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CONTASBCTING OFFICER ' S RESPONSIBILITY - ------------ 
ASPR s t a t e s  t h a t  SO~;. form of p r i c e  or c o s t  a n a l y s i s  is 

r e q u i r e d  f o r  e v e r y  n e g o t i a t e d  procurement action. Cost a n a l y s i s  
howeverp is g e n e r a l l y  r e se rved  f o r  procurements cver $ 1 0 0 , 0 0 0 .  
Pr ice anal ys i s- - the  p r o c e s s s  of examining and e v a l u a t i n g  a pro- 
s p e c t i v e  p r i c e  wi thout  e v a l n a t i n g  s e p a r a t e  c o s t  e lements  and 
p r o f i t  of the i n d i v i d u a l  prospective s u p p l i e r  whose p r i c e  is 
being e v a l u a t e d- i s  used i n  a l l  o t h e r  i n s t a n c e s  t o  de termine  
p r i c e  r e a s o n a b l e n e s s .  ASPR f u r t h e r  s t a t e s  t h a t  p r i c e  analysis 
may k accomplished by (1) comparing p r i c e  quDtations, ( 2 )  com- 
paring p r e v i o u s  p r i c e s  and quotations with c u r r e n t  q u o t a t i o n s  
for t h e  same or s i m i l a r  items, ( 3 )  u s i n g  rough y a r d s t i c k s  
( d o l l a r s  a pound, e tc . )  to p i n t  .out geoss i n c o n s i s t e n c i e s ,  
/ 4 )  c o m p a ~ i n g  proposed pr ices  with e s t i m a t e s  of cos t  independ- 
ently developed by oersonnea of t h e  purchas ing  a c t i v i t y ,  or 
( 5 )  e v a l u a t i n g  liani,d cost  data o b t a i n e d  from t h e  c o n t r a c t o r .  

The method and degree  of a n a l y s i s  depends OR t h e  f a c t s  
SWrOUnding t h e  p a r t i c u l a r  procurement and pr  i c i n g  situation. 
ASPR emphasizes ,  however, t h a t  t h e  c o n t r a c t i n g  o f f i c e r  should 
remab r e s p o n s i b l e  for de te rmin ing  the s u i t a b i l i t y  of the COR- 
t r a c t  p r i c e  t o  t h e  Government. 

INADEQUATE EVALUATIONS - -----_- 
I n  1 7  of  t h e  24 c o n t r a c t s  we reviewed,  t h e  c o n t r a c t i n g  

o f f i c e r  d i d  no t  have a sound basis  f o r  de te rmin ing  t h a t  t h e  
proposed p r i c e  was f a i r  and r e a s o n a b l e .  I n  4 o f . t h e s e  1 7  
c o n t r a c t s ,  pr imary  r e l i a n c e  was placed on unsupported recom- 
mendations by eng inee r ing  or  o t h e r  t e c h n i c a l  p r s o n n e l ;  i n  
7 c o n t r a c t s  primary reliance was placed on a c o m p x i s o n  of 
t h e  proposed p r i c e  t o  previous p r i c e s  paid even though the 
reasonab leness  of previol is  prices had n o t  been e s t a b l i s h e d ;  
and in t h e  remaining 6 car:tracts o t h e r  pr ice  a n a l y s i s  tech-  
niques usgd were no t  a.dequnte to s u p p o r t  a reason35lenes.s 
d e t e r s i n a t i o n .  P, sum.ary of our f i n d i n g s  fo l low.  
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24 $1,30G,900 3 $ 3 4 8  , 126 17 $ 9 5 2 , 7 7 4  

ASPR s t a t e s  t ha t  t h e  cont rac t ing  o f f i c e r  mast evaluate  t h e  
performaxe of t h e  s p e c i a l i s t s  used to n e ~ o t i a t e  con t rac t s ,  For 
four of s i x  con t rac t s  where engineering p e r s c n n e l  i n  t h e  teqiiisi- 
t i m i n g  ~ f f i c e  were asked to  help evaluate  t h e  proposed ? r i c e ,  
we found no evidence tha t  recomnendations received Gi'ere evalkated 
by the contract ing ofEicer evcn though in each case no substan- 
tive r a t iona le  was provided to  su2port t h e  recormendation e 

Generally,  the recomnendations received  fro^ t he  engineers d i d  
not adequate ly  descr ibe the scope OF- detail. of t h e  e v a l w ' t i a n  
performed, t h e  s p e c i f i c  da ta  analyzed, or t h e  f a c t s  developed 
AppcrentZy most sf the recommendations were based on t h e  engi- 
n e e r ' s  judgriient ra ther  than  on a systematic evaluation of: the 
proposed pr ice .  Suck a l imi ted  eva lua t ion ,  e spec ia l ly  wben it 
represents the primary evaluat ion of t h e  p t o p o s s l ,  does not 
assure khe contract ing o f f i c e r  t h a t  tire proposed pr ice  is 
reasclnable. An example follows. 

