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UNITED STATES GENERAL ACCOUNTING OFFICE

REGIONAL OFFICE
ROOM 7054, FEDERAL BUILDING
300 NORTH LOS ANGELES STREET

Los ANGELES, CALIFORNIA 90012

- JUN 30 1971

Rear Adnizal 7. A, Scott IRATAT N

U. S, Navy Ships Parte Contvel Center
Hechanicsburg, Pennsylvania 17085

Dear Adulrgl Scotts

As part of our review of the negotistion of contract prices under
the provisions of Public Low 87-653, we have exomined into the price
proposed and negotisgted for order muwber 97 to Basic Ordering Agreement
H00104-63-2=0004 gnemrded to North Americen Rockwell Corporation,

Angheim, Californis, by the Ships Parts Control Center. The order
provided for 20 converters at a tots) price of £139,520, The order
priece was negotiated by the Air Foree Plant Representstive Office (AFFN),

(ur exemiration was primarily concerned with (1) the reasonobleness
of the price negotiated in relation to cost or pricing dsts availshle
st the date of contract negotistions, (2) the sdequacy of the evalvations
of the contractor's cost propossl by Government representetives, and
{3) the adequacy of the contractor's cost or gzicing data submisscions
for complisnce with pertinent provisions of the Ammed Services Procuree
went Regulation (ASPi).

We found thats

1. The proposed order price was about §7,000 higher than
indiceted by available cost information at the date
of contract negotiations.

2. The contracting officer's waiver of the requirement
for pregward audit by the Defense Contract Audit
dgency (DCAA) was pot justified based on available
information,

8. Weighted guidelines as set forth in ASPR were not
used to establish the negotiated profit objective for
this order.
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Rear Adniral J. A. Scott -l JUN 30 1971

¥ alec aoted that the eontractor's ccet proposal subainsion
jéentifsed the basis for proposed voots as requirzed by ASPR,

BACYOROURE

erte o ¢ Nevigation Systees M ertoed
spere perte for Ships Inertimd gotion 6 equtpment. o
order 97 wes issued on Nay 22, 1968, for 20 cenverters {(part
£7932-304). The countractor submitted ¢ fiem fixed-price propoesl on
July 19, 1966, in the mmount of §143,480. The proposed price wag revised
to $139,52¢ ia October 1563 to reflect yesulting from cosbining

renests for srdex 97 with 10 1denticsl units being procured undes

SO0 to countract K104-1900055 alao, the revized price fncorporated
the 1stest negotioted pricing formals for matezial md cawweraion
factors. The ATPRO contracting efficer waived the requirement for pre-
wuard madit of the cast propossl. HNegotistions were eonducted on
October 25, 1968, snd resulied in acceptance of the revised pruposed

m«l

_ The eantractor sxecuted a fertificste of Current Cost or Pricing
Date on October 28, 19655 sluso, the basic svdering agrecmoent contained
& defoctive pricing elaaee.

BESILTS OF OBk EVALUATION

. mm resalts ;f i;r Mwlcf proposed eovets, iymludixg an svaluation
of the sdoquacy » proposal reviows performed by Covarmmeot yepresen-
tatives, ;e detailed delow,

Hetorisl coste

¥e eotimate thot preposed muterisl eosts were higher than indicated
by availsble eost informstion by about $4,108 or about §7,000, lacluding
addvons pricing factors. This resaltted becasse the contrector &id ot
updete proposed uaterisl cots ta reflect purchanes wade under cxder 97
prior to conivact negotiations. Por exmmple, the contysctor proposed @
untt cost of $32.34 for part nwber 261-8137001 bused on & puxchaose of
19 waite on Way &, 3063, Howsvey, 25 unite wore purchased st $22.77 each
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Joly 35, 1968, 3 menthe pricr 1o pegotistions to flfI1l Bhe zegquire.
of order §7. As sncther wapple, the coutractoy proposed 2 neit
of £30.25 for part swder 141-0119-801 based on the sversge fvvens
tozy value st April 17, 1968. However, 20 units swre purchosed ot
§12.90 each on 25, 1943, 1 mouth prier to negotiations to
falfil) the requiremets of oxder 97,

In our opinfon, such Informption should have been dieclosed by the
comtractor at megotiations. C{ontrmetor officisls agresd with our obser-
vxtions on e peod $o spdete the propusal and stated that theve had
boen an oversight in the estisoting process.

The ATPRO price snalyst's revicw of estisated material ecets pey-
forned on Gotoher 18, 1968, consisted of tracing propoacd vt eosts to
2he peavesr refersuced in the prososzl. In ewr opinfon, the review wae
not parformed in safficient dipth to detevnine the vessonabloness of
proposed saterial costs since no determingtion was pede that the
eoste were based on the spst current puxchesing dets availohle ot the
dute of the review.
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The AFPED contracting officer seived the resirement for presmayd
¥t of the cdetractor’s cost proposel on July 235, 1963. The Jostifie
cation cited wue the sveilability of sufficient Information to perfordt a
price 8. However, we found that the pooeptance of the
price wos o4 8 cost ganlysiz since prior procurement histexy of
the ites wes dromfficlent for conducting o prive anplysis. In ertr opinion,
ittt should have boen resuested since & sigdficant porticn of the
propoced price focluded metorisl costs, werification of which In movmslly
the responsibility of B(AA,

ATPED officisie stated that the decision to wylve the zadit waz 8
netter of Judgoent;y hewever, they agreed that the earvices of BLAA wwld
e abtained in sinilar situetives,

felghteld sutdelin

The weighted gridelince method was not moed to determine the profit
shjective for oxder 97 a5 requirved by ASPR 3-303. Inetead, the order was
vegntiated using the pricing forsmls, including profit whdeh hed bum
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pegotiated by the AFVRO for the besic erdering sgrovmint, Since profit
was $nclnded in the prieing formwia at 11.8 percent of estimated cost,
o congidevation was given to the degree of risk involved in production
of order 97, comtractor's inget to perfommence, sud ather stlected
factore, including past performsnce. We slso found ne evidence that

e weightod puidelines copcopt woe used to establish the profit rate
tucluded in the priciag forsula.

AFPRG officials stated that the additions]l eddnistretive effort
reguaired 1o negotinte profit oo an individual exder bonis wts net war
rented since 1t would 2ot wary significsstly fron the oweoall profit
factor nepotiated for the basic owrdering sgreepent. ¥e believe thet
mtgmﬁ% o Mam?“gw pint

colcept . In owr epinion,
the adeintistrative effort reguired would be relstively fnsigni ficant,
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In our epinden, e contracting officer shonld consider the sbove
findings, along with soy addittonal inforeption avallable, to detexsdne
the extent to wiiick the Sovervment may be lugully sntitled tou & price
sdjustyent concerning proposed neterisl costs.

¥e would sppreciste being advised of sctions taken oy contemplsted
with yegerd to sytters discessed fn this letter. & cepy of this
Tetter 12 belog sent ¥ the Regiongd Memsger, WAL, for consdderatiss
ir their contioging surveillance of the contractar's eost estimsting
syctea. W are alen fornisking a copy of this Xetter to the Comsander,
Beadgoarters, Alr Ferce Contrsct Nanagesent Division, snd the Alr Foxce
Pgut Bepreasatative st North Asorican Bockwell Cesporstion, for their
covpideration fn the segotistion of future axders.

Sincerely yours,

H. L. KRIEGER

¥, L. XRIEGER
Regional Namager

Augel
Copuandey, lepdeunrters, AFCHR, los Acgeles
m,:é&mmw,m

| bees Associate Director, DD - J. H. Hammond
Regional Manager, Philadelphia





