COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON 28

Honorable Samm Rayburn o
Speaker of the House of Representatives ' ' o

' Dear Mr., Speaker:

Enclosed is our report on review of noncompetitive procurement . .
of aeronautical replacement spare parts within the Department of De-~ "
fense. The matters discussed in the report were the subject of hearings:
during May, June, and July 1961 before the Subcommittee for Special In-"
vestigations, Committee on Armed Services, House of Representatives.

Our review disclosed that, notwithstanding the provisions of the
Armed Services Procurement Act, the stated policy of the Department
of Defense, and numerous statements by Departmert of Defense offi~
cials regarding their efforts to get.the maximum amount of competition,
in actual practice the military services have continued to buy the major=
ity of aeronautical replacement spare parts from the original manufac=
turers of military equipment without real attempts to obtain competition
for the parts. The Department of Defense has estimated that its annual
expenditure for the reprocurement of these parts is $1.2 billion, '

Contracting officers generally procure the parts on open contract
with the prime contractor and have made little effort to find or develop
competitive sources of supply. As a result, there has been a substane
tial amount of unnecessary noncompetitive procurement of aeronautical
replacement spare parts. We believe that the failure of the military
services to use competitive buying to the maximum practicable extent
increases the price of the applicable spare parts by about 50 percent,

We believe that the primary reason for the military services?
Practice of buying the majority of their aeronautical replacement spare
pParts noncompetitively on open contract is to be found in the simplicity
and expediency of this method of procurement, We believe, however,
that.this form of procurement generally results in higher prices, fos= .
ters and subsidizes inefficient and uneconomical practices in industry,
and ignores or circumvents a basic policy of the Congress that all i
qualified suppliers shall have an equal opportunity to compete for the
Government!s business, We believe also that the maximum practicable
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use of competition in Government procurement programs is £un
tally sound aad will promote efficiency and economy in both Govez

and industry. Further, it is our opinion that the unaatisfactory":__' nd
tions of long duration which continued to prevaﬂ in the military sez
ices! receipt and control of contractor-furnished technical data at the
time of our review were clearly indicative of a lack of any real inters. =
est in the use of this data to obtain the maximum practicable a.mount of}__'_‘_
competition in the procurement of aeronautical replacement spare '

parts,

We also found unsatisfactory conditions in the military services!
receipt, control, and use of contractor-furnished data, The Depart= = -
ment of Defense believes that these conditions constitute one of the -
most intricate and difficult problems confronting management in the o
logistics area and that, until they are corrected, progress by the mil- o
itary services in increasing competitive procurement of aeronaut1ca1
replacement sp;.re parts will be seriously impeded. :

Our revi‘ew of the military services! use of noncompetitive cone
tracts in their procurement of replacement sparc parts included an
examination of the circumstances which existed in the expenditure of
more than $106 million for 2,770 specific parts. Of this number,

1,675 parts, with a total price of more than $66 m:llion, were com=
pletely manufactured by subcontractors to the prime contractors who
were awarded the Government contracts, The prime contractors had -
more than one subcontractor source of supply for 834 of the 1,675 re=
placement spare parts, and we believe it is reasonable to conclude that
in these instances competitive sources of supply were also available ' "

. to the procuring military service. The other 1,095 parts, with a total
price of more than $39 m;lllion, were manufactured partially or come
pletely by the prime contractor. Many of these parts are items for
which the services had or should have had complete technical data; the
Government had or should have had the unrestricted right to use this
data for any Government purpose, including competitive procurement;
and the types of items involved were suitable for competitive procure=
ment, : e

In commenting on our findings, the Assistant Secretary of De=
fense (Installations and Logistics) advised us that the Department of
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Defense 18 in complete agreement with the underlying premise stated =
in our report "that the maximum practicable use of competitionin. -
Government procurement programs is fu.ndamentally sound and will S
promote efficiency and economy in both Government and industry." He
said that the military services recognize that they are not at present =
obtaining competition to the maximum practicable extent in the pro- =
curement of aeronautical replacement spare parts and that they believe
there are substantial competitive opportunities in other areas of milj-'
tary procurement that have not yet been adequately exploited, He conw -
siders this to be one of the major problems in defense spending today
and a primary goal of the Department of Defense is to minimize unnec~"
essary noncompetitive procurement wherever it occurs.

Department of Defense programs designed to hasten the progress
of competitive procurement are already in effect or planned and are
consistent with the corrective actions we proposed in our report. The
Assistant Secretary stated that, despite the most intensive efforts,
‘many of the problems will persist for some time to come., He does not
believe it is possible at this time to estimate with any degree of accu~
racy what the ultimate potential is for competition in the procurement
of aeronautical replacement spare parts, Taking into consideration the
problems to be dealt with, the Department of Defense believes a real=
- istic target for the near future would be the achievement of competition
in the range of 30 percent of total dollars.

Some of the pregrams under way have already attained some de-
gree of success in increasing competitive procuremant; however, the
success of other actions taken or planned is largely prospective in na=
ture and their effectiveness will depend upon the manner in which they
are carried out. The Department of Defense is to be complimented for
its aggressiveness in taking prompt corrective action and for its will-
ingness and desire to meet the many challenges that are presented in
the resolution of this problem,

As’ a part of our continuous review of Department of Defense ac~
tivities, we plan in our future examinations to make further inquiries
into the progress of the military eervices in promoting greater come~
petitive procurement
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The General Accounting Office has made a selective review Lf
noncompetitive procurement of aeronautical replacement spare parts
within the Department of Defense.' The purpose of our review was
- to examine into the extent that the military departments were
awarding noncompetitive contracts fOr-aeronautical replacement?
spare parts when they had, or. should have had, all the data nec% -
sary for competitive buyinm ‘We. also attempted to learn the ap-
proximate price advantage that occurs when items previously pur-
chased noncompetitively are suhsequently purchased by obtainingr
competition. we.did not attempt to establish whether or not, i% a
particular case, the Government waS'charged excessive prices onf
parts purchased noncompetitively, because to do so would have re-
quired greatly expanding the_scope.of our work,and it was not es-
sential to the basic objectives of our review. Hence, ue did not
undertake to evaluate the cost of receiving, inspecting, preserv-
ing, and packaging parts furnished by the prime contractors to the
military departments nor did we attempt to determine and evaluate
the reasonableness of profit earned on the sale of these parts.:
Since our examination was not directed to these aspects, ve have

not asked the various contractors to furnish comments on the



results of our review. Consequantly, ve hawe onitted tha'nam

the firms from whom the parts vere purehased. o

Act, 1921 (31 U.8.C. 53), the Accounting and Aud:lting Act o '..;1950 :
(31 U.8.C. 67), and the authority of the 00uptroller Generaw;t"éx-
amine contractors' records, as set forth in 10 U.8.C. 2313(b).

The scope of our revievw 1is descrihed on page 497 of this report._



2304(a), states that purchases of or contracts for propert
services shall be made by formal advertisings however, the
a military agency may negotiate for such a purchase or conb;
‘the circumstances of the procurement meet one or more of t..

ceptions cited in subsection 230h(a)._ The legislative history of

these provisions indicates clearly that the Congress intended he
military departments to continue to make the greater volume o_¥ﬁ
their purchases and contracts 7 formal advertising and thst this
method should be used in all rrecurements in which it could bi;rea-

sonably expected to give satisfaotory results, even though °1}?§ﬁ"
stances might exist which would be sufficient to authorize negotia-
tions under one or more of the exceptions.

The general policy of the Department of Defense, as set forth
in the Armed Services Procurement Regulation 1-300 1, states that
all procurements, whether by formal advertising or by negotiation,
shall be made on a competitive basie to the maximun practicabletex~
tent. This method of procurement is believed to be the most advan-
tageous to the Government--price, quality, and other factors con-
sidered. A basic prerequieite of competitive procurement is;the
ability of the procuring organization to fully describe the arti-
cle or service needed, 80 that prospective suppliere will know ﬁ
exactly what 1s required. An effective means of providing an ade-
quate description is throug® the use of engineering data, suchas

detailed specifications end drswings of the article to be procured.



rerense contracts for researcn,_development, 11m;£§§;p od
tion for test and evaluation, and production of specialised%_
tary items usually require contractors to prepare and submit a b
Government expense engineering data for subsequent use. in mainte-

nance, inspection, and procurement of the article or its component

parts. If the benefits of competition are to be realized in the
subsequent procurement of these military items, it 1is essential
that the military servioee obtain and use the engineering data pro-
vided under Government contracts. - L

We selected the procurement of aeronautical spare parts for

stock replenishment for thie review of the military services buy-

ing praotioes because the parts have been previously procured and

the related engineering data is or should be available for use in

describing the needed articles to potential suppliers._ The noncom-*

petitive spare parts procurements covered in our review were
awarded to sole-source suppliers under open contracts. These are
agreements negotiated on an anmual basis, which provide that the'
military departments will buy unknown quantities of unspecified -
parts during the year and'that-prices will be negotiated as prclzo-i
vided in'the contract terms. Almost all the noncompetitive pro-'
ourements examined during our review were negotiated under the ‘gu-
thority contained in 10 U.S.C. 2304(a)(10) which provides that. con-
tracts may be negotiated if they are for property or services for
which it 1s impracticable to obtain competition. |
During fiscal years 1959 and 1960, procurement of aeronauti-

cal replacement spare parts at the procurement centers included in

our review amounted to over $2.2 billion. Of this amount over




$1.5 billion was expended by the Air.Force, $53 m1111on*5i” 5
Army, and $742 million by the Navy. We were unable to deter;;ne
the extent of competition in the Air Force procurements, howe#er,
Army and Navy records contained the folloving breakdowns- (e
Army Transportation Materiel Command

Advertised procurement S $ 15089;000
Negotiated procurement: ' _ PN
Competitive $ ouk,000
Sole source : 51.910.000
Total
Navy Aviation Supply Office: e
Advertised procurement _ - $ 36,600,000
Negotiated procurement: . , t
Competitive ~ '$171,100,000 4 5
Sole source = 534,400,000 205,500500
Total - | $zhaaioo!oo

Our review of the military services' use of noncompetitive
contracts in their procurement of replacement spare-parts included
an examination of the circumstances which existed in the expendl-
ture of more than $106 million for 2,770 specific parts._ These

specific procurements were selected from noncompetitive contrects

 totaling more than $500 million. Of the 2,770 parts reviewedi

1,675, with a total price of more than $66 million, were completely
manufactured'by subcontrsctors to the prime contractors who were
awarded the Government contracts., The other 1,095 parts, with‘a
total price of more than $39 million, were manufactured partiéily
or completely by the prime contractors. | !
The principal Department of Defense officials responsible fcr

administration of the activities discussed in this report are

‘1isted in appendix V.



ous statements by Department of Defense officials regardingqt el
efforts to get the maximum amount of competition, in actual pga_
tice the military services have continued to buy the majority of%

aeronautical replacement spare parts from the original manufac

turers of military equipment and, as a result, there has been aﬂﬂ
substantial amount of unnecessary noncompetitive procurement of
aeronautical replacement-spare parts. We believe that this fail-
ure of the military services to use competitive buying to the maxi-
mum practicable extent 1ncreases the price of the applicable spare
parts by about 50 percent With regard to subcontracted parts, :
- these price lncreases include prime contractor profits and alloca-
tions of indirect costs. '
Generally, contracting officers have made little effort to i
find or develop competitive sources of supply. Further, the prob-
lem of finding and developing competitive'sources of supply has
been greatly aggravated by the fact that none . of the services have
any really effective control over technical data bought from con-
tractors under previous contracts, which could be used for competi-
tive procurement. -Although_defense contracts.usuallv provide that
contractors are to furnish complete technical data and unre- |
stricted rights to the Government, we found that 2,047 of the
2,770 parts we examined were purchased noncompetitively on the ha-
sis of determinations that adequate data was not avallable to use

in soliciting bids or that the data available was not adequate to
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assure that the parts would perform the same function as the parts
beilng replaced. Another 147 of the parts were purchased from maﬂ-
ufacturers who had been detérmined to be sole sources of supply |
and 537 parts were purchésed noncompetitively because of déterminé- |
tions that competitioﬁ'ﬁﬁs.pfeCIuded b& the existenée of pateht |
rights, secret prdcesses, or other similar.circumstahces.

Our review of the circumstances surrounding the procurement
of 2;770 different.kinds of replacement'spare parts diéclosed'that
1,675 of the.parts were compléte;y'fabriéated by subcontractors té
the contractors from whom the Government was buying the parts. Iﬁ

each case the military services had determined that competitive

f
i

procurement of the needed.parts was impracticable. In practice,
however, we found 834 instances where the so-called soie—source-
supplier had Sevéral subcontractors who could manufacture“the
parts and that the suppliers fréQuently solicited competitive bidé
in aﬁarding subcontracts. We believe that it 1s reasonab’e to as-
sume, in these instances, that competitive sources of supply would
also have been availéble'to the military services.

