the bank ac-
count.

MATERIAL AND OTIHER CHARGES

Matcrial costs and other miscellaneous charges paid
from the special bank account through June 30, 1971, totaled
$15,103,466. Payments were supported by purchase orders,
vendors' 1invoices, and receiving reports.

To ensure prompt payment to vendors, Lockheed has de-
veloped a weekly report that shows all vendor accounts which
have not been paid within 30 days. The total amount of
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accounts payable outstanding more than 30 days and appli-
cable to the C-5A aircraft program is to be deducted from the
amount of reimbursement vouchers to Lockheed. Lockheed de-
ducted from the first voucher $1 million to cover the esti-
mated amount of all accounts payable related tu the C-5A
aircraft program that may remain unpaid for 30 days or

longer during the first month.

The accounts payable report for July 2, 1971, showed a
total of $483,889, which represented vendor accounts payable
applicable to the program over 30 days old and which indi-
cated that the amount withheld was more than adequate.

Intercompany transactions

Most development and production work on the C-5A air-
craft program is being done by the Lockheed-Georgia Company,
Marietta, Georgia, and by outside vendors and subcontractors.
Some costs, however, are being incurred at the following
Lockheed locations.

Lockheed Aircraft Corporation, Burbank, California
Lockheed-California Company, Burbank, California
Lockheed Aircraft Service Company, Ontario, California
Lockheed Electronics Company, Plainfield, New Jersey

These other locations periodically charge costs asso-
ciated with their work on the C-5A aircraft to the Lockheed-
Gecrgia Cempany according to established billing procedures.
Although there were charges totaling $3,094,031 from other
locations of Lockheed for work on the C-5A aircraft program,
they were more than offset by intercompany credits of
$7,505,352. These credits represent the excess of the
amount paid for delivered items plus progress payments for
undelivered items, compared with the amount reimbursable un-
der the terms of the current contract. Effective May 31,
1971, the contract between Lockheed and the Air Force for
C-5A aircraft was converted from a fixed-price incentive
contract to a fixed loss, cost reimbursement contract.

LABOR COSTS

Labor costs totaling $4,793,896, for 964,001 direct
labor hours, were paid to Lockhced {rom the special bank ac-
count through June 30, 1971. These costs and hours were

T eals
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charged to specific C-5A aircraft work orders. Costs for
indirect labor were charged to the C-5A aircraft program
through overhead allocations.

OVERHEAD EXFLNSES

Overhead expenses totaling $6,916,967 were paid from
the special bank account during June 1971 on the basis of
provisional overhead rates previously negotiated. Actual
overhead rates are to be negotiated as of December 26,
1971, the end of the company's fiscal year.

Lockheed and the Air Force negotiate provisional over-
head rates for use in cost reimbursement contract billings.
During negotiations of 1971 rates, concluded in March 1971,
costs which were unallowable under provisions of section XV
of the Armed Services Procurement Regulation were excluded
in establishing the provisional overhead rates.

The provisional overhead rate also was reduced to ex-
clude those costs which are unallowable under Public Law
9i-441. Such costs amounted to about $58061,000 for the pe-
riod ended June 30, 1971.

DEFENSE CONTRACT AUDIT AGENCY

The audit by DCAA at the Lockheed-Georgia Company in
the past generally has been directed toward reviewing ac-
counts payable, payroll accounting systems, inventory ac-
counting systems, etc., on a cyclical basis. Through these
audits DCAA's objective is to gain insight into Lockheed's
accounting processes and to determine the adequacy of the
company's system of management controls.

DCAA has developed special audit procedures for review-
ing Lockheced's vouchers requesting withdrawals from the
fund for deposit in the special bank account and for audit-
ing payments from the bank account.

2
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CHAPTER 3

GENERAL ACCOUNTING OFFICE AUDIT

OF PAYMENTS FROM SPECIAL BANK ACCOUNT

Qur review was made at the Lockheed-Georgia Company,
Marietta, Gecorgia; Lockheed Aircraft Corporation and
Lockheed-Zalifornia Company, Burbank, California; and
Lockheed Aircraft Service Company, Ontario, California.

We reviewed the DCAA audit of payments from the special
bank account for material costs and other charges and tested
the work performed. In addition, we selected transactions
shown on withdrawal vouchers and traced the amounts to such
documents as purchase orders, receiving reports. vendors'
invoices, and work orders, to determine the accuracy and
propricty ©of the amounts paid. We also examined into the
reasonableness and correctness of the procedures used in al-
locating the cost of common usage materials.

