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CHRIS GERFEN, GS-12 ESC/MAK (781} 377-4235 Ccsg
sussect SPD Approval of Pre-Contract Cost Agreement for MC2A WSI Pre-SDD DATE
Activities
20030428
SUMMARY

1. PURPOSE: MAK requests MC2A System Program Director approval to issue a Pre-Contract Cost
Agreement (PCCA) with Northrop Grumman Corporation Integrated Systems to allow work efforts to
commence on WSI Pre-SDD, prior to contract negotiations and Undefinitized Contract Action (UCA)
award.

2. BACKGROUND: Consistent with the approach utilized on the Joint STARS Lot X and Lot XI
Production contract, the contractor has requested the use of a PCCA to mitigate cost and schedule impacts
to the WSI Pre-SDD contract by commencing the following activities prior to contact award: evaluation of
electrical power subsystem alternatives, radar liquid cooling approached, radar radome evaluations, overall
aircraft performance assessments, initial system requirements composition and analysis, -aad- BMC2suppert.
The PCCA would provide for Government recognition of the pre-contract costs incurred by the contractor, (
subsequent to contact award.

The total ceiling on this PCCA is $5M and the effective date is 30 Apr 2003. Cost and schedule could be
impacted without this PCCA. The time line for the BMC2 effort is concurrent with the anticipated award of
the WSI UCA and a delay in the above listed efforts would not allow for timely Pre-SDD support. The
delay would result in a cost increase for the WSI contact and the competing BMC2 efforts. A PCCA would
mitigate the projected impact by permitting the Contractor to proceed, at their own risk, with the necessary
activities until such time as the UCA is awarded.

3. RECOMMENDATION: In accordance with the FAR 31.109, 31.205-32 and AFFAR 35317.7404-1, SPD
approve issuance of a PCCA by signing attached letter at Tab 1.

Contracting Officer
4 Tabs
1. MC2A System Program Director Approval to
Issue a Pre-Contract Cost Agreement
2. MC2A WSI Pre-SDD Pre-Contract Cost
Agreement Letter
3. CTR/LTR-008%06, 16 Apr 03, Request for
Pre-Contract Cost Agreement
4. Point Paper on Pre-Contract Cost Agreements
5. Technical Evaluation of Pre-Contract Cost
Request, 28 Apr 03
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Gerfen Chris Civ ESC/JSK

From: Lehman Alan Civ ESC/JAN

Sent: Wednasday, April 30, 2003 2:32 PM

To: Gerfen Chris Civ ESC/JSK

Cc: Kirschner William H Civ ESC/JAN; Sheshan Tracy Civ ESC/JSK
Subject: RE: WSI pre contract costs request

Chris,

| have reviewed the WSI pra-contract cost package you provided and find both the request and ESC's response
legally sufficient. Recommend approval.

Alan F. Lehman

ALAN F. LEHMAN, Deputy Chief
International Law Branch

Airborne/Space Warning & Sensors Division
Office of the Staff Judge Advocate

Attorney Client Privileged Communication. Exempt from disclosure and discovery. This opinion

contains information provided in confidence by our client who requested that this legal opinion be
held in confidence. Do not reproduce, reference, cite, or release outside the Air Force, without the
express permission of the office of origin or higher authority. FOR OFFICIAL USE ONLY

-----Original Message-----

From: Gerfen Chris Civ ESC/ISK

Sent: Monday, April 28, 2003 4:18 PM
To: Lehman Alan Civ ESC/JAN
Subject: WSI pre contract costs request
Al,

Joe agreed to give NG some of its precontract costs before the UCA award. His only concern was that NG did not get
any B&P costs before the UCA award. Tracy Sheehan has taken over in his absence for this issue. Attached is the
SSS package for your review. If you have any questions please let me know and | will update and resend to you. Joe
will be back on Thursday. Please Coordinate on this e-package and | will pick it up when ready.

t will also be sending you some clauses to look at that NG proposed in their NTE. We hope to have the final NTE this
Friday and will have the UCA package to you next Tuesday by COB. As usual we are on the rush rush scheduie.