Many of the other 1,095 kinds of parts which are still pro-
duced only by the original manufacturer of the equipment are itemg
for which the services had or should have had complete technical
dataj; the Government had or should have had the unrestricted right
to use this data for any Governmenf purpose, including competitive'

procurement; and the types of items involved were suitable for com-.

petitive procurement.

- We belleve -that the primary reason for the military services'

practice of buying the majority of their aeronautical replacement
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spare parts noncompetitively on open contract 1is to be found in
the simplicity and expediency of this method of procuremgnx,_ we
believe, however, that this form of procurement generélly résults
in highar prices, fosters and subsidizes 1neff1c1ent and uneconomi-
cal practices in industry, and ignores or circumvents a basic pol—
10y of the Congress that all qualified suppliers shall have an
‘equal opportunity_to compete for the Government's business. We be-
lieve also that the maximum practicable use of competition in GQ&-
ernment proéurement programs is fﬁndamentally sound'and will ptoQ
mote efficiency and economy in both Govefnment-and industry. “Fur-
ther, it is ourfopinion that the unsatisfactory conditions of-ibng_
duration which continued té'prevail in tha'military services' re-
ceipt and control of cOﬁtractor-furnishbd technical data ét the
time of our review were clearly 1ndicét1ve of a lack of any reai'
interest in the use of this data to maximize competitibn in the
procuremehf of aeronautidal'repiacement spare parts. In the ab-
sence of a concerted and major effort by the military services to
use the cdntractor-fuinished.technical data in their proéurementw
programs, it 1s unlikely that the data and related Government
rights can ever be-effectively'managéd;'although the Government
will continue to accumulate millions of costly drawings which are
not considered to be adequate or usable for procuremént purbosesi
In view of the.above,'we proposed to the Secretary of Defense
L Damsdiite Stepsbe 32‘53212893"18;2&3‘2&2‘1‘52"2&%22332
without real justification, rather than relying upon full

and free competition to assure the Government's obtalning
the best available products at the lowest prices;



2. Immediate steps be taken to correct at the earliest poe-
- sible date the unsatisfactory conditions which exist in -
the control over and use of technical data in the Air
Force, Army, and Navy;

" 3. Contract terms providing that the Government receive com-
- plete technical data and unrestricted rights to use the
data for all Government purposes be vigorously enforced,
4, Regulations of the Department of Defense be revised to pro-
vide specific penaltles against contractors who fail to

furnish on a timely basls the technical data required by
contractsy and

5; Regulations of the Department of Defense be amended to pro-
hibit the use of open contracts for other than emergency
procurement of urgently needed supplies.

The Assistant Secretary of Defense (Installations and Logis-
tics) in commenting on-our=findin§s .edvieed us that the Depart-
ment of Defense 1s in"oomplete_egreement with the underlying pﬁem-_
ise stated in the report}ﬂthat the maximum practicable.use of com-.
petition in Government procurement programs is'fundamentally sound
and will promote efriciensyrand economy in both Government and ﬁn-
dustry.” He said the military services recognize'that_they are
not at preeent,obteining cOmpetitionito the maximum practicable?ex-
tent in the procurement of eeroneutical replacement spare parts |
and that they believepthere_ere'eubstantial competitive opportuni-
ties in other areas of military procurement that have not yet been
adequately exploited. He considers that this 1s oneuof the ma jor
problems in'defense epending today and that = primary goal of the
Department of Defense is to minimize unnecessary noncompetitive
_ procurement wherever it occurs.

The Department ‘'of Defense agreee with our first four propos-
als for corrective action, and programs designed to hasten the .

progress of competitive procurement are already in effect or

Janned. = - - B ' |
d | - 9



In connection with our last proposal, the Department of De-lii
fense agrees that measures are necessary to insure against the mis-
use of open contraots. Accordingly, instructions have been issued
which require that, before any part may be bought under open CODP g
tract, it must be separately evaluated to determine whether compet-
itive procurement or procurement from other than the original Vfﬁ
source is practicable. The Department also believes that, in addi-
tion to its use for emergency_procurements, the open contract is,a;
highly efficient instrument for handling 1arge numbers of orders ?
which necessarily must be placed with the same contractor over a |
period of time. ' | | ‘ |

We agree thatrthe open sontract 1s an efficient procurement'.
instrument and we believe that, if properly controlled, it can be
an economical means of procuring military equipment. ‘

The Assistant Secretary stated that despite the most inten-
sive efforts, many of the problems will persist for some time to
come. He does not believe that it is possible at this time to esé'
timate with any degree of accuracy what.the ultimate.potential is
~ for competition in the procurement of aeronautical replacement f
spare parts. Taking into'consideration the problems to be dealt
with, the Department of Defense believes that a realistic target
for the near future would be the achievement of competition in the
range of 30 percent of total dollar value of such procurement..

Some of the programs underway have already been successful to
some degree 1in increasing competitive procurement; however, the

success of other actions taken or planned 1s largely'prospective

in nature and their effectiveness will depend upon;the manner in
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which they are carrie'd" out. The Department of Defense :is

to asslist the Department in 1ts efforts to reduce unnecesv‘ on-
competitive procurement, we have advised the Secretary of im se
that it is our belief that the nature of our responsibility ‘and’

organization is such that we can expect to make a more effective

'.s.

over-all contribution to the identification and resolution of Tig-

nificant problems in the management of the Government's affairs'by
maintaining an independent approach in the utilization of our
staff. We stated however, that we would be pleased to explore

with the_Secretary, other opportunities for cooperative effort.‘as

may seem feasible.
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DETAILED FINDINGS, CO _USIONS:'AND AGEN _ S

ONCOMPETITIVE PRO( OF 1.675 PARTS
o) EL BY_SUBCONTRACTORS

Our review included an.examination of the circumstances in—if
volved in the noncompetitive procurement of 1 675 replacement
spare parts which were completely mamufactured by subcontractors {
to the prime contractors. We have determined that the prime 6089 
tractors had more than one subecontractor source of supply-for 834
of these 1 675'replacement spare parts, and we believe that it is
~reasonable to conclude that competitive sources of supply were
also available to the procuring military service. ‘The total price
to the military services for these 1,675 parts waseabcut'$66_milf
lion which is 322 million higher than_the'total of the subcontrac-
tors' prices of ‘about $44 million.

Ve are mnable to estimate the met savings to the Government
which could be expected to have resulted from competitite or di-
rect procurement of the 1,675"Subcontracted parts, since the.prime
contractors' prices included allocations of indirect expenses
which, in the absence of these sales, would have been allocated in
part to other Government sales. We beiieve, however, that the
$22 million differential in the prices provides an indication of
the savings which'cen-be'expected from competition'or, alterna-
tively, from procurement of proprietary parts directly from a manmu-
facturer entitled to use ef the proprietary data.

Following are examples of our findings with regard to the cir-
cumstances involved in the-noncompetitive procurement of a number

of the 1,675 replacement spare parts which were completely

12
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manufactured by subcontracters, and additional examples are con-

tained in appendix I.

1. %rrow aggembly--airplane mooring anchor
appendix I, line 7&5

'2.

During the l2-month period ending August 1959, the Army
Transportation Materilel COmmqndn%TCMAc) purchased i
19,635 arrow assemblies from a contractor who purchased
the assemblies in completed form from a subcontractor.

The prime contractor purchased the assemblies for $1 each,
or a total price of $19,635, and sold them to the Army for
$1.25 each, or a total price of $24,582.31. During this
same period the :Alr Force procured 24,000 of these arrow
assemblies under formal advertlsing procedures for

24 cents each, or a total price of $5,856. An‘Air Force
drawing is needed for fabrigcation of %his part, and it is
ldentified as an Air Force-Navy Aeronautical S%andard item
first developed in 1936. Had the Army purchased the assem-
blies at a price comparable to that paid by the Air Force,

its total price would have been $4#,712.40, or a reduction

of about $19,830.

The Army has advised us that this part is now consldered a
competitive-type l1tem and that procurements are being made
competitively at a considerable price reduction. Approxi-
mately 16,000 arrow assemblies were purchased 1n April
1961 at a unit price of 16.5 cents,

Retaining nuts (appendix I;_line 176)

On March 11, 1960, the Navy Aviation Supply Office (AS0).
E?rchased 9,889 retaining nuts from a prime contractor. .

ter soliclting competitive bids from three manufacturers,
the prime contractor purchased the nuts from the low bid-
der for $1.09 each, or a total price of $10,779.01. The
other two manufacturers submltted bids of $i.7 each and
$3 each. The prime contractor's initial price to the Navy
was $15.24 each, or a total of $150,708. This was subse<
guentl revised to $4.01 each, or a total price of ;

39,654.89. This latter price is subject to further revi-
sion, upward or dowaward, in accordance with the prime con-
trac%or's annual over~ali pricing procedures. Had the
Navy purchased the muts on the same basls as the prime con-
tractor, there would have been a reduction in price of
about $29,000. '

The Navy has advised that, although it was previously pré-
cured on a sole-source basis, this part could be and now
would be procured competitively.

13



3.

‘Bolts (appendix I, line 24)

On January 2, 1959, t 3 Alr Force San Antonio Air Materiel
Area (SAAMA) purchaseu 45,000 bolts from a prime contrac-

tor wvho purchased the bolts in completed form from a sub-

contractor. The prime contractor purchased the bolts for

46 cents each, or a total price of $20,700, and sold them

to the Air Force for 55 cents each, or a total price of

$247750.

The Air Force had complete technical data for this bolt

and the Government had the right to use the data for pro-
curement purposesj however, SAAMA technicians informed us
that this bolt is not considered to be suitable for compet-
itive buying because it is part of and therefore consid-
ered to be critical to the operation of the J-69 engine.

We were informed by engineers at the prime contractor's
plant that the data furnished to the Air Force for this
bolt was incomplete because the material specification,
8llchrome No. I, 18 not detalled on the drawing. We found
that the material 1s identified in Engineering Alloys,
Woldman & Metzler, American Soclety for Metals, l9§§ edi-
tion, and is a standard metal which can be purchased from
any competent manufacturer. Had the Air Force purchased

"the bolts on the same basis as the prime contractor, there

would have been a reduction in price of about $t+,000.

The Air Force advised us that the emergency nature of the

requirement, the critlical nature of the item, and the lack
of information on interchangeability at the time of pro-~
curement were consldered adequate justification for use of
the open contract.

Although competitive procurement may not have been fea~
sible in this instance, we belleve that greater ingenulty
by Air Force representatives could have resulted in direct
procurement from the subcontractor at a reduced price and
that a quality product would have been delivered within
the time requirements. ' ‘

Bearings (appendix I, Iines 98 and 99)

During the 2-year period ended May 26, 1960, TCMAC pur-~
chased 865 bearings from a prime contractor who purchased
the bearings in completed form from a subcontractor. The
bearings are identified by this subcontractor's part num-
ber and the subcontractor individually packaged and pre-
served the bearings before shipment to the prime contrac-
tor. The prime contractor purchased the bearings for an
average price of $9.78 each, or a total price of $8,460.90, -
and sold them to the Army for an average prlce of - _
$23.72 each, or a total price of $20,519.59. '
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We were advised by officials of the prime contractor that
they knew of no reason why these bearings could not be pur-
chased directly from the manufacturer, since they are cata-
log items. Had the Army purchased the bearings directly
on the same basis as the prime contractor, there would
have been a reduction in price of about 812 000.

In coomenting on this part, the Army advised us that sev-
eral attempts had been maie to effect direct procurement
from the subcontractor. However, the subcontractor re-
fused to sell directly to the Government because the bear=-
ings are produced solely for the prime contractor who has
design and reproduction rights to the part. The Army has
also advised that every effort is being made to locate a
qualified alternate gource.

In view of the 1nformation we obtained from officials of
the prime contractor regarding procurement directly from
the subcontractor, we believe that the Army should make

further inquiry into the matter to clarify the rights of
the prime comtractor, the subcontractor, and the Govern-

ment. .

S. Piston rings (appendix I, line 134%)

On February 8, 1960, ABO pnrchased 163 815 piston rings
from a prime contractor who purchased he piston rings
from three different mamufacturers. The prime contractor
purchased the pistom rings at unit prices of 69 cents,

70 cents, and 70.7 cents, for an aggregate total: price of
$114,670, and sold them {o the Navy for 92 cents each

a total price of $150,709.80. 1In accordance with con ract
provisions this latter price is subject to subsequent revi-
sion, upward or downward. Had the Navy purchased the pis-
ton rings on the same basis as the prime contractor, there
would have been a reduction in price of about $36, 060.