The requis i t ion ing  off i ce  received an unsol ic i ted  p r o p x a l  
for  radar re la ted  equipnent w i t h  a quote of $31,740.  The office 
released a procurement request 2 months l a t e r  w i t h  an estimated 
cost based on an unsuEpor ted engineering est imate,  of $32 I 000 .  
Later the procur ina a c t i v i t y  received a revised proposal for  
$ 3 0 , 9 4 2  from the cont rac tor .  T h i s  proposal  was sent  to  the 
requis i t ion ing  o f f i c e  for evaluat ion.  The ofEiee commented 
tha t  the labor and overhead appeared reasonable and t ha t  the 
p r i ce  for m t e r i a l  was noderate. The proposed :?rice was l e s s  
than t h e  o f f i c e ' s  oz ig ina l  es t imate of $32;@00. 

Although t h e  requis i t ion ing  o f f i c e  said the proposal  was 
rcasonabl? and acceptable,  we found no accompanying r a t i o n a l e  
or s1.1p2oet for e i the r  the ocig ina l  government est imzte O K  the 
favorable  t zchnica l  recommendation of the cont rac tor  '3 l a b o r  
materiaJ., and overhead cos ts .  Without t h i s  s u p p o r t  2nd r a t i on-  
a l e ,  t h e  contract ing o f f i c e r  could not  e f f e c t i v e l y  evaluate  t h e  
recommundakions. Nwes tha l e s s ,  the cont rac t ing  o f f i c e r  r e l i e d  
OH these recornsendat ions and awarded the con t r ac t  for  $ 3 0 , 9 4 2 .  
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ikasonableness o f  previous p r i ces  -- not determined 
- - -_ I _ ~ -  

ASPR s t a t e s  tha t  the  comparison of previous quotat ions and 
contract prices with curreti t  q u o t a t i o n s  fo r  the same or a s imi la r  
ikem may no t  detect an unreasonable quotat ion u n l e s s  (1) t h e  
reasonableness of t h s  previous pr ice  was es tab l i shed  sild ( 2 )  
changes i n  the general l eve l  of b u s i n e s s  and: p r i ces  have been 
considered. 

In seven of t h e  e ight  cases  where t h i s  technique idas used  
to evaluate  t h e  reasonableness of t h e  proposed p r i ce ,  we found 
no eviderxe that t h e  contract ing o f f i c e r  C O R f i h R i e d  the pr ice  
used for cornparison had ever been determined to be reasenable. 
In most cases, the previous pr ices  we reviewed were dete~mipled  
t o  be reasonable based on s t i l l  o t h e r  previous pi i cE  - the 
reasonableness of which was not intj icate?.  Further ,  i n  some 
~ R S ~ Z ~ C E ~ ? ,  the price used as comparison had been awarded 2 or  
3 years e a r l i e r .  An example fol lows.  

adapter assemblies was determined f a i r  and reasonable by (1) 
reference to  unsupported statements by t h e  contractor  r e l a t i v e  
t o  t h e  pr ice  charged commercial customers and ( 2 )  eonparison 
of t3e  pr ice  to previous p r i ces  awarded i n  January 1 9 7 3  and 
August 1971 .  T h i s  p r i ce  c~rnpar i son ,  as shown belowp indicated 
a subs tan t i a l  r i s e  i n  p r i ce ,  

In November 1973 t h e  $ 9 4 , 0 0 0  proposed p r i ce  foe  geared 

U n i t  
Oate of award Quant i ty  p r i ce  Shipping 

Contract under review 
Nove nbe r 1 4 3 3 21 0 $ 4 4 9 . 2 5  FOB Origin 

Prior  p r i ces  used for  
camparison: 

January 1973 98 401 .25  FOB Destination 
august 1 9 71 21 0 385 60 FOB Dest inat ion 

We reviewed t h e  previous con t rac t s  and Eound t h a t  these 
p r i ces  ware deterwined t o  be f a i r  and rcasonable based on com- 
parison to o t h e r  previous p r i ces  and the contractor ‘ s unsupported 
claim t h a t  the item was a commercial. product. We found no evi-  
dence t h a t  these pr ices  were otherwise determined to  be f a i r  and 
reasonzble. 
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Other inadeauate Drice ana lvs i s  technioues 

I n  10  cases  t h e  determinat ion of p r i c e  reasonableness was 
based on a combination of var ious p r i c e  analysis techniques. 
I n  six of these  cases  t h e  techniques used were i I O t  adeqtiate t o  
support t h e  de te rx ina t ion  of  p r i c e  Kei3SOnabl@R@SS. A n  e x a q l e  
foll9ws " 