Thanks
Chris

Chris S. Gerfen
Contract Manager
JSK and MAK Contracts
Comm: 781-377-4235
Fax: 781-377-4924
<< File: WSI Pre-SDD precontract cost SSS.pdf >>
<< File: TAB 1 - SPD Approval.doc >> << File: TAB 2 - PCCA Bilateral.doc >> << File: NG Precontract cost
request.pdf >> << File: TAB 4 - Point Paper on PCCA.doc >>
<< File; Tab 5 Tech Eval.doc >>




!EPARTMENT OF THE AIR FORC!
HEADQUARTERS ELECTRONIC SYSTEMS CENTER (AFMC)
HANSCOM AIR FORCE BASE MASSAGHUSETTS

MEMORANDUM FOR ESC/MAK
FROM: ESC/MA

SUBJECT: SPD Approval to Issue a Pre-Contract Cost Agreement for MC2A WS] Pre-SDD
Activities

REFERENCE: (1) MAK-0014-2003-001, 23 Apr 2003
(2) CTR/LTR-008906, 16 Apr 2003
(3) FAR 31.109, 31.205-32, AFFARS 5317.7404-1

1. In accordance with AFMC FAR 5331.109 & AFFARS 5317.7404-1, I hereby
approveldisapprove the issuance of a Pre-Contract Cost Agreement Letter (MAK-0014-2003-
002) to Northrop Grumman Systems Corporation as pertaining to MC2A WSI Pre-SDD
Activities.

2. Based on the 28 Apr 03 Government Technical Evaluation, I find that the pre-contract
incurrence of costs is necessary to comply with the proposed contract delivery schedule.

3. Conditions of this approval are: A9~/ €

JOSEPH A. SMYTH, Colonel, USAF
System Program Director
Multi-Sensor Command and Control
Aircraft (MC2A)




!EPARTMENT OF THE AIR FORC!
HEADQUARTERS ELECTRONIC SYSTEMS CENTER (AFMC)
HANSCOM AIR FORCE BASE MASSACHUSETTS

MAK-0014-2003-002

ESC/MAK
75 Vandenberg Drive
Hanscom AFB, MA 01731-2119

Northrop Grumman Systems Corporation
Integrated Systems

PO Box 9650

2000 W, Nasa Blvd.

Melbourne, FL 32902-9650

Dear Mr. Jerry Parato, M/S B(1-222
Pass To:

Mr. Steve Yannotti, M/S B(1-222

Mr. Greg Manuel, M/S B01-222

SUBJECT: MC2A WSI Pre-SDD Activities - Request for Pre-Contract Costs

REFERENCE: (1) MAK-0014-2003-001, 23 Apr 2003
(2) CTR/LTR-008%06, 16 Apr 2003
(3) FAR 31.109, 31.205-32, AFFARS 5317.7404-1

1. Subject to approval as required by law and regulation, the undersigned agrees to include a
clause (referenced below} in any contract resulting from negotiations with Northrop Grumman
under MC2A WSI Pre-SDD that all reasonable, allocable and allowable costs for the following
efforts: evaluation of electrical power subsystem alternatives, radar liguid cooling approaches,
radar radome evaluations, overall aircraft performance assessments, and initial system
requirements composition and analysis. Support for BMC2 shall not be considered a pre-contract
cost. The ceiling amount for these efforts shall be $5M and incurred by the prospective
contractor after 30 Apr 03 and before the contract effective date, shall be recognized the same as
if incurred after the effective date of the resulting contract.

2. The parties agree that the Government shall not accept any benefit of the prospective
contractor’s efforts, give no direction or encouragement, and make no payments until a contract is
awarded.

3. If no contract results from these negotiations, the prospective contractor is responsible for any
incurred costs. Any incurred costs shall not be used as the basis of a claim against, or construed
as an obligation of the Government.




4, OPRs for this letter are:

Technical: Major Mark Wilson, MAAS, (781) 377-9411
Contracts: Mr. Chris Gerfen, MAK, (781) 377-4235.

7/?0/9003 / /j 70/

RACY A. SHEEHAN JERRY PARATO
Contracting Officer Business Manager

Production Programs

cc: DCMC-RIOA

Add the following Special Contract Requirement to the MC2A WSI Pre-SDD contract:
SCR-HXXX PRECONTRACT COSTS

All costs up to $5,000,000.00 within the limits of FAR 52.232-22 incurred by the contractor after
30 Apr 2003 directly related to the MC2A WSI Pre-SDD effort and before the effective date of
this contract will be recognized to the same extent as if incurred after the effective date.