In commenting on this part, the Navy said that considera-
tion would be given in the future to procuring this item
competitively and that the three subcontractor sources to
the prime contractor would be contacted.
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NONCOMPETITIVE PROCU ! T OF 1,095 PARTS
C - h

Our review included an examination of the noncompetitiVé.ﬁfb;
curement of 1,095 parts, with a total price of more than 339 miiff
lion, which were partially or completely manufactured by the pri@§
contractors, We found that, at the time the Air Force and Afmy:ui
procured 303 of these parts, the files of the Air Force containéd
complete technical data which was adequate for competitive procufé-
ment and in most instances the Air Force had_established unre-
stricted rights to use this data for all Government purposes. For
the dther 792 prime contractor-manufactured parts, we could not
find complete technical data in thra fiies_of the ﬁiiitary services.
Our findings with regardfto the inadéquaciés of the military serv-
ices' control of contractor-furnished technical data are described
in a later section of this report. (See p. 28.) o

We are unable to evaluate the effect that competition would '
have had on the prices paid for each individual part manufactured
by the prime contractors, because they have always been bought
from the sole-source suppiiers and we have no basis for'comparisdn.

In an effort to apﬁfoximate the influence of coﬁpetition on
the prices'cf-replacément spare parfs; we reviewed a number of in-
stances where the military services changed from a sole-source to
a competitive basis of procurement. The price réductions in these
instances amounted to as much as 95 percent with an average de~
crease for all 1nstances'of more than 30 percent. On the basis of
this éverage of more than a 30lpércent:price reduction, we esti-

mate that competitive buying would have reduced the $39 million
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total price for these 1,095 parts by more than $11 million. A

more detalled disoussion of this part of our review is contained

in a later section of this report (see p. 19).

The following examples of noncompetitive procurement of'parts

mamufactured by prime contractors are provided as being descrip-~
tive of the conditions we found in this phase of our examination
and other examples are contained in appendix II._

2.

3.

. Pane (appendix II, 1line 51)

On April 10, 1959, the Air Force Middletown Air Materiel
Area ( MAAMA’ purchased 90 panes (left hand) from a grime
contractor for $40.74 each, or a total prics of $3,666.83.
The Alr Force had complete data and unrestricted rights
for this part.

We found that the Army and Navy also bought this item non-
competitively from the same prime contractor during the pe-
riod from August through October 1999. The Army purchase
of 28 3n£anes and the NavK purchase of 86 panes were at the
same t price of $4+0.74 paid by the Air Force.

We have been advised by all military services that consid-
eration will be given to procuring this item competitively

‘when additional requirements exlst.

Plug (appendix IT, line 1)

On October 31 1?58; the Air Force Warner Robins Air Mate-
riel Area ( purchased 3,000 plugs from a prime con-
tractor for a price of $u4+.74 each or a total price of
$14,220. The Air Force had complete technical data for
this plug and unrestricted rights to use this data for pro-
curement purposes., WRAMA technicians informed us that .
they considered this part to be suitable for competitive
procurenent. _

If this item 1s procured again, the Air Force has advised
us that it will be systematicaily reviewed 1n accordance |
with controlling regulations and considered for competi-:
tive procurement. :

wglg_aamhu (appendix II, line 74)

On June 5, 1959, the Army Transportation Materiel Command
purchased 592 windshield assemblies from a prime contrac-l
tor for a pr'ce of $21.1% each, or a total price of



k. zgpg'(appendix 1I, 1ine 22)

5.

3121511 .98, The Air Force had complete data and unre_

stricted rights for this part.

Army representatives have advised us that this itemshas
been researched by their engineering technicians and:ad
quate descriptive data is now available for future proﬁ
ments on a competitive basis. _ i

On August 11, 1958, the Air Force San Antonio Air,Ma riel
Area (SAAMA) purchased 1,007 tubes from a prime contractor -
for a price of $13.25 each, or a total price of $13,3 2,75,
The Air Force had complete data and unrestricted rights to
this part. SAAMA technicians informed us that they consid-
ered the port to be suitable for competitive procurement. s

In comment:l.ns on this item, the Air Force advised s
consideration would be given to procuring this item on
competitive basis in subsequent. procurements. S

Leaf spring (appendix II, line 72)

Between January 21 and September 29, 1959,
895 leaf springs from a prime contractor -
$5.70 each, or a total price of $5,104.77. The Air ‘Force:
had complete data and unrestricted: rights for this paru.

Army officials heve pointed out in their comments that ade-f
quate descriptive data is now available and that this par_ ke
will be procured campetitively in the future. Y




PRICE REDUCTIONS R a |
GOMPE 3 P

Our review included an examination of a number of instances
where the Air Force and Navy obtained competition in procuring re-
placement spare parts which had previously been purchased from
sole-source contractors. We found that new sources of supply re-
celved the competitive awards in more than 70 percent of the in-
stances and that the total prices in these instances were more i
than 30 percent lower than the total of the prices offered by the
previous sole-source suppliers. We also found, in the instances
where previous sole-source suppliers_reeeived the.competitive"
awards, that they,often-made:eubstantial reductions in their
prices, o | | | |
Our review in the Army did not include instances where 1t had
competitively procured perts which had previously been purchasea
from sQle-SourceICOntractCrs, but, in commenting on our findings,
the Army described "Project BREAKOUT" and estima't.ed that it could
increase competitive purchases of aerdnautical replacement spare
parts by one third to a total of 50 percent of the dollar volume

of the procurement of these parts._

Detailed discussions of our findings in the Air Force and '
Navy follow, and additional examples of the results of competi-
tively procuring'specific’replaCement.spare parts are contained in
appendix III. | |

Department of the Air Eo:cg

Our review of 178 Air Force competitive procurements dis-

|

!

closed that, when new sources of supply competed against previous
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sole-source suppliers, the new sources received 130 (73 Percent
of the awards. 1In these cases, the Air Force obtained spare.pa ts
at prices that averaged 33 percent less than those bid or proposed;"
by previous sole sources. In the other 48 cases, we found in-; L
stances in which the'prior sole sources substantially reduced

thelr prices under the pressure of competition in order to get'the;

.awards. There were also instances of substantial increases over_ﬁi
the last previous sole-source prices. -

In the 130 cases where new suppliers received competitive'pjdz
awards, the former sole-source suppliers proposed total prices of :
$4+,880,000, or $1, 621 000 more than the total prices of $3 259 OOOd
pald to the new suppliers. The price reduruions on individual '
parts ranged from 1 to 95'percent. | |

In the 43 cases where former sole-source suppliers received
competitive awards, and we were able to establish their previous
prices, the total prices of $1,143,232 were $2u42,131 (17 percent)d
lower than their'laSt'previous prices_as sole=-source suppliers;

In the other 5 cases we did not find any record of theiprevious

prices.
Following are examples of'reductions in price obtained by the.

Alr Porce as a result of'competitionr

The Middletown Alr Materiel Area saved the Government at :
least $705,000 through competitive procurement of : '
50,000 thermocousle and harness assemblies for J-47 jet en-
gines used on B-47 aircraft. ,

Thls thermocouple and harness assembly is identified by

Federal stock number 6685-610-1254 and it is used to indi-
cate to the pllot the temperature of the engine exhaust

cN
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gases. Its proper functioning is considered by the Air
Force to be essentlal to safety of flight. .

Until January 1, 1958, the thermocouple and harness assem-
bly was procured sole source. In order to develop other
qualified sources, two subsequent procurements were adver=~
tised and contracts were awarded to a second manufacturer
in January 1958 for a quantity of 13,237 and to a third
manufacturer in May l9g8 for a quantity of 11,922,

In June 1958 the Alr Force developed another requirement
for 33,645 of these thermocouple and harness assemblies.
At this time a declsion was made by the Alr Force to buy
them sole source from the original manufacturer because
(1) unsatisfactory reports were belng received concerning
the second manufacturer's thermocouple and harness assem=-
bly produced under the January 1958 contract, (2) the
third manufacturer was not yet in production on the May
1958 contract, and (3) the original manufacturer had made
some englneering changes that improved its product.

The Air Force negotiated a unit price of $35.05 with the
original manufacturer for the entire quantity of 33, 645,
Subsequent to this sole-source procurement, both the sec-
ond and the third manufacturers submitted qualified prod-

ucts.

In June 1959 a purchase request was initiated for 50 000
of the same thermocouple and harness assembly. A quantity
of 25,000 was set aside for small business. Through com-
petltive negotiation, a contract was issued to the third:
manufacturer in November 1959 for the other 25,000 at a
unit price of $18.25, or a total price of $456, '250. Subse-
quently, the small business set-aside was canceled and the
quantity of 25 000 on the set-aside was added to the third
manufacturer's contract, at the unit price of $18.25 al-
ready negotiated with that company, to bring the total
amount of that contract to $912,500. On March 30, 1960, a
minor price adjustment of about 3 ceiits per unit reduced .
the total contract price to $9ll 360.

On this competitively negotiated procurement, the original
manufacturer proposed a unit price of §32. 3% or $808,500
for a quantity of -25,000. A quantity of 50, 300 at the
same price would- amount to $1,617,000. The difference in
this amount and the total contract price is $705,640, or a
reduction of 4k percent.

Thls example illustrates that substantlal savings through
competitive procurement are not restricted to simple non-
critical items but can also apply to parts whose proper
functioning 1s considered essential to safety of flight.

c
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Although the method of obtaining competition in this case
is unusual, we believe it illustrates the price reductions .
that can_bg_obtained through competitive procurement. Ce

The Directorate of Materiel Management at Warner Robins

Air Materiel Area issued & purchase request on January 22, ::

1960, to the Procurement Division specifying that 618 Lock-.

foam Part Kits be procured from a recommended sole source. - -

Bach kit consists of one 3~gallon drum of C614R resin and
two l-gallon jugs of C61UT foam and is used in the repair
of propeller agssemblies for C-133 and B~-50 aircraft. The
Justification for sols-source procurement stated that the
drawings and specifications necessary to allow advertised
procurement were not available and that a single manufac=~
turer would be the only firm solicited because 1t was the
only known source with the product. knowledge and capabile=
;ty to furnish items which were acceptable to the Air
orce., ' . o -

Although it was the intent of the procuring activity to
solicit a proposal from the previous supplier only, coples
of the Request for Proposal were inadvertently forwarded
to several Air Procurement Districts (APDs). The APDs _
aware that the procuring activity had decided to negotiate
with only one source, induced 1l potential manufacturers
to ask for bid sets. Two proposals were received, inciud-
ing one from the recommended sole source. The other pro- -
posal was submitted by another manufacturer which held a
license to manufacture Lockfoam products. It was subse- .
quently determined by Air Force officials that thess two
companies were the only llcensees. ‘

The previous sole source quoted a price of $72.15 per unit,
or a total price of $44,589. The new source proposed a
unit price of $31.79, or $19,646 for the 618 kits, and re~
ceived the award. As a direct result of this uninten- :
tional competition, the Government obtained a price which
was $24,943. or 56 percent less than that which would have
been pald‘ir the procurement had been awarded to the rec-

ommended sole source.

At the Dayton Air Force Depot (DAAFD), we found that the
introduction of competition resulted in'a prior sole-
source manufacturer reducing its price from $736,250 to
$505,000 for a total saving to the Government of $231,250,
or 31 percent, S o _
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The procurement involved 250 units of an electron tube.of

a type used to convert direct current into ultra high:: re-.;
quency current. It i1s used in a radar beacon which 1s:a
ground navigational aid device. Prior to this procurement”a.
only one company had manufactured this item for the Air o

Force.

On November 4, 1958, DAAFD issued Invitation For Bid (IFB)

33-60&-59-192 to 56 potential manufacturers. Of the 19 -re-:
sponses received, the original manufacturer was the onl
company to bid on this particular tube and it submitted
bid of $2,945 per unit. Efforts of the Air Force buyer
negotiate a reduction in this price were unsuccessful anc
the manufacturer refused to supply DAAFD with cost data.. .-
According to the Alr Force buyer, the company evidentlyn= -
felt it was in a solid sole-source ‘position. e

With a 17 months' supply of this 1tem on hand at DAAFD

the buyer believed that there was still time to look for
other sources. The buyer contacted several mannfacturers
of ultra high frequency electron tubes in an effort to.get -
more than one manufacturer interested in supplying this
tube. Finally the buyer contacted a newly established com-
pany which expressed a desire to bid on this item, and -
IFB 33-604~60-10 was prepared and submitted to the two in- A

terested companies._

The new source bid $2, 350 per unit and the original manu-
facturer bid $2,020, or $925 per unit less than its previ-
-ous bid of §2, 9#5 we attribute this reduction of
$231,250 in the original manufacturer's bid to the competi~
tive situation created by a resourceful Air Force buyer. -




Department of the

Our review in the Navy disclosed that, when new sourcee_ofifr
supply competed against previous sole-source suppliers, new ;vr
sources recelved the award 1n over 90 percent of the cases. As a
result the Government obtained prices that averaged 33 percent o
less than those bid or prOposed by the previous sole sources.

