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CThe Honc.rable es Aspin

United States .iuse of Represeitative .3

0) Dear Congressman Aspin:

0 Subject: Pricng Data on the Proposed Sale of
AWACS to Saudi Arabia (:D-61-65)

W In your lettr of August 26, .981. you asked that the
General Accounting Office review the pricing data associated 4
with the proosed sale of S-3A Airborne Warning and Control
Systems (AiACS) and give you a j-4cgent ci. whethur the U.S.
military would be charing the Gcvernment of Saudi Arabia
a frll pro rata hare ncn-rtcurrinq costs.

Depart--ent of Defense of:icias advised us that the
estimated value of t-he salu, SS.a billion, announced by the -

Whitie cuse on Aucust 24, 1981. was !based on preliminary
ccmputaticns and includas:

(in millicns)

5 aircra t $1.200 11)

Spares 500

Support equipment 40

Contractor support of AWACS 1,300

Upgrade ground co.and and
control system 2,10C

Miscellaneous 660

" ,. i (465 267 )

tsM.

51- ,od 1, I



2-163058

kccording to the Depart.ent of Defense, these preliznary
planring estimates cannot be ccnsidered .alid for use in lie
formal letter of offer ana acceptance for the sale. Nevertheless,
thase figures include provisions for

-- 4 percent surcharge for non-recurring production
costs (asset use/rental charge. to include use
of U.S. facilities and tooli-g):

-- 3 percent administrative surcharge: and

-- 1.5 percent surcharge for quality assurance (to
include contract administration and audit).

In addition, we were advired that:

--Defense Security Assistance Agency has granted no
cost waivers on this proposed sale.

-The United States would charge Saudi Arabia the full
cost of develcping cci.ercial replacements for certain
non-releasable U.S. Air Force systems.

-Non-recurri-- costs reccpment is prorated as a pool
against total estimated quantities of the sale model,
past and prcjected.

--The recoupnent estimate to be paid by Saudi Arabia for
non-recurring costs would rance between $29 million and
$32 million per aircraft, or between $145 million and
$160 millior. for five aircraft.

-The Unted States would share a portion of that recoup-
ment with NAT0, probably between $29 million and
$32.45 million for the five aircraft.

We did not audit these preliminary numbers and did not attenpt
to make a Judgment on Defense's cost recovery computations. How-
ever, in addition to U.S. efforts to recover the prorated share of
all non-recurrinq cut';, the sharing of the recoupment with
NATO is another aspect which could be pursued further, if the
proposed sale were approved, becaus- the United States made extra-
ordinary cost waivers and financial concessions in selling 16 AWACS
to NATO. For example, the United States waived $214 million for
non-ecurring resea.ch and development surcharges for the sale of
AWACS to MTO.

Enclosure I provides the Department c f Defense breakdown of
the $5.8 billion cited as the estimated value of the proposed
sale and Enclosure I provides the current recoupment estimates
of the Department of Defense for AWACS non-recurring costs.
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As we agreed with your office, we will not make this report
available for general distribution or distribute it further tor
five days unless we receive your authorization or you announce
its contents publicly. At that time we plan to send copies of j
the report to other congressional office.: the Secretary cf
Defense: :he Secretary of the Air Force; the Director, Office
of Management and Budget; and the Director, Defense Security
Assistance Agency.

Sincerely yours,40,4 (21 a
Frank C. Conahan
Director

Enclosures - 2
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ECLOSURE I

CURREM T DEFE.ISE DEPARTMEN7
COST ESTIMATES OF TK AWACS PACg AGE (Note a)

(in millions)

Five aircraft - includes nonrecurring software $1,200
modifications to remove/replace non-rel-.'sable
data from Saudi aircraft (approximately
$70 million), an avionics integration lab to
test the Saudi unique system after iemoval of
non-releasable systemr, 4 percent surcharge
for nonrecurring prcduction costs (asset
use/rental charge, to include use of U.S.
facilities and tooling), 1.5 percent surcharge
for quality assurance (to include contract
administration and audit), and nonrecurring
costs recoupment (See Enclosure II)

- Spares $ 500

- Support equipment $ 40

- Miscellaneous - includes ccrputer program $ 660
ground support capability, training equipment,
acquisition services, travel expenses, program
reserve and 3 percent administrative surcharge
on ill above items

- Contractor support of AWACS system $1,300

-Includes 1.5 percent surcharge for quality
assurance and 3 percent administrative
surcharge

- Upgrade ground command and control system $2,100

-Includes 1.5 percent surcharge for quality
assurance, 3 percent administrative surcharge,
and 4 percent nonrecurring production cost
surcharge on applicable items

- Total $5,800

a/ According to Defense officials, all estimates are under review
and subject to change. These are preliminary figures supplied
by the Department of Dofensei they have not been reviewed by
GAO.



ENCLOSURE 11

DEZENSE DEPARME!NT ESTIMATES
FOR PECCUPING AWACS NCNLCURRING COSTS (Note a)

Jonrecurring costs recoupment is prorated as a pool against total
estimated quantities of the sale mod'l, past and projected. Recoup-
ment is identified by determining iotal nonrecurring investment
and dividing by the total number of units estimated to be produced
for Defense requirements, foreign military sales, and direct sales.

Current recoupment estimate

- Core Aircraft (Note b):

Cost Pol $.C92.7 million
Aircraft 57 (34 USAF, 18 NATO, 5 Saudi!
unit Cos. *19.17 million

- Standard Aiecraft (Note b)s

Cost Pool 424.9 million
Aircraft 33 (10 USAE, 18 NATO. 5 Saudi)
unit Cost $ 12.8 million

- Total recoupment estimate to be paid by Saudi Arabia

Core Aircraft $ 19.17 million
-Standard Aircraft S 12.e8 mi4llcn
Total Saudi $ 32.05 milion

z Saudi Aircraft 5
Total Saudi Recoupment $160.25 million

- Tctal recoupment estimated to be received by U.S.

unit scot/standard aircraft $12.89 million
x Percentage funded by U.S.

(Remainder by NATO) 49.6 percent
Total U.S. Unit Cost $ 6.39 million

+ Total Core Unit Cost $ 19.17 million
Total U.S. Unit Recoupment $5.56 million

z Saudi Aircraft 5
Total Recoupment to U.S. $127.80 millicn
Total Recoupment to NATO $ 32.45 million

- Dollar values shown are presently undergoing refinement
to insure recoupment is based on Saudi configuration

--May reduce unit cost $1-3 million

a..1-s preliminary information was supplied by the Department of
Defense; it has not been reviewed by GAO.

I/Recour-ent calculations are prorated based on the numbcr of planes
that have the same equipment. The terms Core and Standard aircraft
relate to different configurations Of the AWACS and the proposed
confluration for the Saudi sale involves equipment from bath.