JSK-0022-2002-001
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NORTHROP GRUMMAN Northrop Grumman Corparation

Airborne Ground Surveillance
lntegratad Systems and Battie Management Systams

2000 West NASA Boulevard, PO. Box 9650
Melbourne, Florida 32902-9650

CTR/L.TR-008906
April 16, 2003

To: Department of the Air Force
Electronics Systems Center .
75 Vandenberg Drive, Building 1630 APR T O
Hanscom Air Force Base, MA 01731-2119

o |
]

™

Attention: Mr. Joe Zimmerman (ESC-MAK)
Pass to: Col. Joe Smyth (ESC-MA)
Ms. Dreama Fumia (ESC-MAP)

Subject: E-10A Weapon System Integration (WSI) Pre-SDD Activities — Request for Pre-
Contract Costs

Enclosure: (1) Pro-forma Pre-Contract Costs Agreement

L. Northrop Grumman respectfully requests recognition by the Government of Pre-Contract
costs incurred by the contractor and its team members (Boeing and Raytheon) after April 10,
2003. Provided as Enclosure (1), is a pro-forma Pre-Contract Cost Agreement, for your review
and execution.

2. The members of the Industry Tri-Company Team stood-up a “dedicated” MC2A (E-10A)
IPT approximately six months ago, in anticipation of an E-10A Pre-SDD contract award in the
early part of CY 2003. Various program dynamics caused a shift in the anticipated start date of
the program to April 11, 2003. The latest series of events has again delayed the anticipated
contract start by several weeks. The delay in contract start for the E-10A WSI Pre-SDD program
has put substantial pressure on the internal funding sources of the Tri-Company Team members.
In order to support the planned schedule for critical near term program events such as contract
definitization, BMC2 support and SRR, the contractors will need to keep minimum staff of the
current E-10A WSI IPT in place. Initial tasks include evaluation of electrical power subsystem
alternatives, radar liquid cooling approaches, radar radome evaluations, overall aircraft
performance assessments, initial system requirements composition and analysis, and
establishment of program infrastructure. Recognition by the Government of Pre-Contract costs,
in the event of an award, will support the Tri-Company Team in maintaining an IPT, which will
continue the planning and other preparatory activities that are in the best interest of the
Government.

&%,
%?.)’ Recycled Paper
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3. The Contractor recognizes that in the event that no contract is awarded, any incurred
costs shall be the contractors’ sole responsibility and shall not be the basis of a claim against or
construed as an obligation of the Government.

4, Additionally, the Contractor recomunends that the Government consider a timely separate
contract vehicle for Tri-Company team support of the BMC2 competition. The industry team
can implement this effort using a T&M or cost reimbursable contract type. It is suggested that
the separate contractual vehicle be utilized only until anthorization of the WSI Pre-SDD effort.

3. We look forward to your response to our recommendations and to the commencement of
contracted activities under the E-10A WSI Program. Programmatic inquiries pertaining to this
correspondence may be addresses to Mr. Greg Manuel at 321-726-7580. Business related
guestions may be addressed to Mr. Jerry Parato at 321-951-5430, or to the undersigned, at 321-
726-7884,

Respectfully,

NORTHROP GRUMMAN SYSTEMS CORPORATION
Integrated Systems

Airborne Ground Surveillance

and Battle Management Systems

//ww O~

Steve Y 11
Contracts Manager

Cc: DCMA-RIOB
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Enclosure (1)
Pre-Contract Cost Agreement

United States Air Force
and
Northrop Gruamman Systems Corporation
Integrated Systems —~ Airborne Ground Surveillance & Battle Management Systems

Subject to approval as required by law and regulation, the undersigned agree to include a clause
(reference below) in any USAF contract resulting from authorization of the E-10A WSI Pre-
SDD NTE proposal. Subject to the limitations that will be stipulated in FAR 52.232-22, costs
incurred by the contractor and its principal subcontractors (Boeing and Raytheon) on or after the
date of execution below, but prior to contract award will be recognized. Any costs recognized in
the resulting contract shall be limited to those allowable, allocable, and reasonable costs that
would normally be recognized if incurred after contract award. The contemplated award is
scheduled for May 2, 2003.