We found that the Navy has a Special program which is de-
signed to increase the use of competitive procurement. 1In January
1958, as part of this program, the Bureau of Suppllies and Accounts
issued instructions-requiring the submission of.quarterly reports
showing eavings achieved through competition resulting from conver-
sion from sole—source procurement. During the period March 31,
1958, to June 30, 1960, the Ariation Supply Office reported the
conversion of 72 1line items to competitive procurement with the

following results:

Prices based on  Competitive Price = Percent of
former sole source . _ prices : reduction reduction
$9,690,000 : '$6,500,000 , $3 190, OOO 33

We selected several.examples of. former sole-source procure-
ment to illustrate,thathcritical items of high vaiue heve been pur-
chased competitively at substantlial savings and without impairment
of performance capability or delivery leadtime. It is significant
to note that, although the following examples are typical of the
items converted from sole-source procurement the preponderance of
spare parts are still considered by the Navy to be unsuitable for

_procurement from any source other than the original contractor.



1. Competitive procurement results in
' giige EEduEtion of oiei E205;0§§
During fiscal year 1959, invitations for bid were adver-

tised for six alrship envelope kits conforming to techni-
cal specifications developed by the Navy.

The former sole source bid'$367,167 per kit, and two other
bids were received of $332,500 and $336,737 per kit, re-
spectively. ' _

The lowest bidder was awarded a contract for one kit, nego-
tlated downward from the original bid of $332,500 to '
$329,875. Negotiation included a quantity reduction to

one kit because the bldder's production capacity was not -
adequate to fabricate six kits within delivery time limits.

The next lowest bidder was awarded an order for two kits
at $336,737 each. The basis for this award was productive

- capablility to fabricate two additional kits urgently
needed within a limited delivery time period.

The remaining requirement for three kits was placed on a
second procurement action after the original manufac-
turer's high bid of $367,167 per unit was rejected as unac-
ceptable. The Navy subsequently awarded the second pro-
curement for three kits to the original manufacturer at a
competitively negotiated price of $329,882 per kit. The
over~all transaction summarizes as follows: -

Original manufacturer, | o |
first bid 6 kits at $367,167 $2,203,002

Awards--initial advertise-
ment: , . - . .

Second sourcée . 1l'kit " 329,875 329,875
Third source - 2 kits " 336,737 673,474
Award--second procurement: ' 5
Original manufacturer 3" " 329,882 _ 989,646
Actual competitive :
price ' - - 1,992,995
Reduqtion-over first bid of sole source - $;_2;0,00Z

Under pressure of competition; the original manufacturer
reduced 1its quoted price from $367,167 each for six kits -
to $329,882 per kit for a quantity of three. On the basis
of six kits, the revised bid represents an aggregate reduc-
tion of $223,710 from the original quotation. 1In addition,
the production was spread to three firms, thereby acceler-
ating delivery, and the competitive award served notice on
the former sole-source producer that future quotations
~would need to be competitive,
' et
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bly which consisted of 60 nozzles for each engine. The: .-
original nogzle assembly was procured from the prime con-

tractor on a sole-source basis at a cost of $432.72 per = ,:

- get,

During 1951 the nozzle was reengineered and an initial‘per*ﬂ
curement of 800 sets of the new nozgzles cost the Govern- .

ment $548.50 each.

During the test stages of the J-34 engine dev&ldpmentgithéj
prime contractor develoEed a fuel injection nozzle assem- - -

L ]._..'-

¢

Requests for competitive bids were first solicited by the
Navy in July 1953 when another-manufactureréoas low bidder, -

was awarded a contract for 1,600 sets at $1
Thus, on this order, the unié

of about $589,000 to the Government. - :

.60 each., .
price of $548.950 was reduced:
by competition to $180.60 per set, with resultant savings -

' Subsequent purchases during the next 5 years were also com-

petitively awarded by the Navy to the second source at

prices ranging between $122 and $18% per set. During this -
9

period about 6,600 sets of nozzles were procured at a to-
tal cost of $1,067,000. Had these nozzles been purchased

- noncompetitively at any figure approximating the initial

prime contractor's price of $548 per set, the Government
would have incurred at least $2.5 million additional cost.

Prices redgcég $19,000 by securing
competition between the prime
contractor and.thejsubcontractor'_

In December 1959 the Navy Aviation Supply Office requested
quotations for certain components (previously designated
sole source for technical reasons). from the previous sole
source and from one of its subcontractors. The following
tabulation shows that the subcontractor was awarded orders
for every item because of lower quotatioms.

26
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_ Prime Subcon-

Extenscmeter $ 3,786 $ 2,739 $ 1,047
Bushing '95 3 264
011 pump ,970 5,766 2,204
Bushing 13 28 10, 04k 3,38# EE
Fixture 1 th 12,96% 6,'8# Sl
Post ,17_ 3,325 848 -
Post - 3,65" 3,515 139
Fixture 920 - 9539 1 -
Template L0o% 293 112
Gage | 450 325 129
Pin . 28 186 86
Wrench , - 288 208 - 80.

- Inserter ' 221 160 61
Puller 2,143 1,550 593
Indicator 3 '188 2,157 1,031
Bushing 715 o 4,854 1, 1861
Fixture ’288 - 208 80
Wrench 208 150 58
Wrench 1,102 798 304

Total - $69,420 $50,468 $18.952

The Government saved $18,952 on the $50 000 transac-
tion, and an item-by-item comparison wi%h earller sole-
source orders showed improvements in the delivery

schedules. _

The above examples clearlj demonstrate that not only substan-
tial price reduotions can result'from competition but also addi-
tional sources of production can be established thereby broadening
the 1ndustr1o1:ba§é. It 1s also nofeworthy that in speoific cases
the delivery.scheoules were improved and the spare parts that were
procured were eritical to the safety of flight and operation of -
aircraft. This indicates-that the opportunitieo for successful
competitive procurement are not necessarily restricted to simple

noncritical replacement spare parts.

.



trol, and availability for use of technical data rurnishedf
Government under defense contracts. Previous reports on th
Ject were issued to the congress for the Air Force in May_l95
(B-133168) and for the Navy in January 1960 (B-]33263). ) ',
The following seotions oontsin an initial report of our find-
ings in the Armv and follow-up reports of our. findings in the Air

Force and Navy. | |

Our May 1959 report on the Air Porce included findings *hat
the maximum benefits of compstition had not been realized in the
procurement of military equipment, components, and spare parts be-
cause of (1) insdequate provision in contracts for use by the Gov-
- ernment of contractor-furnished drawings acquired at Government ex-
pense, (2) unnecessarily restricted interpretation by Air Materiel
Command (AMC) of prior contracts where use of data was not ex-r"_ _ ;
. pressly restricted, and (3) inadequate controls and procednres;re# 5
garding the receipt and use of such drawings. Our'report alsof?
stated that the Air Force had expressed general agreement withFonr
findings and recommendations, and enumerated thepcorreotive_acQJ;
tions which the Air Force had initiatgd. | |

Our follow-up review disclosed no instances where the Air ff
Force had failed to include unequivocal provisions regarding the‘

Government's rights to technical data in contracts awvarded since

28
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our previous review. We therefore conclude that the Air Foroe_hesi
eliminated the first of the above deficiencles. | s
With regard to the second deficiency, we examined the records

maintained by AMC of the Government's rights to use data obtained?}
under 25% contracts. We found that unrestricted rights had been
established for 229 contracts, a determination had been made that |
the Government had no rights to use data furnished under 4% con-: |
tracts, and no determinations had been made for 21 contracts. We
therefore conclude.that,although substantial progress has been |
made by AMC since our first review.in 1957-58, there is a continu-
ing need to establish the rights of the Government to use data fur-
nished under a sizable number:of older Air Force contracts. We be-
lieve, however, that this need would be-readily accomplished if

tke Air Force were to adopt an active program of maximizing compet-
itive procurement of replacement spare parts. Such a program
would require determinations of Government rights to use the data
pertaining to eny equipment still in use which was delivered under
these older contracts. | | o

With regard to the third finding in our previous report, we

£ind that little has been accomplished in the establishment of ade-
quate procedures and controls over the”receipt and storage of
contractor-furnished technical'data._ For this data to be useful
in the procurement.programs of the Air Force, it must be readily
available to procuring officials and there must be assurance that
1t is complete and current with relationship to all changes which '
have been made in the equipment to which it pertains.. Detailed
statements of our findings'in:these matters are contained in the

following sections of the report. | - 22)'
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the Alr Fbroe received a11 teohnical data required unner'_ ter
of contracts. In commenting upon this finding, AMC agreed that;im-
provements were necessary to enable effective utilization of tech-
nical drawings in the logistics system. AMC also informed us of

several measures which had been initiated to improve its control

over the receipt of technical drawings. _ :
We found that, as of December 1960, the AMC oi‘i'icials who
were responsible for the Air Force Central Drawings Repository hed

no positive means of sssuring that they receive copiles of all con-.

tracts which require contractors to furnish technical data to the
Air Force, nor did they have any positive means of. assuring that
they receive all technical data which was known to be due unde -

contracts of record in the Bepository. For the 1 480 different
spare parts which were included in the Air Force portion of this
review, we found that the Repository had complete and current data
for 582 parts, some.deta which was’ ‘either incomplete or noncurrent
for 606 parts, and no data for 292 parts. e

and filine technical Jata storsd in

ore nt osito

We found that, as of Décember 1960 the procedures being fol-
lowed by the Repository in processing technical data received from
contractors did not accomplish timely indexing, filing, ‘and or-i*
derly storage 8o that the data would be readily available for use.




We found mumerous:mnprocessedeshipments of data in the dram;
ing vault which were stored in binsg on tables and cabinet tops;*i
and on the floor. We examined the records attached to 57 such 4
shipments comprising over h »500 pleces of data and round that they
had been on hand for periods ‘of 6 to 26 months. 3’

We also found that the filing facilities were 1nsdequste for
orderly storage of a large quantity of data which had been proc- ;
essed., Thousands of these drawings in the vault were also stored
on table and cabinet tops and on the £1o0r. o f

Under these conditions 1t is almost impossible'to'aetermine
what data has been received by the Repository, and,'even.with ex-
tensive and time-consuming research, there can be no assurance
that any perticular.data’is eomplete,-current, and edequste for
procurement purposes. Of equal importance is the fact that these
conditions_Wonid meeessariiy result in delaying the availability
-of.data which might'be'reqﬁested for use 1n'procurement..

