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CENTRAL INTBLS MEE AGENCY
WasHiNgToN, D0, 20505

BYE-7544-69

MEMORANDIIM FOR: Director, National Reconnaissance Office

SUBJECT : Actions Resulting from the Perkin-Elmer
Briefing of 30 June 1969

1. I thought it would be apropos to acquaint you with some of the
actions taken and under way that are in response to the information
presented by Perkin-Elmer in their briefing to you,

2. Of major concern to Chester Mimitz was his considered personal
exposure to fiduciary suils by stockholders for not adhering to the letter
of his contract in regard to special termination. The ASPR is confusing
in this area in that it requires the Contractor to remain within authorized
funding including any special termination costs but the appropriations
do not provide funds directly for this purpose. John Crowley had previously
assured him that his claim for special termination costs would not be

jeopardized by the lack of funding in the contract to cover such costs.
~ Assurance by the Government on this matter appeared te satisly the
contract personnel but $id not '&Ss-uagﬁ Chester's concern, A statement,
to be inserted in the contract, has wow been agreed upon by both Perkin-
Elmer and the Government and this problem appears to be resolved,

3. Chester alleged that the Government's direction, its inability to
adequately fund the program, and interface impacts outside of Perkin-Elmer’s
knowledge or ability to control had destroved the incentive features of his
contract. He requested a change in contract type to a CPFF at a base of
$205 million plus negotiated changes (stared to represent $40 million giving
a program cost of §245 million less fee). The Office of Special Projects
has carefully reviewed the impact of the Government on fhe ability of
Perkin-Elmey to optimize their fee within the incentive structure and has
determined that there is no valid basis for considering a change in contract
type. In fact, the Office of Special Pro,2cts feels that the present type of
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SUBJECT: Actions Resulting from the Perkin-Elmer Briefing of 30 June 1969

contract has successfully focused top Perkin-Elmer management on the
cost, schedule and performance aspects of the program which were never
successfully accomplished prior to going to inceptives. A letter was sent
by John Crowley stating that no basis could be found for considering 2
change in contract at this time.

4, Chester also stated that the Government capriciously arrived at
a program cost for negotiation of $175 million when, in fact, he knew
full well the cost was $207 million, He stated that he accepted an incentive
fee contract at $175 million because he considered he would end in the
same profit position as he would on a $205 million fixed fee contract a:
9.5%. The Office of Special Projects has carefully reviewed the basis
for establishing the $175 million offer and finds it is still valid, The
contractor’'s own cost figures show that changes in the program which
have occurred since the contract was negotiated account for over 560 million
of the difference between the present estimmated cost to complete of
$245 million and the negotiated target cost of $175 million. This has been
discussed with the Perkin-Ebmer Prugram Director and he is fully aware
of his inability to support any claim that the Government's offer was
capriciously developed or that it was not reasonable for the effort propesed.

5, The Government is in the process of negotiating some $24 million
in changes; $6 million of which are related to the cost of deferring expenditures
in FY 1969 {Plan B}, Considering the way negotiations are proceeding, it
is expected that the contractor will realize about $15 million of the $24 million
claimed, Mr. Crowley has assigned Mr. James McDonald as negotiator
and has given these negotiations a top priority for the program. Changes
to the incentive structure to compensate for any impact on the contractor’s
ability to optimize his fee will be considered in the negotiations,

6, At his request, I had a lengthy discussion with on
his concerns about the program, I have also talked at length with OB
personnel about the problems as they sce them, It is my considered opinion
that the rapport at the project management level is good and is showing
improvement, 1f it is possible to obtain reasonable agreements in the
negotiations, I feel certain that we can maintain the program operation
dedicated to the job of meeting cost and schedule with a successful system,
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7. T recognize your concern, and that of John Foster,
to the contractor to optimiize his fee based on performance may LT
to the desires of the Government to boldothe-line on cost and schedule,

At the time the incentive formula was developed, an effort vas made
balance the three tradeoff factors %nﬁﬁ;f&r'&fﬁ p‘rz&&*ﬁwﬂ B ‘&;‘M*’ ﬂw £
options wem such as m d :
degires,
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controlled in the design and development phase, iu,mw wr, in t%u protae s
phase such tradeoffs will be controlled through the requirement for Govermment
approval of all changes after FACL  Since such an approval rec
is somewhat contrary to the objective of fee based on level of perforn ancs,
this element of the incentive formula is being reviewed to dvtﬂ“k“im* if
change should be niade to ’i}rmg both aﬁmmwmy and €
in line. The fee associated with measured level of ;3.#’5&;:!?3"13*@&%% can b
as much as 4% on the first thmn articles and 2% on the vormaining throe,
Here again, I feel certain t’h\atﬁ,n, equitable arrangément can he n
within the présent contract structure.

8. Please feel free, 4f you go desire, 1o make o

memorandum to the other parties in attendance at the briefing.

cor DD/NRO

Approved for Rérakas2ilist 1/08 C05105539