Notwithstanding the early effective date set forth herein, the Government will not accept any
benefit of the contractors’ effort, give no direction or encouragement, and make no payment until
a contract is awarded.

In the event that no contract is awarded, any incurred costs shall be the contractors’ sole
responsibility and shall not be the basis of a claim against or construed as an obligation of the

Government,

S e &

Joseph Zimmerman Jéfry Parato
Contfracting Officer E-10A WSI Business Manager

Add the following clause to the E-10A WSI Pre-SDD contract:

PRECONTRACT COSTS

All costs within the limits of FAR 52.232-22 incurred by the contractor after April___, 2003
directly related to the E-10A WSI Pre-SDD effort and before the effective date of this contract
will be recognized to the same extent as if incurred after the effective date.




DEFINITIONS AND GUIDELINES FOR
PRECONTRACT COST AGREEMENTS
REGULATORY GUIDANCE:
FAR 31.109, 31.205-32; AFFAR 5317.7404-1

Precontract costs means costs incurred before the effective date of the contract directly pursuant
to the negotiation and in anticipation of the contract award when such incurrence is necessary to

comply with the proposed contract delivery schedule. These costs are allowable to the extent that
they would have been allowable if incurred after the date of the contract

(b) Advance agreements may be negotiated sither before or during a contract but should be
negotiated before incurrence of the costs involved. The agreements must be In writing, executed
by both contracting parties, and incorporated into applicable current and future contracts. An
advance agreement shall contain a statement of its applicability and duration.

(c) The contracting officer is not authorized by this 31.109 to agree to a treatment of costs
inconsistent with this part. For exampie, an advance agreement may not provide that,
notwithstanding 31.205-20, interest is allowable.

(h) Examples of costs for which advance agreements may he particularly important are --
(4) Precontract costs;

(90) Use a precontract cost agreement when:

(1) the prospective contractor elects to incur costs at its own risk before the effective date of a
resulting contract and requests precontract cost recognition; and

(2) the contracting officer agrees that the Government shall recognize precontract costs the same
as if incurred after the effective date of any resulting contract.

AUTHORITY
TO APPROVE
PCCA

(92)(1) Precontract cost agreement approva! thresholds shall be the same as the issuance of a
letter contract of the same value (AFFARS 5§317.7404-1).

(1) UCA approval authorities are designated as follows:

(i) The authority to approve issuance of UCAs involving a PEO or DAC Program is delegated by
the ASAF(A) to the PEO or DAC. This authority is not redelegable for UCAs $100 million or
greater. This authority is redelegable to the single manager for UCAs less than $100 million. The
single manager may redelegate this authority for UCAs up to $100 million.




FAR 31.205-32 -- Precontract Costs.

Precontract costs means costs incurred before the effective date of the contract directly
pursuant to the negotiation and in anticipation of the contract award when such
incurrence is necessary to comply with the proposed contract delivery schedule, These

costs are alfowable to the extent that they would have been allowable if incurred after the
date of the contract (see 31.109).




FAR 31.109 - Advance Agreements.
{a) The extent of allowability of the costs covered in this part applies broadly to many
accounting systems in varying contract situations. Thus, the reasonableness, the
allocability and the allowahility under the specific cost principles at Subparts 31.2, 31.3,
31.6, and 31.7 of certain costs may be difficult to determine. To avoid possible
subsequent disatiowance or dispute based on unreasonableness, unallocability or
unallowability under the specific cost principles at Subparts 31.2, 31.3, 31.6, and 31.7,
contracting officers and contractors should seek advance agreement on the treatment of
special or unusual costs. However, an advance agreement is not an absolute
requirement and the absence of an advance agreement on any cost will not, in itself,
affect the reasonableness, allocability or the allowability under the specific cost principles
at Subparts 31.2, 31.3, 31.6, and 31.7 of that cost.

(b) Advance agreements may be negotiated either before or during a
contract but should be negotiated before incurrence of the costs involved,
The agreements must be in writing, executed by both contracting parties,
and incorporated into applicable current and future contracts. An advance
agreement shall contain a statement of its applicability and duration.