For a proc:urent"tt of  one z i r  ~ m p r e s ~ o r ,  t h e  proposed p r i c e  
of $64,00Q i fas determined t o  be fa i r :  an? lessonable On t h e  bas i s  
oE (1) an of%er  f r o a  n second source, ( 2 )  an independent Govern- 
ment estimat2, and ( 3 )  a canpar i son  w i t h  a :ecent Fr ice  f a r  s i m i -  
l a r  compresssrs. On the b a s i s  of  O C K  r ev i ew of a s a i l a b l e  d a t a  
i n  t h e  contract f i l e s  and d iscuss ions  w i t h  agency Feisonnei,  we 
d o  n o t  bel ieve  these t e c h n i ~ v e s  c l e a r l y  e s t ab l i ske2  t h a t  t h e  
proposed p r i c e  was f a i r  a n d  repsonable. T h e  cGmparisoia bid was 
igithdrawn b E C a U s @  the cont rac tor  could not n e e t  the required 
spec i f i ca t ions .  T h e  engir.ecr who prepare2 the GcveKnmenb, es t i -  
m t e  s a i d  it was only a rough es t imate  w h i c h  could have Seer, 
o f f  by several. thcusanc i  dollars. The most r e c e n t  pr ice  used 
for  csmpaiison about $ 9 , 0 0 0  less than the current o f f e r .  
Although i t  was s t a t e d  t h a t  t h e  prcposed p r i c e  was w i t h i n  a 
reasonable range 0% the  competit ive p r i c e  d a t a  &hen t a k i n g '  
into cons idera t ion  the s i g n i f i c a n t  d i f f e rence  in quantities 
(1 versus 2 2 1 ,  the e a r l y  de l ive ry  (11) months v e r ~ i i s  the normal 
lead time of 18 t o  24 norathraj, and  t h e  time per iod  between pro- 
CUKSIMX~S (12 months), no support was given  as  to the  c o s t  
assoc iated  w i t h  these f a c t o r s .  Further t h e  engineer who 
evaluated the p r i c e  sa id  the  only p r i c i n g  information ava j l -  ' 

ab12 tc. h i m  was t h e  quotes froin t h e  two sourccs. Ye a l s o  said 
a breakdown of engineering aad manufacturing Labor h o u r s  would 
have helped hirxl to e f f e c t i v e l y  eva lua te  t h e  proposed p r i ce .  

Because these  .price a n a l y s i s  techniques d i d  n o t  c l e a r l y  
e s t a b l i s h  the reasonableness sf t h e  p r i c e ,  we b e l i e v e  the 
cont rac t ing  o f f i c e r  skr,;ild have supplemented thein, as  pe t-  
mitted by ASPE,, w i t h  an a n a l y s i s  a f  t h e  contractor's suppork-  
ing c o s t  d a t a  f o r  t h e  major: ma te r i a l  and labor cos t .  

- AGENCY ACTIOMS AND COMMENTS 

While O?IZ examination was i n  progressr the Naval Sea Systems 
Command, a s  a r e s u l t  o f  inadequate and Limited in-house p r i c i n g  
support b e i n g  received from requ i s i t i on ing  o f f i c e s r  issue6 3 aar-  
d a t o r y  i n s t r u c t i o n  eeqlair i n g  t h e  cognizant engineer t o  p,covi.de 
r a t i o n a l e  and data  t o  support h i s  recommendations. 
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We d i s c u s s e d  our f i n d i n g s  i n f o r m a l l y  with each p rocur ing  
a c t i v i t y  and cons ide red  t h e i r  conments d h i l e  p r e p a r i n g  t h i s  
r e p o r t .  

RECOMMENDATIONS - ----- ----- 
We recommend t h a t  your Department reemphssize t o  a l l  

procurement o f f i c e s  t h e  need t o  adequa te ly  ana lyze  noneompeti- 
t ive  pr ice  p roposa l s  e v e n  t h o u g h  r e l a t i v e l y  small d o l l a r  amoants-- 
$ 1 0 , 0 0 0  t o  $100,00O--aee involved.  

We also recoRnend t h a t  c o p i e s  of t h i s  r e p o r t  be d i s t r i b u t e d  
t o  all Defense procurement ofEice.; as an example of m a t t e r s  w h i c h  
should be g iven  special a t t e n t i o n  dur ing  the e v a l u a t i o n  of non- 
competitive p r o p o s a l s  Lq t h i s  p r ice  raraga e 

We would appr2ciate  r e c e i v i n g  p u r  comments on t h e s e  m a t t e r s  
and would be pleased t o  discuss say  q u e s t i o n s  t h a t  you nay have. 

We are  sending c o p i e s  of t h i s  l e t t e r  t o  t h e  D i r e c t o r ,  
O f f i c e  of Haaragernont and Budget; t h e  S e c r e t a r i e s  of the  Army, 
Navy, and A i r  Force; and t h e  D i r e c t O K ,  Defense Supply Agency. 
We a r e  also sending c o p i e s  t o  t h e  Chairmen of t h e  Sena te  and 
House Committees on Governmnt  Opera t ions ,  A p p r o p r i a t i o n s ,  
and Arned S e r v i c e s .  

b 

8. W. Gutmann 
D i r e c t o r  
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