We conclude that the Air Force has not corrected the condi-
tions which we found to'exist'im 1957458, and.we found little evie

dence at the time of our review of any éomcerted effort which

would be required to make adequate technical data readily avall-

able for use in the competitive procurement of replacement spare

parts. ‘ _ ' ' '
contractor-furnished technical data

at Alr Force procurement centers

The nine AMC Air Materiel Areas and one AMC depot are respon—
sible for all Air Force procurement of aeronautical replacement

spare parts. During the period-October 1959 to March 1960, we
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made examinations at six of“these procurement centersk
the extent to which contractor-furnished technical data
able and used in. procuring aeronautical replacement spare a
We found that the procurement centers generally considerﬂ
contractor-furnished technical data in Air Force files to b
quate for procurement purposes and that there was no signiff
effort to use the data to obtain competition in buying replai_
spare parts. Detailed descriptions of our findings at four i“
- procurement centers follow. ' . -
San Antonio Air Materiel Area (SAAMA) is responsible for man-

- aging more than 130 000 different items of materiel with thefdreat

majority of these being components and parts of end items.: At_;
June 30, 1960, SAAMA had over 3189 million obligated under con- 5
tracts for replacement spare parts. Although SAAMA estimated in

January 1960 that it had over 1 million contractor-furnished draw-
ings in its files, only 113 of ‘these were considered to be ade-;
quate for procurement purposes. Purchase requests for all parts
covered by contractor-rurnished drawings, other than those to
which the 113 adequate drawings were applicable, were Justified
for negotiated procurement or the basis ‘that there were no known
drawings, specifications, or purchase descriptions avallable for
procurement purposes. | | R
Warner Robins Air Materiel Area (WRAMA) is responsible for
managing more than 170 000 different items of" materiel with the
great majority of these being components and parts of ‘end items.
At June 30, 1960, WRAMA had over $167 million obligated underrcon~
tracts for replacement spare parts. Until January 1, 1960, ﬁﬁEﬁA
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had practically no contractor-furnisned drawings in.iteffiiea
as far as we could determine, was making little effort”to*ﬁSé
contractor-furnished technical data to obtain competitioni_n
procurement of replacement spare parts. ":t
Dayton Alr Force Depot (DAAFD) isireeponsible for mana'
more than 380,000 different items of materiel with thegiéa'
ity of these being components and parts of endiitems.'*ktﬂ
1960, DAAFD had over $70 million obligated under contracts fe-_?e-
placement spare parts. We found in January 1960 that DAAFD had ‘a
reference library containing several thousand drawings but thet}E
these were not corisidered to be adequate for procurement pur osﬁe
and, as far as we could determine, very little effort was mad__to
use contractor-furnished technical data to obtain competition in
the procurement of replacement spare parts. - ”_:"
Middletown Air Materiel Area (MAAMA) is responsible for man-
aging more than 110,000 different 1tems of materiel with the great'

majérity of thago being componoma and parts of end items- A‘,f.f'",f'
June 30, 1960, MAAMA had over $58 million obligated under con4:!'
tracts for replacement spare parts. MAAMA has established a Pf;-
curement'Data Section which has the responsibility of determining
the avallability and adequacy of specifications;Idrawings, an.d.:I
other technical data for use in procurement. 1In October_1960 we
were informed by officials of.this unit that'they made no review
of replacement spareiparts being procﬁred under open'contracts'.'
with prime contractore. These orders, which are called production
lists, and the open contracts under which they are 1ssued cite

10 U.S.C. 2304(&)(10) and ASPR 3-210 2 (xiii) or (xv) as the




authority for'neéotiated noncompetitivef
- tification being primarily related to th
quate technical data. By reviewing records and thr ug
sions with MAAMA: personnel, we determined that it_i
practice at MAAMA to buy replacement spare parts fro_=t'

manufacturer of the end item of equipment and that litt5
is made to find or develop competitive sources of sup_ﬂ

our J‘anuary 1960 report described what we believed_""'":' 1-
ous deficiencies in the Navy's receipt, control, and use
contractor-furnished technical data. These included (1)
any assurance that all drawings required to be submitted by
tractors are received, (2) failure to use drawings for adve _
procurement, (3) lack of centralized control of Bureau oi;Ordnan e
drawings, and (&) indications of misuse by Aviation Supplv:Offic 3
of the authority to negotiate. The Navy generally-accepted-_
findings and inrormed us of several corrective actions whiohnha_
been implemented. ' | | R

With regard to the first of the above findings, we did notgﬁf

make a detailed examination during this review, of the controls

over receipt and storage of Navy drawings.' We did, however, =

search the technical data files of the Navy Aviation Supply Office

(ASO) for the drawings applicable to 126 of the spare parts in-:pf
cluded in our examination. We found complete and current drawings

for 104 parts and incomplete or noncurrent. drawings for: 22 parts,”

While working at contractors! plants we also determined, for al_am—

ple of 194 parts, that complete and current technical data had - a




been delivered to the Navy for 137 parts, Complete data appli-.fﬁ
cable to the remaining 57 parts had not been delivered to the Navy

for a varlety of reasons. we conclude therefore that, althougp
the Navy files contained complete and ourrent technical data im ef
large percentage of the cases examined, there 1s still a need forif
'improvement in the Navy procedures for controlling receipt of tech—

nical data. - o S
With regard to the third finding in our previous report, eﬁr-
recent review did not include the Bureau of Ordnance and wa;havef
no basis for current comments. ;"
Hith regard to tho other two findings in our previous report,
-we found that little progress had been made in using the technical
data as a basis for competitive procurement and that there cantin-,
ued to be many indications that Navy procurement officials were
misusing the authority to negotiate contracts. Detalled state-
ments of our rindings in these matters are contained in the follow~
ing sections of the report. |
i to determine rights of

Government to use techgical data

We found that a large quantity of the techrical data fur-
nished by contractors was inscribed with legends which stated reQ_
strictions on the rights of the Government.to use the data.. Al-
though in most instances these restrictionms were_inconsistent with
the provisions of the contracts under which the data was turnished,
the-Nevy did not Question_their validity and they became the basls |
for justifying noncompetitive procurement of "proprietaryﬂ items.

We also found that the Navy_officialslwho were responsible for
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recelving, storing, and issuing the technical data did not'ha__ﬁf

sufficient information avallable to relate the drawings to the ap-

plicable contracts which establish the rights of the Government in j

the data.
Yo negotlate contracts

- At the Navy Aviation Supply Office we found that procurement

of aeronautical replacement spare parts amounted to about $7h21fil-

lion during the period January 1, 1959, to June 30, 1960, of this

total, more than $705 million worth or 95 percent, was proouredu
under negotiated contracts, and more than $534 million worth,_orf
75 percent of_the_negotiated amount, was bought on a soleéscuréef
‘basis without anyieffort to obtain competition. Our examination'

of a large number of these noncompetitive procurements indicates:

that the provisions of 10 U.S.C. 230h(a)(10) are the Justification

used by the Navy for buying over 95_percent of its replacement

spare parts under negotiated contracts and over 75 percent of

these parts without competition. !
j

Since our tests have shown that the Government hAs*unre?*

stricted rights to use the data related to a large number of Navy.

aeronautical- spare parts and that the Navy in fact has, or: should
have, complete and ‘current data for most of these parts, we con~
clude that there continue ‘to be_many indications that the Navy is
misusing its authority'to negotiate or to buy sole source, as the

case may be, in a large number of cases.

Department of the Army -

This initlal report on conditions existing in the Army with

regard to the receipt, control, and use of contractor-furnished

3G
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technical data is based on our examination at the United Statesx 1
Army Transportation Materiel Command (TGMAC), 8t. Louis, Misscuri. §
Our examination at TGMAC was conrined to the procurement of re-l ?
placement spare perts for aircraft which, under Department of De-
fense policy, had been procured for the Armw by either the Air
Force or the Navy. TCMAC is currently stocking about kS,OOO dif-
ferent aeronautical spare parts and its purchases of spare parts
totaled more thsn $27 million during fiscal year 1960,

We found that, in general, TCMAC does not consider the
contractor-furnished technical data in its files to be adequate
for procurement purposes and, further, that TGMAc_doee net_nave_.
any effective means of detsrmining the rights of_tﬁe GoVernmenttto
use the data for competitive buying. Our findings sre_describe&
in the following sections of the'report.

o) 1 of an 1iure to
t to_- shed tec cal dat

During our work at TCMAC, one of our obJectives was to detcr-
mine the extent to which adequate contractor-furnished technical
data was available and used in the procurement of aeronautical re-
Placement spare parts. _chsistent with'the procedures we followed'
at Air Force and Navy procurement centers, we selected for exsminaé
tion procurements of 216 replacement spare parts which.TGMAC had
purchased without competition from the mannracturers vho supplied |
the original equipment. _ | _

A 1list of 48 of the above 216 parts was submitted to TCMAC
personnel with a request that they determine (1) whether complete
data was available, (2) whether the Government had unrestricted
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rights to use the data, and (3) whether the parts were s
for competitive procurement, assuming availability of co
technical data with unrestricted rights., TCMAC personne
us that it had complete data for 26 parts and incomplete?
data for 22 partsj that its records showed that the Govew”_

of complete data and unrestricted rights.
Following the completion of this part of our exnmination,

Commanding General of TCMAC advised us that, while the information
referred to above was undoubtedly correct, it was susceptible of;

misunderstanding, particularly if taken out of context and used,as-

a basis for general conclusions regarding the- availability of an
adequate competitive package. He also gave us a general statement
of TCMAC methods of operation and policies and called our atten-7
tion to several factors which he believed to be important in any
consideration of the ‘need and opportunity for competitive procure-
ment. o ' o | '

He informed us in essence that (1) the Department of Defense
has progressively decreased the amount of engineering data which
the Government may request from a contractor, (2) that drawings
and other data available in his Command are confined, for the most
part, to those required in the operation, maintenance, and supply
support of aireraft, (3) that his Command has not in all cases
maintained a currsnt file of shop drawings, in-process drawings,
work specifications, or other detailed data of liks nature as to
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methods of manufacture, (4) that what the Government bought from
the prime contractor in regard to drawings and specifications was
the responsibility of either the Alr Force or the Navy and the
Army has little inrormation on any limitations or restrictions on
their use, (5) that his Command is not in a position to furnish to
a potential new source the complete engineering data package as ,
the prime contractor oan do with a subcontractor, (6) that his{éen-
eral practice has been to procure from the prime contractor pecul-
iar parts of specific aircraft and engines since.only.prime con-
tractors can reasonably commit thenselves to production of a peré
timular part on the basis of a general statement of what is wanted,
‘and (7) that notwithstandihg'these'conditions his Command has mede
continuing efforts to find alternate sources for items with partic—
- ular emphasis upon those parts which'seem-inordinetely expensive.
We belleve the chenges.in DOD policy were intended to elimi-
nate requirenents’for-enéineering"dsta which was not needed for
Government purposes. We are not aware of any chanée'which re-
stricts the requirement'for technical data adequate for use in re-
procurement and,'in fact, it is our Opinion'that changes during?re-
cent years have been intended to more clearly define.the need for
complete and current data and to'unequivocelly state.the Govern-

ment's rights to unrestricted use of technical data applicable to

military equipment. !

We have not attempted_&uring this review to develop informa-
tion on any aspect of the military services' need for and use of
contractor technical data in the operation, maintenance, and sup-

ply support of'military'eQuipment; We must assume that "supply



support" as used above excludes procurement of repl

parts. Since TCMAC has assumed the responsibility?

its replacement spare parts, ve believe that it 1is essen
the drawings and other data available be augmented toathe
necessary for procurement purpoees. ’(

We have been informed that in research and development
tracts and in production contracts requiring development;i
current policy of DOD to require contractors to furnish‘
including manufacturing drawings and specifications. wefun e1
stand that the unlimited-rights-in-data clause currently"pre
scribed for use in defenss contracts is intended to requirn ful
compliance with this policy. B

We agree that the technical data which contractors are r.
quired to rurnish and the rights of the Government to use thii
~ data are 1argely determined by the ‘provisions of applicable con-j
tracts. It is our opinion, however, that, since TCMAC has assumed
the responsibility for procuring its own replacement spare parts
for equipment supplied under Air Force and Navy contracts, it is

essential that all data and rights information be readily avail—;'

able for use in TCMAC's procurement programs.
During our examination at TCMAC we learned that during the

last 4 months of 1960 some 1,100 sole-source items of materiel

were analyzed to determine their suitability for competitive pro-

curement however, only 40 of these wers determined to be appropri-

ate for future competitive buying. _
'In commenting on our ‘findings, the Army furnished uS'withﬁae
report dated June 1, 1961, on the accomplishments of "Project




BREAKOUT" which shows a conversion to eennétitivéfp?
190 of 3,700 parts which-were reviewed'durihg:a.fecen
9 months. o o .

During our examination we also determined that 3h
L8 spare parts discussed earlier were applicable to e
nished to the Army-under Air Force contracts. we\ﬂound
Air Force Central Drawings RepOsitofy athrightfPatte}g
Force Base had complete and current;technical data fbffaa
3% parts and that there were no restrictions on the]GQvéf?
rights to use the data. | . RN

On the basis of our examination and of the informatio_
nished by the Commanding General, we conclude that TCMAC d
have an adequate file of technical data and that it will b nece"
sary for the Air Force and the Navy to assist the Army in 99 t=
ing this deficiency before the Army can aecomplish any'éueeﬁén
increase in the competitive precurementaof aeronautical répiée

ment spare parts.
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1ieve also that the maximum practicable use of competition inFGov—

ernment procurement programs 1s fundamentally soundrand willz
mote efficlency and ecoriomy in both-Government and induetrjl;}: -
ther, it is our opinion that the unsatisfactory conditions-ofﬁlomg
duration which continued to prevail in the miiitary serviceafrréii

ceipt and control of contractor-furnished technical data at the

time of our review were clearly indicative of a lack of any re
interest in the use of this data to maximize competition in thefhv
procurement of aeronautical replacement spare parts. In the ab-1

sence of a concerted and major effort by the military services toé
use the contractor-furnished technical data in their procurementff
programs, it is unlikely that the data and ‘related Government }
rights can ever be effectively managed, although the- Government

will continue to accumulate millions of costly drawings which aref

not considered to be adequate or usable for procurement purposes{f

In view of the above, we proposed to the Secretary of Defenee

that: -




1. Immediate steps be taken to reverse the current practice

"~ of routinely using negotiated noncompetitive contracting
without real justification, rather than relying upon full
and free competition to assure the Govermment's obtaining
the best avallable products at the lowest prices;

2, Immediate steps be taken to correct at the earliest pos-

sible date the unsatisfactory conditions which exist in
the control over and use of technical data in the Air

Force, Army, and Navy;

3. Contract terms providing that the Government receive com-
plete technical data and unrestricted rights to use the
data for all Government purposes be vigorously enforced;

4. Regulations of the DOD be revised to provide specific pen-
alties against contractors who fail to furnish on a timely
basis the technical data required by contractsj; and

5. Regulations of the Department of Defense be amended to pro-
hibit the use of open contracts for other thsn emergency
procurement of urgently needed supplies.