(c) The contracting officer is not authorized by this 31.109 to agree to a
treatment of costs inconsistent with this part. For example, an advance
agreement may not provide that, notwithstanding 31.205-20, interest is

allowable.
(d) Advance agreements may be negotiated with a particular contractor for a single
contract, a group of contracts, or all the contracts of a contracting office, an agency, or
several agencies.
(&) The cognizant administrative contracting officer (ACQ), or other contracting officer
established in Part 42, shall negotiate advance agreemenis except that an advance
agreement affecting only one contract, or class of contracts from a single contracting
office, shall be negotiated by a contracting officer in the contracting office, or an ACO
when delegated by the contracting officer. When the negotiation authority is delegated,
the ACO shall coordinate the proposed agreement with the contracting officer before
executing the advance agreement.
(f) Before negotiating an advance agreement, the Government negotiator shall -

{1} Determine if olher contracting offices inside the agency or in other agencies

have a significant unliquidated dollar balance in contracts with the same

contractor;




.
~ .

{2} Inform any such office or agency of the matters under consideration for

negotiation; and

{3} As appropriate, invite the office or agency and the responsible audit agency to

participate in prenegotiation discussions and/or in the subsequent negotiations,
{g} Upon completion of the negotiation, the sponsor shall prepare and distribute to other
interested agencies and offices, including the audit agency, copies of the executed
agreement and a memgorandum providing the information specified in 15.406-3, Price
negotiation memerandum, as applicable.

(h) Examples of costs for which advance agreements may be particularly

important are --
(1) Compensation for personal services, including but not limited to allowances
for off-site pay, incentive pay, location allowances, hardship pay, cost of living
differential, and termination of defined benefit pension plans;
{2) Use charges for fully depreciated assets;

{3) Deferred maintenance costs,

(4) Precontract costs;

{5) Independent research and development and bid and proposal costs;

(6} Rovyalties and other costs for use of patents;

{7) Selling and distribution costs;

{8) Travel and relocation costs, as related to special or mass personnel
movements, as related to travel via contractor-owned, -leased, or -chartered
aircraft; or as related {0 maximum per diem rates;

{9) Costs of idle facilities and idle capacity;

{10} Severance pay to employees on support service contracts,

(11) Plant reconversion;

(12} Professional services {e.¢., legal, accounting, and engineering);

{13} General and administrative costs (e.g., corporate, division, or branch
allocations) attributable to the general management, supervision, and conduct of
the contractor's business as a whole. These coslts are particutarly significant in
constiruction, job-site, architect-engineer, facilifies, and Government-owned
contractor operated (GOCQO) plant contracts (see 31.203(H);

(14) Costs of construction plant and equipment (see 31.105{d));

{15} Costs of public refations and advertising; and
(16) Training and education costs (see 31.205-44{h)).




AFFARS 5317.7404 Limitations.

5317.7404-1 Authorization.

The HCA has the authority to delegate UCA approval authority without any

limitations.




DEPARTMENT OF THE AIR FORCE

HEADQUARTERS ELECTRONIC SYSTEMS CENTER (AFMC)
HANSCOM AlR FORCE BASE MASSACHUSETTS

MEMORANDUM FOR RECORD 28 April 28, 2003
TO: ESC/MAK (Joe Zimmerman)

FROM: ESC/MAAS (Maj Mak P Wilson}

SUBJECT: MP-RTIP ECP0O1 NTE Proposal

Reference Contract Ltr:
CTR/LTR-008208, dated 16 Apr 03

1. ESC/MAAS has completed their review of Northrop Grumman’s request for Government
recognition of Pre-Contract costs incurred by the contractor and its team members
(Boeing and Raytheon) after April 10, 2003.

2. The government recognizes that the Pre-Contract costs associated with the initial tasks
of evaluation of electrical power subsystem alternatives, radar liquid cooling approaches,
radar radome evaiuations, overall aircraft performance assessments, and initial system
requirements composition and analysis are included through 30 Apr 2003 in MP-RTIP
ECP 01 — Risk Reduction.

3. The government will recognize the above-mentioned Pre-contract costs incurred by the
contractor and its team members (Boeing and Raytheon) at a not to exceed amount of $5
M from 30 April through the MC2A WSI NTE award in May 2003.

A . WILSON, Maj, USAF
Chief, MC2A & Joint STARS Systems Engineeting