We examined costs incurred on the C-5A aircraft pro-
gram by Leckheed companies in California and charged to the
Georgia Ccmpany. Our review was directed at testing the ac-
curacy ané allowability of labor, material, and overhead
costs incurred 1n intercompany billings.

Our audit of labor costs incurred by Lockheed included:
(1) a review of internal procedures and controls established
to ensure rhat labor costs were accurately distributed to
contracts znd other programs, (2) a review of labor audits
by DCAA and Lockhecd's internal auditors, and (3) tests to
determine whether labor costs appeared reasonable and ap-
plicable to the C-5A aircraft program.

In our review of overhead, we examined Air Force and
Lockheed procedures used in estimating and negotiating pro-
visional owverhead rates. We also examined into the reason-
ableness o7 provisional overhead rates and the costs elimi-
nated to conply with Public Law 91-441.

Our review revealed no payments to Lockheed for the

periovd end2d June 30, 1971, that were contrary to the pro-
visions ot Public Lav 91-441. Since payments to Lockheed

6
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2 were made during the last 2 weeks of June 1971, we had only
; a limited time to make our audit. Therefore we are contin-
: uing our examination and will include further comments on
X the results of our audit in subsequent reports.
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SECTION 504

PUBLIC LAW 91-441
OCTOBER 7, 1970

BEST DOZUN ..o AvAlLABLE

T Ske, 501, (1) Of the total amount authorized ta he appropriated by
this et for the procurement of the C-5.\ aircraft, 200,000,000 of
sl amount may not he obligared or expended until after the exphia-
tion of 30 days Trow the date upon which the Secretary of Defense
submits to the Committees on Armed Services of the Senate and the
Honse of Representutives a plan for the e_\pondmnv of sueh ®200,-
a00.N00, In no event may all or any part of such S200,000000 be ob-
lighted or z~\]-vmlm. “\N\pt m (wmr(l ance with such plan,

(b)Y The 3200000000 referred to in subsection (a) of this seetion,
foliowing the snhmlwon of a plan pur-uant to such enbeection, may
be e\pond"d only for the reasonable and alloeable direct and indiveet
costs incurred by the prime contractor under a cantract entered into
with the Tnited States to earry out the (-3 aireraft program. No
part of such amonnt may be used for—

(1) direet cost of any other contract or activily of the prime
contractor:

{2} profit on any materials, suppliex, or services which are «old
or transferred between any division, \n}muh(u\ or affilinte of the
prime contractor under the eomimon control of the prime con-
tractor and <ueh division, subsidiary, or affiliate:

(3) bid and proposal en<t<, independent re~earch and develop-
ment costs, and the cost of other sumLu un-pon=ored technical
estort: ov

{(4) depreciation and amortization costs on property, plant. o
equipment.

Any of the costs 1<~ferled to in the precedinge sentence whieh would
otherwi-e be allocable to any work Tunded by suely $200.000,000 may
not be allocated to ather portions of ihe C- 57 aireraft contract ar to
any other contract with the Thited States. but payment~ to C=3.0 air-
eraft suleontractors shall not Le subject to the restrietions referred
to in such sentence.

¢) Any payment rom sneh $200,000,000 shall be made to the prime
mmn actar through a special ank acconnt from which suel contrator
may withdaw funds only after a request containing a detatled justi-
fieation of the anmwunt 1equested has been submitted to and approved
by the contracting othieer for the Umted Staies. Al payioents made
from swch speetal bank account <hall be andited by the Defense Con-
tract Andit Ageney ef the Beporiment of Defense and, ona quarterly
hasis, by the Generad Accountime Oifiee. The Comprrolier General
. ~hall sttt 1o the Congress not more ilan thiniy dayvs atrer the
elose of cach quanier areport on the audit for sueh gquanrter pertorned
Ly the Gererad Aceconnting Othee prusuwant to this subsection,
’ {dY The restietions and controls provided for in this section with
T vestaeet 1o the 20 o000 referied oo ~sul~ections (a) and (b of
this section shall Le o addition to sueh other restrictions and contrals
as niay be preseribed by the Scaetary of Defense or the Secretary of
the A Foree,

A

.S, GAD, Wash,, Do, bl