AGENCY COMMENTS |

The AesiStant Secretary of Defense (Installations and Logis;
ties) in commenting on our findings advised us 1n a letter dated
August 9, 1961 (appendix IV), that the Department of Defense is in
complete agreement with the underlying premise stated in the re-
port "that the maximum-pmacticable_use of competition in Govern-
ment procurement brograms is'fundamentally sound and will promote
efficiency and economy in_both Government and industry." He said~
the military services recognize that they are not at present ob-
taining competition to the maximum practicable extent in the proé
curement ef aeronautical.replacement'spare parts and that they be-
lieve there are substantial cempetitiue opportunities in other
areas of-militarylprocurement that have not yet been adequately éx-
ploited. This is considered one of the major problems in defense

spending today, and a primary goal of the Department of Defense is

43

i



to minimize unnecessary noncompetitive procurement whereverfi£?§§L

curs. | o
The Assistant Beeretar&'e comments regarding our prdpdséie

are indicative of a complete understanding of the problems ine_ ‘
volved and an appreciation of the difficulties that arise 1n their
solutior, With regard to our first proposal, we were advised that,
whatever the situation may have been in the past, the wide ranggfr
of programs now in effect and the additional measures undereceneia-
eration by the military services to accelerate progress make itf
evident that the routine use of noncompetitive procurement is
clearly not the present practice. o

| The Department of Defenee"recognizes'the ﬁnsatisfactory cenéi-
tions which exist in the control over and use of technical date as .
a basic problem and, without doubt, as one of the moet intricate’
and difficult problems confronting management in the logistics N
area today. Since competition is dependent upon the ability of'f'
the procuring activity to describe adequately the items being pre-
.cured, success in obtaining, controlling, and effectively utiliz-
ing technical data is a critical factor 1n DOD efforts. to achieve

a major advance in competitive procurement. Until data invento-
' ries can be converted into a system thaf_promptly ehd effectivelj
responds to procurement needs, progress will be seriously impeded.
Bince the time of earllier GAO reports on the subject in 1959 and’
1960, programs to alleviate'this.situation have been initiated and
the results have been encouraging. However, major problems remain

that do not lend themselves to a quick solution. DOD has
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instituted a number of projects to develop the additional measufé;f

N

needed to increase control of this area. N

With regard_to_our_third‘and fourth proposals, the Assistanf
Secretary advised us that DOD fully agrees that there should be -
vigorous enforcement of contract terms regarding the Government!é
receipt of and unrestricted rights_fo.use complete technical data
- and that there should be specific penalties against coﬁtractors _
who fail to deliver technical data on a timely basis. Appropriate
“contractual provisions and other measures are being devised to sup-
plement the procedurés which are already in effect. The underiy—l
ing problem is the need for a clearer understanding wiph'indﬁstry
as to the righfs and interests in data and for a more efficient
means for speedily detérmining these respective rights and inter-
~ests as between the Government and prime contractors and subcon-
tractors. The Assistant Secretary considers_that DOD Joint ef-
forts with industry to develop a solﬁtibn to this problem are well
advanced. | | - o

In dealing with our last proposal, the Department”of Défense-
recognizes that measures are necessary to insure agalnst the mis-
use of open contracts. Therefore, instructions have been 1ssued ‘
by the military services requiring that, before any part may bé
bought under an open contract, it muSt_be'separateiy evaluated to
determine whether competitiVe procurement or procurement from
other than the original source is practicable. To insuré uniform-
ity, requirements to this effect will be incorporated in the Armed
Services Procurement Regulation. The Department also believes |

that, in addition to its use for emergency procurements, the open -
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bers of orders which neceaearily mst be- placed with thef:
tractor over a period of time. B

‘The Assistant Becretary atated that 1t 1e not possible
this time to estimate with any degree of accuracy what th_
mate potential is for competition in the procurement of aer'*
cal replacement spare parta. There are undoubtedly 1arge f
of items of a nonoritical nature that may be cpened to comp
without the scrupulous, time-cqneuming,and costly evaluations that
are necessary for the more critical items. Taking into conp; Sy
tion the probleme to bde dealt with, the Department of Defense b
lieves that a realistic target for the near future would be- the
achievement of competition in the range of 30 percent of total *;;?

dollars.




SCOPE OF REVIEW

The purpose of our reviev of noncompetitive procurement of

aeronautical replacement spare parts within the Department of:
fense was to determine whether the military services eolicitedscom-
petition to the maximum extent practicable, and to the extent fea-
sible, to determine the effect of competition, or the 1ack of com-
‘petition, on prices paid by the Government. The review included
‘an examination of selected procurement transactions at various pro-
curement centers in the Air Force,“Army, and Navy, ‘and reviews
were.also conducted at selected contractors' plants. Our field_'
work was completed in December 1960 and covered procurements made
during 1958, 1959,.end 1960. Militery organizations visited during
our review are listed below.

Alr Force

Headquarters, Air Materiel Command Wright-Patterson Adr
Force Base, Ohlo

Middletown Air Materiel Area, Middletown, Pennsylvania

Moblle Air Materiel Area, Mobile, Alabama

Oklahoma City Alr Materliel Area, Oklahoma City, Oklahoma

San Antonio Air Materiel Area, San Antonio, Texas

Warner-Robins Air Materiel Area, Macon, Georgja

Dayton Air Force Depot, Dayton, Ohio - . ' |
Boston Alr Procurement Distriet Boston, Massachusetts !

Cleveland Air Procurement District Cleveland, Ohio
Dayton Air Procurement District Wright Patterson Air Force

Base, Ohio
Selected Alr Force Plant Representative Offices

Army
Transportation Materiel Command, St. Louls, Missouri

E |

Bureau of Naval Weapons, Washington, D.C. :
Aviation Supply Office, Philadelphia, Pennsylvania
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. Rubbing saal

Gaskot

.Blade, neat.ng @lement

Relay, solenoid
Relsy, araatire

. Blectrical frequency metéi
. Relay, solenold
. AMrcraft fuel tanx

do.
do.
do. -
do. -
do.
do.
do.
do.
do.
do.

do.
« Cylinder assembly
. do.
. Actuator amm
Belt

- Oasket

Lack
wWasher

- Thermocouple and leéad assembly

= Shel) assembly . .
» Washer-key

« Tank aassembly

do. .

- Catch assembly

34. Hinge, sub B8sembly

can assembly
do.

+ Harmeas assembly
- Clamp assembly

+ Tip adsemdbly

+ Can assembly

- guard asseadly

» Glasn assambly

. do.
« Trunnion extension
. Bracket, bolt

do.

do.
Castle nug
Velding rod

- Bearing

Rose whoel pistom rod

« Cylinder apsemdly
« Spacer
S4. Armature

+ Turbise and pinion shatt
+ Shaft and gear

» Helicel gear .

+ Gear case asseably

+ Cooling air shroud sssemdly

Pedaral stock’
r

m——

1610-570~-2145
1610-507-2979

1610-507-2971
1610-5.13-3%8

5945-500-5695
594 5-578-2481

0625-578-5853 -

5945-501 -5395
1500.524-2580

1500-512+1345
1560-512-1145

BORCONPRTITIVE PRODCURENENT OF SPARE PARTS
CONPLETELY RANUPACTUKED EY SUBCONTRACTORS

25,620

69,6

lzn_“g 1ba,
*138

294
16.300
27,832

325

114
462

2
136

.22
1.17
40

n
2.49
1%‘3.70
28
35.28
119.74
274.83

3.495.23
"371.55

$

A -— 1

11,000.00
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NORCOMPETITIVE PROCUREMENT OF SPAHE PARTS
CONPLETELY MANUPACTURRD BY SUBCOFTRACTORS (coutimued)

DEPARTMENT OF THE AIR FORCE (cantipued)

Contractor
Paderal stock Quant1ty et toummet . _Spemtmctor prics | _ Biffemescsunprice oDoarces
Part name number procured —_—— — S— 8 ' 1—01- - : 2
== ' . .46 19.945.87 . 10,199.1
ud assembl 1650-622-0270 o 100 $ 0143 ' 20'1“5 % ¢ lg.ﬂ ' 9. 2-99 M.g ' 3.“3. 3 2
€1. Turbine wheel shro ¥y 1650-622-0272 ‘1‘2; 123.;12 é%legg o5 18125 7 o o2 }g 2
. . X . 2 o 3 . » - » -
L i, e g -y gms £F  §EI @R 2@y f
54 ; B . o 1201, o
€5 Cacling air inies manifold %g;g:gzg:?,ggg 1‘1232 _ 1.2 i: 5-24 -33 : gggg -3 1.09.3 3
. Spri " o 1.4 X - . . .
57 estasor IS stz 38 028 __ e eld 2357 w3 _ e B8 S
5. spiger : 3.852,503.59 2540,779. 38 2 26
~otal, Air Porce ) ) . o
DEPARTMENT OF THE ARNY ' : . ' .
6610-604-0146 8 945 8,406.05 70,50 6,278.50 23. 2,131.55 3
31.00 4,650.00 10. 1,627. 1
©9. Gage i 6620-674-2785 : 150 .85 6,277.50 s 3 Y
T Dare e Air Bewp cAge garwin 1560-573~2085 : 1,10 9% 1,091.95 2000 x,000.-02 % N g;'gi 2
71. Duct . o . 39,01 5 3.0 o » . . » .
2925-691-5670 138 - ’ - " .33 916, 1
15 RiErier asasany BEhEm o -3 vas. .03 e
T4. Arrow uaenbli' 1.00 19,635.00 1
aAirplane mocoring t . . 24,582, o » -
B B == S S B = W ST :
75. Rod, airplane nooring anchor i;ggjgg-%m 5:622 . 2,81 © 14105 42 2.00 13,284.00 1
77 Preperter o 1610-240-0835 20 198.59 3o 2% 3735 1
78. Propeller assembly ' 1610-517-0199 A1 e3ss 11,7%0.03 5121 5,013 1
79. Screw Jack assembly 15&_0"652'9262 B'gg : b3 s 7-05 3,877.5%0 1
8. Exnaust manifold tube i?gg:glg:f,gggs et 1060 N7 e 85.00 21.540:00 1
1. Mooring kit - N l.:]_ .74 .00 » .
8o, Quadrant : gggg:g;gj{g o :3, igg.ze _ . 5,1%%,38 88.00 4,136.00 }_
23 o 1550. 62B-5364 ' 53 313,93 16,638.18 137.50 7.27.30 1
B, Cluten | 1560-928-535% 1% 7.9 R813-08 = '3:307:00 1
84, o : . 1560-628-5354 7 . ‘e, 33 .76 2.253.54 1
ggs Umvem; Joint kit %ggg:ggg:gggg 1,300 23:96 7;:%3.35 5%.25 43,878.67 g
8o, i85 1560631 -4ko3 1 6,351.00 .351.00 3:228.00 "343.20 5
55, Trensaission : 1560~691 <4453 B s.ygog. 5 uv.sn.gg 3, 51.90 2303 4
ga; Cesruox 1300-673-330 g 1us:8s Ay geE P 3
2. Blade assembly 1560-654-6952 3,8 .‘2‘1‘. nl1, R e EiPYS :
94. Gear box sssembly 1560653~ ng 221 373:81 82,612.01 210.00 46,410,00 :
827 pund coiy” . %03 13 2.8 6.324.00 12.0 3,667.%0 3
& seagire | 310.5%-8359 s s 13.909°85 0.3 S i
;gg': Wansford N Bi0-209-733 3222 a8 -§:g§:5o 272 e H
;gé Bearing élioi’gﬁ;:gge 2&5 lﬂ:gg -322'72 ’%:0.1 }_‘ :71 i
i T e - ae I B A :
s - ~0! - . :
105. countainer, reussble 8115-670-2985 23 . 536.90 12, %48.70 455.00 }8"‘5,23 1
1o o 8125-634-7327 - 3% 356.36 12,328.96 302.60 <4 1
107, Beartng 3110-620-2792 - - 253 g2.18 23,321.7 63-.01 220 2
108, Cell asseabdly 1560-028-1015 . 12 - 3i5.78 © 3.789. - £16.00 * 3500 3
109, do. 1560-028-1020 . a - 30702 7,38.8 210.00 R 1
110, Amplifier 6680-575-1127 Ty 160.34 ] 7,054.8¢ 207.76 2'773.76 Y
1117 Bridge : 6680-341 4 S an 93.79 4,126.92 8.0 2399, o
112. Relay 5821~32i-0342 - 68 9%.27 - 8.386.10 79 3°810.08 1
: 113. pynamotor . Number -not available g 93.26 g.m.as 62.68 2’880 %
; . 14 section assealy 2990-025-6127 o N gg-g"g ,'3'5’2 gg'g . 5,33.% X
i T % : S0%0-00 2173 & - 85.79 3.514.92 37.50 e 2
e bbBmes g Eo4E  iEE B imE 3
H . - - » . 1 - .
g" g TS, - 31107585583 100 55:29 55.63 . Hies . gm0
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DEPARTMENT OP THE ARMY (continued)

