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UNITED STATES GENERAL ACCOUNTING OFFICE
REGIONAL OFFICE

ROOM 7054, FEDERAL BUILDING
300 NORTH LOS ANGELES STREET
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Captain Thomas Condon

Commending Officer

U, 8. Naval Bupply Center . _
Box 300 ‘ /1f)
FPO San Franeisco, Colifornle 96610 e ol
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Dear Capiein Condon:

As part of our review of the negotietion of contract prices under
the provisions of Public Law 87~653, we have exemined into the price
proposed end negotiated for firm fixed-price contract NO0604-68-C-0L53
awarded to the Bendix Corporation, Electrodynamics Division, North
Hollywood, California, by the U. 8. Naval Supply Center (NSC), Peari
Harbor, Hewaii. The contraet was awarded on April 19, 1968, in
the amount of $158,043 snd provided for the overhaul and repair of
135 submarine velves.

Our exemination was primarily concerned with, (1) the reasonsbleness
of the price negotiated in relation to cost or prieing data avalledble at
the date of contract negotiations, (2) the adegquacy of the price analysis
performed, and (3) the adequacy of the eontractor's cost or priecing data
submissions for eompliance with pertinent provisions of the Armed Services
Procurement Regulation (ASPR).

Qur review indicated several wesknesses in the negotimtion and
pricing of the conbtract as follows:

1. The proposed contract price was about $8,900 higher
than indicated by mvalisble cost information al the
date of contract negotiations.

2, The priece analysis performed by NSC showad significent
price inereases over a prior procurement and, under
the eircumstances, the contracting officer’s waiver
of the requirement for preaward awudit by the Defense
Contraet Audit Agency (DCAA) did not sppear to be
Justified.

3. "The contractor was not required to submit or
specifieally identify in writing, cost or pricing

deta in support of proposed costs ag required by ASPR. ~‘]
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L, A record of negotistion documenting the considerations
controlling the estsblishment of the contract price was
not in the contract files as reguired by ASPR.

These matters are discussed in grester detall in the following:
BACKGROUND

Bendix submitted a price proposal in the amount of $148,009
oh Mareh 22, 1968, in response to HSC's reguest for guotation
number NOOG0L-E68-R-0266 for the overhaul and repair of 135 submarine
valves. On April 15, 1068, Bendix revised the proposed contract
price to $158,0k3 to correct errors in the originel submission.

The contracting officer made a price anslysis of the proposal,
but did not request DCAA to perform s preawerd audit or the Defense
Contract Administration Services to perform a technical evaluation
of the cost preposal. NBC accepted the total proposed price of
$158,043 on April 24, 1968, although the effective date of the contract
was April 19, 1968.

The contractor exeeuted a Certifieate of Current Cost or Pricing
Date and a defective pricing claunse was incorporated into the contract.

PROPOSED MATERIAL COSTS

We found that material costs were proposed on the basis of
existing information contained in estimating files from prior proposals.
In meny cases the contractor did not update the cost information to
reflect the most current purchase history slthough the data was often
3 and 4 years old. For example, the contractor proposed a unit cost
of $6.41 for pert number 3058945 based on a price paid in 196k for
5 units. However, the most recent purchese prior to contract negotiations
was 60 units at $0.68 e unit. Since the proposed guantity for contract
~-0453 was compsrable to the most recent purchase, we believe that $0.68
wounld have been a more reascnable basis for estimating contrzet costs for
thisg item.

We algo found that the contractor estimsted the cost of component
parts separately for each line item of the contract slthough many of
the parts were included in more than one line item. For example, the
eontractor proposed & unit cost of $55.60 for 3 units of psrt number
10121890 under one line item of the contract based on the following
price quotation:
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Quantity Unit price
3 ‘ $55.60
7 29.60
12 25.60

Our review showed thet this part number was included in several
line items and that at least nine units were required under the contract.
We believe, therefore, that a unit price of $29.60 would have been
a more representative estimate of future contract costs for this item.

Based on the results of our review, we estimate that proposed
material costs were higher thaen indicated by available cost information
at the date of comtract negotiations by about $8,900, including applicable
overhead and profit.

Contractor officials stated thet limited time to prepare the
cost proposal was the primary reason for not estimating proposed costs
on the bagls of the most current available cost date. However, we
feel that the cost information used, in some cases U years old, should
have alerted the contractor to consider the availability of more current
cost data in estimating material costs.

Contractor officials also stated that total material requirements
had not been considered in computing proposed costs because of the
uncertainty that Bendix would receive a contract for the total quantity
in the request for proposal. Nevertheless, we believe that total
known requirements at the date of solicitation is the only reasonsble
basls for estimating contract costs.

PREAWARD AUDIT OF CONTRACTCR'S COST PROPOSAL

NSC made a price analysis of 78 line items amounting to about
$78,000 of the proposed contract price. The proposed prices were
compared with identical or similar parts and services furnished by
Bendix under contract N00228-6T7-C~08T8 awarded by NSC, Oakland, on
November 22, 1966. The analysis showed that the average proposed
prices for the overhaul effort were about oL percent higher than prices
paid under contract -0878 and the average proposed prices for repair
parts were about 45 percent higher.

We were advised by contracting officials at Pearl Harbor that
the proposed prices were accepted without audit because, (1) Bendix
is subject to continuous audit by the DCAA resident auditor, (2) past
performance of the contractor had been satisfactory, and (3) there

wag an urgent need for the contract items. A formal sudit waiver
was not in the proeurement files.
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In view of the significant proposed price Increases snd the faet
that the comtraet prices used in the price anslysis were over & yosr
old, we believe thet g preawsrd zudit by DCAA wes warrented and would
have provided velusble sssisbance o the ecortracting officer in negoti-
ating a fair and ressonable price for thie contrzet. Upder the gireum-
stances, the contracting officer's walver of the requirement for
preavard audit 414 not eppesy to be Justified.

COST OR PRICINC DATS SURMYSHTION

Bendix submitted Contract Pricing Propossle, DD Form 633, for
peveral ventract line itemg. However, the contractor 414 not sulmiy
cr specifically identify in writing, cost ¢r pricing dete in suppord
of proposed eoste as vrequired by ASPR., In ocur opninion, the Covernment'’s
rights under the defeetive pricing clause mey be impaired ginee
it mey be imprsctical for the contrecting officer to establish that
erroncous data were relled on inm the nepotistion If date were not
submitted or made a madier of record by the contractor.

RECORD OF WEGOTIATION

4 record of negotistion waszs not in the contract files sz reguived
by ABPR 3-811{a}. ¥Yhe comtrmeting officer advised us thet one apparently
hefl not bheen prepored for this costract. Eesotistion proeeedings ghould
e a matter of record since 1t serves %o document the elgpificant eonsid-
erationg contrelling the sstablishment of the contract price.

I

We believe that the éontracting officer should congider the above
finéings along with any 2dditiconal informstion aveileble, to determine
the extent fo which the Covermment may be lepally entitled to s prive
sd justment.

Ve would sppreciste being sdvised of actions taken or contemplated

with regard to the matbers discussed Iin this letier. Copies of this letter

are being sent to the Reglonsl Memsger of the Los Angeles Office of the
Defanse Coptract Audit Agency and o the Sommander, Pefemse Contract
Ldministration Services Remion in los Angelen.

Binceraly wvours,

B, [ Krieger

H, L. ERIFCER
Beglioral Mansger

ze: Regional Menager, DOAA, Loz Avgeles
Cormander, DUABRE, Los Angeles

bec: Director, Far East Branch, ID
Associate Director, DD - J. H. Hammond





