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T~re Hororable Les Aspin
United States lcuse of Representatives

Dear Congressoan aspuin:

Sublecs: PFPricing Data on the Prorcsed Sale of
AWACS to Saudi Aradia (ID-81-6%)

In your lettar ¢f August 26, 1981, you asked that the
General Acccunting Office review the pricing data asscciated
with the prcrecsed sale of £-3A Airterne Warning and Conwurol
Systems (AWACS) and give you a judcment ci. whether the U.S.
militery wculd te charging the Gevernment of Saudi Arabia
2 frll pro rata share of nen-recurring costs.

Peparexent cf Cefensge 0f:-icials advised us that the .
estimated value of the salu, $5.8 %illion, anncunred by the Ny
White Hcuse cn August 24, 1981, was rased cn preliminary \
cemputaticns and includes: o
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S 2izerafs $1,200
Spares 500
Suproers ecuirment _ 40
Contractcr support of AWACS 1,300 ' '}g;
Upgrade ground comrand and Iﬁf
control system 2,10C i
Fa
Miscellaneous "
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According to the Departrent cf Defense, these prelisinary
planning estirates cannor be ccensidered valid fcr use in e
formal letter cf offer ana acceptance £or the sale, Nevertheless,
thess figures include provisions for

== 4 percent surcharge for non-recurring prcduacticn
costs (asset use/rental charce, to include use
of U.S. facilities and tooling):

~= 3 percent administrative surcharce; and

== 1.5 percent surcharce fcr guality 2ssurance (%o
include ccocntract administration and audit).

In addition, we were advired that:

~~Defense Security Assistance Agency has c¢cranted no
cost waivers on thic prorosad sale.

=-=The United States wculd charce Saudi Arabkia the £ull
cost of develcping ccmrmercial replacerments for cerzain
non-releasable U.S. Air Force systems.

-=Jon~recurrinc costs reccurment is prorated as a pool
against tctal estimaced quantities of the sale mocdel,
past and grcjected.

-~The recourzent estimate to be raid ty Saudi Arabia for
non-recurring costs would rance retween $29 millicn and
$32 millicn per aircraft, or tetween $145 milliicn and
$160 millior. for five aircraft.

--The United States wcould share a portion of that recoup=-
ment with NATC, prcbatly between $29 =millicn arnd
$32.45 million for the five aircrafc.

We did not audit these prelininary numbers and did nct attenmpt
to make a judgnent on Defense’'s cost recovery computaticns. Hew-
ever, in addition to U.S. efforts to reccver the prorated share of
all ncn-recurring cust«, the sharing c¢f the recourment with
NATO is another aspect which could be pursued further, if the
proposed sale were approved, becaus~ the United States macde extra-
ordinary cost waivers aad financial concessions in selling 16 AWACS
to NYATO. For example, the United States waived $214 million for
non=-—"ecurring resea.ch and develcocpment surcharces for the sale of
AWACS to NMATO.

Enclosure I provides the Department (£ PCefense breakdcwn of
the $5.8 billion cized as the esirated value of the procosed
sale and Enclosure II 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 distributicn or distribute it further ‘or
five days unless we receive your authorization or you annouuce
its centents publicly. At that time we plan to send copies cf
the report to other ccngressional office~; the Secretary cf
Defense:; :he Secretary of the Air Force; the Director, Office
of Maragement and Budget; and the Director, Defense Security
Assistance Agency.

Sincerely yours,

L AQA Lo

Frank C. Conahan
pirector
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ENCLOSURE I

CURRENT CEFE.ISE DEPARTMENT
COST ESTIVATES OF TEFE AWACS PACKAGE (Note a)

(in millions)

= Five aircraft - includes ronrecurring softwzre $1,200
modifications to remrove/replace non-rel --sable
data from Saudi aircrafe (approximately
$70 million), an avionics integraticn lab to
test the Saudi unique system after removal of
non-releasable systemr, 4 percent surcharce
for nonrecurring prcduction cecsts {(asset
use/rental charge, to include use of U.S.
facilities and tooling), 1.5 percent surcharge
for quality assurance (to include ccntract
administraticn and audit), and ncnrrecurring
costs rezoupment (See Enclosure II)

- Spares $ S00
= Support equipment ‘ $ ‘ 40
- Miscellaneous - includes ccrputer grocranm $ 660

ground support capability, training equirment,
acquisition services, travel expenses, prcgram
reserve and 3} percent adninistrative surcharge
on 11l atove items

- Contractor support of AWACS system $1,300

==Includes 1.5 percent surcharge fcr quality
agsurance and 3 vercent administrative
surcharge

« Upgrade ground command and control system $2,.00

==Includes 1.5 percent surcharge fcr quality
assurance, 3 percent administrative surcharge,
and 4 percent nonrecurring preduction cost
surchargs on applicable items

- Total $5,800

8/ According to Defense officials, all estirates are under review
and subject to change. These are preliminary figures supplied
by the Department of Defense: they have not been reviewed by
GAO.
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ENCLOSURE II

DETENSE DEPARTMENT ESTIMATES
FOR RECCUPING AwWACS NCNRECURRING COSTS (Note a)

donrecurring costs reccupment is prorated as a pool against total
estimated quantities of the sale model, past and projected. Recoup-
ment is identified by determining total nonrecurriag investxent

and dividing by the total number of units estimated to be prcduced
for Defense requirements, foreign military sales, and direct sales.

Current recoupment estinate

- Core Aircraft (Note D):
Cost Pcol $1,092.7 aillien
Aircraft S7 (34 USAF, 18 NATO, S Saudil
unit Cos. $19.17 million
- Standard Aizcraft (Note b):
Cocss 2001l $ 424.9 million
Aircrafe 33 (10 USA#®, 18 NATO, 5 Saudi)
tnis Cost $ 12.88 millien
- Teeal iecoupment ectimate to be paid by Saudi Arabia
Core Aircrafs $ 19.17 millicn
« Standazd Aircrafs $ 12.88 millicn
Total Saudi $ 32.05 aillion
= Saudi Aizcrafc 5

Total Saudi Recoupment $160.25 =illion

- Total recoupment estimated to be received by CU.S.
Unit cocst/standarzd aircrafs $12.89 million
X Percentage funded by U.S.
{Remainder by NATO) 49.6 percent
Total U.S. Unit Ccst $§ 6.39 million
+ Total Core Unit Cost $ 19.17 million
Total U.S. Unit Recoupment $ ¢5.56 million
x Saudi Aircraft S
Total Recoupment to U.S. $127.80 millien
Total Recoupment co NATO $ 32.45 millicn
- Deollar values shown are presently undergoing refinement

to insure recoupment is based on Saudi configuration

~=May reduce unit cost $1-3 millicn

a/This preliminary iafcrmation was supplied by the Department of
~ Defense; it has not Leen reviewed by GAO.

b/Reccurvent calculations are prorated based nn tiie number of planes
that have the same equirment. The terms Core and Starndard aircrads
relaze %0 different configurations of the AWACS and the proposed
configuration for the Saudi sale iavolves equipmert from both.