part name

120, Strut assembl,
121. Spacer
122, Boot aasembly
123. Plange
124, Bolt

Total, Aray

DEPARTMENT OPF THE NAVY

125. Seals:
120. bearings
-127. Bushings'- .
128. Puel strainer
129. Clamp -
130. Pue) strainer
131. Bearing
132. azdapter X
123. Piange
134. Piston rings
135. Busnings
130, Ring
137. End bar
135, Bushing
135. Flange
140, Bearings
141, Bushing
142, Guide .exchange valve
143, oaskey
.144, Boit
145, €lip
i8c. Bushing, mag. drive shaft
147. Snap ring
148. Bolt, accessary drive pad nut
149, Taba.ar rivet
150, Bolt, hex-hegd, driiled
151. washer
152, Gasket, rockér box cover
153. Cylinder asgeably :
154. vane, turbine

. Biade 28semtly
. Guide
. wasner

Bearing, flanged

Blade, compressor
Probe weld
Bearing, flanged
Housing

- Seal

Bearing

Upper plate asseabdly

Lower plate assembly

Bu;;.l:, combuption chamber fuel nozzle
Cotrer pins

Bushing

Bearing housing

Pederal atock
number

1620-326-6118
1560-508-2876
1560-522-8905
1560¢628-7981

5306~579-0398 _

5330-347 -6942
3110-613-2282
2810-376-3135
2810-513-9008
2810-620-1249
2945-605-8293
3110-540-8486
2B10-600-0966
Bolo-mb-nerd
10-118-

2810-34 3-3@2
2810-333-433
2810-704-9791
2810-651-74 gg
2810-023-62l

2810-062-2503
2310~-4k0-7615
2810-028+4 251
2840-63k -B288
5306-038-2512
2810-479-2104
2310-448-0683
5340-531-8030
5300-522-. 480
5320-080-2382
5300-551-3505
5310-330-2841
2810-118-7090
2840-322-1488
2840-330-53

2340-589-0731
2840-54c-2901
2840-c 52-377'5
2B4D-c52-3778
2840-022-2040

2810-439-9704
2810-215-9912
2540-390-4575
2840-031-6350
3110-629-4108
3110-027-7825
3110-626-9419
1540-624-31 T4
1550-628-3175
2840-442 -0159
5306-688-1903
£315-576-9784
2840-703-9101
3110-586-8301

NOKCOMPETITIVE PROCUREMENT OF SPARE FARTS

COMPLRTELY MANUPACTURED BY SUBCORTRACTORS (continued)

Quantity

grocuz-ed
72
221
419

70
48

9,436

3,500
32,250
26,700

Price to U.S. Government

411.73
¥ 46
6.74
126.47
52.51

ny
n

$ 29,644 .20

14,925.00

13860.00
4:793.00

51,223.06

20,778,480
114,383.27

Subcontractor Eﬂce

276.75
¢ 19.80
5.50
85,00
35.30

sepapase

YESpRaok

win
My
o5

o e
5S8R EEE RO
O RO

SBSRBEARREEL

. DD
88
§H§

1.37
81.45
81.44

—

19,926.00
u 'h,375.80
2,304.50
5,950.00
_1,694.40

n
\V ]

BEEIERES
885828 E5

7,491.16
52,369.13

Difference in grl ce

134.
v
24

R1.47
17.2a

« B3R

$  9,m8.20
2.13_;. 76

. S17.91

2, 16
26,26
--_320,044.88

62,038.14

3The prime contractor provided the subcontractor with $53,745.28 worth of material, Cost to prime contractor was $134,483.98, "Prine's® markup was $73,367.73.

The prices for 1tems 127 through 165 and 1

the fixed-price incentive contrmcts.

T1 through 175 are subject to edjustment, upward or downward, in accordance witb the final settlement proviziona of

Cantractor

sources
of supply
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NONCOMPETITIVE PROCUREMENT OF SPARE PARTS
COMPLETELY MANUFACTURED BY SUBCONTRACTORS (contimued)

DRPARTMENT OF TME NAVY (continued)

. ! Contractor

Fedatal atock Quantity Price to U.S. Government Subcontractor price Difference in price sources

Part name number procured 0 _ITﬂE — Esm' Unit N ESEI - of Supply
2840-691 ~6049 9,889 $ 401 $ 39,654.89 $ 1.09 $ 10,779.01 $ 2.92 $ 28,875.88 2
S:f:i’““‘ e 2840-659-4185 10,677 5.35 57,121.95 l.gg 20,820.15 3.50 36,301.80 8
Locking ring 15-632-6288 - - 10,635 . 1.87 19,887.45 . 8,513.00 1.07 11,374.45 1
Sealed weldmenta 2840-659-4190 - 91 468,39 42,623.49 207.50 18,882.50 260.89 . 23,740.99 3
spring 2840-612-1732 232,500 A1 25,575.00 .011 2,607.00 .099 22,968. 3
Screw 5305-206-9498 27,763 .82 22,765.66 .116 g,ao.sx 19,545.15 5
Seal, bearing 2840-321 -2961 359 53.74 19,292.66 23.89 »517-73 10,714.93 3
Bolt 5326-776-22“5 46,210 45 20,794.50 .1735 8,017 .44 L,TT7.05 %
Bearing, seal 2840-703-454 384 42,77 16,423.60 ”'86 »666. 9,757.12 3
do. 2840-703-454 250 .91 11,227.50 18.85 h,712.41 ,gg5.o9 3
Lead assembly 2840-553-1782 1,226 18.74 22,975.24 8.25 10,114.50 12,860.75 2
. Bearing, ball 3110-678-6413 Sg; 130.60 4,309, 58.79 9u0, 2,369, 02 2
Bolt 306-650-3461 10, 1.21 14,230.19 .49 5,055.73 9,174, 2
" 5306-616-2814 89,121 43 29,722.03 .09 »450.01 23,272.02 3
. Nozzle assembly 2915-632-6443 146 150.99 22,044.54 66.50 2.709-00 12,335.54 1
. Fuel nozzle assbmbly 2915-632-5144 153 227.74 3%,844.22 94.00 154,382.00 ,4b2. 1
Keys : gg‘l's-?oo~5651 1,866 5.58 . 10,412.28 1.9 3,638.70 »T73.53 1
. Clamp asseably 0-535-2087 299 100.07 o 29,920.93 44, 1 .32 16,561.61 1

Total, Havy © 8,82 1.70 2,905,711.48 1,917,820.22
TOTAL ALL SERVICES . $2,516,457.19 $5,975,867.93 $3,340,589.26

The prices for iteins 176 through 193 are subject to adjustment, upward or dowmward, in accordance with the final settlement provisions of the fized-price incentive contrmcts.
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ﬁOHCOHPlTITIVE PROCUREMENT OF SPARE PARTS

PARTIALLY OR COMPLETELY MANUFACTURED BY SOLE-SOURCE CONTRACTORS

DEPARTMENT OF THE AIR FORCE

Part name

Plug

Nut

Ring

Flat washer

Lock

Stop assembly solenold

Bolt

Screw

Electrioal connector assembly
do. -

Pump assembly

. Tube

Begment réng assewbly
0.
do.
do.
Cushion assembly
Segment ring assembly
a

Cartridge asaambly

do. .
Tuba
Cushion asaembly
do.
Adapter

. Support assembly
Linkage "
i} L]

Cowl "

. Fit}ing
]

Curtain assembly
Valve "
Lever

Boot assembly

. Mast " _
. Cable "
. Thermostatic switch

do.

: Alr duct hose

dc.
Frequency meter

. Generator and cup aasembly
. Indicator '
. Magriet assembly
. Sector "
- Solenoid fuel valve asmembly
. Mixirng section
- Pane
- Window assembly
. Throat
. Ring diffuser
. Fl?nge
il

. Coupling half:

do.
Total, Air Force

DEPARTMENT OF TILE ARMY

9. Mount assembly
60.
. Decal set

Elaevator assembly

Federal stock
]

4730-203-072
5§o—oaa-2s g
1 10-63
5310-2 6-3103
1610-506-7689
1610-~-586-8852

1610~507-2862 -

5305-349-7666
1610~566-2486
1610~566-2487
1610-536-8266
1610-304-5148
1560-123-2423
1560-123-2423
1560-123-2431
1560-123-2432
1680-397-0609
1560-123-2424
1560-123-2424
1560-041-4290
1560-0%1 <4290
4710-032-5619

-1560-122-9762

1680-388-8419

'1560-180-9#3;

1560-196-38

1560-600-2405
1560-600-2406
1560-320-6774
2915-215-0859
1560-560-5167
1560-673-8612
21650-570-711h
1620-628-2983
1560-560-5246
1560~092-51447

1560-092-5448 .

5826-557-4364
1560-307~3402
5930-296-5770
5930-296-5769
4720-606-~95u48
L 720-708-0407

-6625-1:81-0893

6680-671-4866

" 6610-515-6180

6620~708-2688
29506-303~-2981
4820-032-8120
1560-040-9666
1560-198-7097
1560-097-1557
2915-211-5024%
2915-037-9986
2915-627-4773
2915-627-4773

4730-541-~1332

4730-541-~133k%

1560-5606-5880
1560-673-2087
?690-591-0678

-8082

Quantity
procured

APPENDIX II

P e
ﬂh:g Tatal
b, 7h 14,220,00
o P 13,192,80
5-83 20,h02,00
1%.17 egtoeo
97.89 7211 .80
21-37 10,89?.00
8 1 19,294,10
+90. 32,02..00
9-03 %G,'.39.80
131 . 26,,296,,00
uL68 R
6
. 7.50
75.1% é;hlé.éo ~
24,90 10,&8;. 0
59-"0 19' 8|.|§
61.35 12,393.35
10.50 15,271.3y
1.ko 12,676.80
W3 hhek
2l.30 g:oaqlﬁo
9.20 4933.20
26.03 1,215,6
16,90 3,373.2
1607‘* 7')310.83
48,05 1&,3;3.57
i§:3% 1100,48
h3.48 4696,00
gl e
51§:3§ 3:87»:3h
3 .oo 18'6lf5.00 .
323.51 7,370.20
40.21 3,900.37
45,30 11,325,00
12.77 El,o?o.oo
10.81 ,240.00
7742 3h,839.00
40.2¢ 377,880.00
178.29 606, 361 .29
210.34 6% ,205 .40
85.75 25,725.00
10.79 30,827.64
Y.63 6,667.20
10,27 32,864.00
3&2.87 33.28?.38
0.7k 3-?90- ?
187:95 NUCRY
2.93 ’018.50
2.65 agl
1 001 1 7363'87
16.39 183 ,345,71
29. 5 116'02:}:.00
30.85 182,01%,00
€ ” 2
181.25 5,800.00
309.80 6,505.80
46.35 6,628.05

53
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NONCOMPETITIVE PROCURKMENT OF SPARB PARTS

PARTIALLY OR COMPLETELY MANUFAOMBD BY 8OLE BOURCB CONTRACTORS (contl.n‘lled)

DEPARTMENT OF THR ARMY (oontinued)

Eart_name

Decal set
Motor csnonbly
8tack

Drive ' .

-Daet "

Harness assembl

u’;ontor lll ‘ly

Phnol annonbly
goa{t/b spring
} 4
nonr vindnh:old assembly
Left-hand cowl ass
Seat assembly
Hose

« Alr box nasolbly

Jumper

. Pane
. Bection nssolbly
+ Pedal

Cover assembdl

. Shroud asaembly
. Link » .
. Shaft "

Door "

« Fitting

Cover naaonbly
Hose

Total, Army

TOTAL, ATR FORCE AND ARMY

Federal atock
Dumbor

22321553:8‘;33

1560-221- 055

" 1560-629~ '
1560-672 5%72 :

J1560~33

-0762
8340-633-1001
H720-633-0951

Quantity
Rrgaursd

$3,183,764.28 -
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COMPETIZIVE PROCUREMENT OF SPARE PARTS

DEPARTMENT OF THR AIR PORCE

Pri proposed or bia Previous sole source's
e evious sole s —Source recelving guard bid ezcoeded av
Pars name T mber T received Quantaty Tnit Zatal B s m:é 22 s J:.&o 36 § :—t::z 8
R 3 . 1. 19 4 . - -
- ok form pasts kit Mow  1610-771-0221 2 618 §. 7215 $ 1L4,588.70 2 8:;0.00 57100000 555.00 11,100.00
. wock forz pacts 57459 2 20 3,405.00 68,100.00 , £ k2 I 5. 549.82
. Canopy assemtly - 136060072 3 102 596 .12 60,600.2% 2391 339 54.29 10,585.55
. amrunition box assembly igg;gg}:eﬁ; 2 135 594 .00 115,830.00 539-71 123‘%&%’33 1 323563
T ;- BT S R 3 TER 2 iR
G o 5310-208-9262 io 2690 s 2,142.00 . szz.;o 1 1,:;32.%8
- Bolt ' 333835%1122 9 8,925 22 20,0825 187 16,080.75 . 3% i
. Clamp : . . . -
. Tube assembly 2 ”°'3“°'2°§2 g s gg}) : 1485 .18 uﬁ.ﬁo 32 3 gg'oo
- Bolt 1300-caa ek 27 1,000 6.90 690000 3.68 300000 09 10,900.00
 Bomb avor pin- 15570077 18 10,000 1.2 12909 2% 2+500-00 42 6:g3°-°°
. Bomb do . . . . °
i3 sasher _opan 12:338 220 119151%.‘63 w0 Fceted e 13366897
- bom B . -328- 8 653 . 2045.0% . 8 .23 26,93%.
. Fuel cell cam 1560-328-6697 2 118’125 5 4087361 2 13,93 .zg &3 il 0o
6. Fittirg _ 1560-335-5153 - 2 ’ ‘L2 8769840 .92 2,318, -3 16,380,
. Vortex generator _ 1560-33‘“53‘3 }O _ E’ggg Z.“g 16:332.?0 .16 676.oo 2-& pgg-”
. Stud (pack ofbi), gggg-ggg-gg& 5. 10 1,430 L.k 6’3%6-'88 - 1.22 g.g’gg-m : 1760.00
- Bracket assem 800-6L1~ " 11,000 .28 3,080.00 - - 163.04 10.23 25,152,.71
. Packing (seal) . 2840-641-6711 . et 11 271315.95 .88 2,163. ) 235
. Braci bly 1560-210-8612 25 2,45 . Y075 17.85 355.00 42 12,720.
[ Discomect assemdly lmoisiole 21 v, 389 15:53. 71%’32 55 7.76 381283 60 & a8
3. Lateh L R o 51973 2.02 11,673.58 1.18 ¥ 247 27826
. Packing 330-229-9337 : 0 - 2.59 8 - o . .95 565.
. Boit 5306-266-3930 10 3,17 2-29 2e-sh 5 89.3 ‘9 , 650
S Mooy o 55 9-63 5 2672 i 1,325.85 84 10707
" 3 113 1,268 9.36 11,836.61 . -89 95795 4,29 16 Z}JS-”
C ot ' ittt J 3,845 7.%0 28)453.00 -0 g LA -16 5,313.00
. Val ’ Yol ? ° - . - °
. G:n:;atcr assembly 1560-312-9538 % 337g°g s'g% 20'13(-;:00 1.38 ’176-00 :-%g 6.138-00
. Flate . 1650-6 g'goi 3 200 39.46 7,892.00 8.77 %!gzza"zs 26‘55 26.089.70
| Shart : 1560-306-6513 3 1,586 59186 94193796 L3 b1 68,0:8.28 : 2:97+.30
. Flap assembly . 1560-345-2075 3 >e9 423.40 24,133.80 283.50 16,159.3 .81 3166631
. Wald " - 1560-327-0293 1,451 65.49 95,025.99 L3. 2373- ). 14,222.30
5. Tuoe " - L3e0-096-w13? 2 7990 810 167236.00 11.63 11,513.70 77 og2a-20
. Tube 2840-210-6048 928 - 52 84200.96 - 195.00 48,360.00 _ 14k, 52 %E'l. o
Shaft assembly : ig;g-?ig—ﬁ’;é\; g on1 510 _ 33?,'36 2877517.60 .87 183,081.06 ”" 10%,1436.5%.
4 - - L] . -
| Tereer Slement 1660-768-2133 2 w26 29.91 12.742.80 22.63 9,555,18 3.131.62
. _ 812 ,740.99 ~3318,293,28
Total, Alr Force 1,351,494%,33
DEPARTMENT OF THE RAVY : 457.05
: . 1,648.50 3.13 2,397
Safety lock. 1730-614-0721 10 785, ©5.23 4,105.55 f.lg 31856.50 ° 6.87 S.Bg;- 9
8 11.37 . 9 3,167.81
round safety lock 1338’232‘3’5‘5’ 2 - 176,32 9)048.16 10.95 13v8%0-3 2 x 4 {67
. asgembdl. . 626~ Al - N . * .
Grownd sarety lock - 1730600390 10 127 15.22 1024373 20 "797 40 W37 1,u89.32
. Hydraulie fivting lﬁgg-tgg-gggg lg. %5 : 2.3-25 1:511'25 647 ggg P igd 1:703 4
. Adapter . 120-659~ . . . 2,837. . .
- siceve 2 5-37-7900 4 A % 39l Fiae S 1,323.00 i9.10 2,651.%0
Valve assembly 1660-602—8700 3 73. 5 3,73‘)'.75 1.15 2'63' 55,10 o .55 g
. Extensometer 1610-214-599% 2 19 199'50 *951 00 229.15 . . 87.85 2 . &=
. Bushing 1610-214-6011 2 317-oo 7,970.00 576.60 5,766. R 28400
. 011 sump 1610-215’?-60&9 2 }0 797-00 131 28’00 579, 10, . 9%.00 %1 .8 g
- tpena] 1610-a1nme0%8 2 i 373.0 15,448.00 381.30 12,964-20 1%5:28 '8iB.25 4
-P;:Eure iglg“‘dzs"gzzg 2 i3 321.00 4,173.00 255—75 31321'.'.6 o os 6 60 L
_ changad to 4920-347- . ’ 5,55 . - 3,515.) . N . i
1610-142-7833 2 28 130.50 3,654.00 _ 125. 239, 11.2 0.6
| Pirture 3465-302-5379 2 % 3500 720.00 ] 3.1 739.36 . ? ' =
: _ : H

e L s
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COMPETITIVE PROCURKMENT OF SPAER PARTS (ﬂﬂ—)

PEPARTIONIT OF TEB NAVY (continusd)

”»

- Federal atock of bids
Part name puRbezr © ressived Quantity
Tezp. . .. . -2 2 3 s 00 § 405,00 ] e ¢ 29, $ 735 12,
§Z o..-h"' WM 2 2 3 . 162.75 : szs.g iz.g s 124,
. Pin ) 51&-21“-593% 2 1 35.& 70 -z 186.67 8. : ﬂ.a
- irench 5120-302-53 2 8 g. .00 Oh 208.32 X 2.
8. Insertsr £120-341. 7 2 8 65 X ] 160, .8 61.20
61. Puller o 2 ﬁ «20 zgm-“ o' 1,950.59 g:a m-g
62. Indicator 2 199.25 » o o 2197 .60 ao
63. Bushing © 1610-2) : 2 v 395. 71500 .28s., »,693.67 10909 1,881,
g B ; o " i hE -
§3. wreg © 5120-566-3b7% 2 12 o] 1,102.20 6.5 296.00 2%.35 <20
67. Enclosure for gas . S )
6 turbine ;mnuor : 2995-523~0225 10 100 3,200.00 320,000.00 2,119.58 a11,958.00 1,080.52 108,002.00
« Enolosure .
o, phim Semsessor 29955230225 10 9 3,200.00  288,000.00 2,078 186,36.20 1,122.82  101,09.80
. [ an DBoL: .
7. ATentp lll:l:iloy. e ..1:5&:ml ".e“;a_'g-ﬁzf 3 "1 ¥pierao ?qu.oo %2,37;3 ﬁzg.oo _ 33,?%.: ?z: .
72. &, - . 1560-658-742% . 3 - 3 367)167.00 a501, 329) 882, 26hs, :zis: T
Total, Bay . ' ' 2.810,697,06 2.292,118,41 1,09, 920.65
TOILL, ATR FORCE AMD NAVY $2.62.090.08 . $2,923,859.36 - $2.290,332,9




APPENDIX IV

ASSISTANT SECRETARY OF DEFENSE
WASHINGTON 25, D. C.

INSTALLATIONS AND LOGIES

CF
UGy 1958

Dear Mr.'COmptroller General: a

Reference is made to your draft report dated April 21, 1961 on
the Review of Noncompetitive Procurement of Aeronautical Replacement
Spare Parts within the Department of Defense.

Beginning on May 2h 1961, in testimony before the Subcommittee
for Specilal Investigations of the House Committee on Armed Services,
the General Accounting Office presented its findings and conclusions
and reviewed a number of the specific items listed in the report.

The hearings continued in the latter part of June and early July with
testimony by representatives of the Department of Defense.

Since our position and views on the detalled findings and con-
clusions in the report were spelled out in the hearings, they need
not be repeated at this time. In response, however, to your request
for comments on the draft report, we think it would be helpful to
state briefly where we stand on the issues raised and what actions
we propose to take.

First, we should like to give you our comments on each of the
five recommendations contalned in the report.

Recommendation No. 1 is that "immediate steps be taken to reverse
the practice of routinely using negotiated noncompetitive contracting
without real justification, rather than relying upon full and free

competition to assure the Government's obtaining the best available
products at the lowest prices.'’

The Department of Defense is in complete agreement with the
underlying premise stated in the report and reiteraled in the hearings
-that "the meximum practicable use of competition in Government procure-
ment programs is fundamentally sound and will promote efficiency and
economy in both Government and industry.” This we regard as axiomatic.
We recognize that we are not at present obtaining competition to the
maximum practicable extent in the procurement of aeronautical replace-
ment spare parts. Furthermore we believe that there are substantial
competitive opportunities in other areas of military procurement that
have not yet been adequately exploited. We consider this one of the
major problems in defense spending today and one of our primary goals
is to minimize unnecessary noncompetitive procurement wherever it occurs.

s
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We can eey, homr, that wha.tever nmay have been the .
situation in the past, the routine use of noncompetitive procurement
is clearly not the practice today. This is evidenced by the wide :
range of active and effective programs that have been put into efrect
by the military departments. These programs and the additional =
measures that are being considered to accelerate our progress are
discussed in the enclosures to this letter.

Recommendation No. 2 is that "ymmediate steps be taken to correct
at the earliest possible date the unsatisfactory conditions ch RS
‘exist In the control over and use of technical data in the Air Force,

and \ . : : ] -

This is & basic problem and, without doubt, one of the most
intricate and difficult problems confronting management in the logistics
area today. 8ince competition 1s dependent on the ability of the pro- R
curing activity to describe adequately the items being procured, our
success in obtaining, controlling, and effectively utilizing technical
data is a critical factor in our efforts to achieve a major advance in
competitive procurement. Until we can convert our data inventories
into a system that promptly and effectively responds to procurement
needs, our progress will be seriously impeded.

We can report , however, that here also eigniﬁcant proym _
are in active operation.. We believe you will find on reviewing the
enclosures that encouraging progress has béen made since the time of
your earlier reports on this subject in 1959 and 1960. However, major
difficulties remain that do not lend themselves to quick solutiom.

We have instituted a number of projects to develop the additional
measures needed, but it will require the application of the most
advanced and mgenioue devices and the most skillful management and
engineering techniques. to.enable us to achieve and m:l.nta.in contml
over these rapidly growing mounta.ins of paper. :

Recomendations No. 3 and 4 are that "contract terms providing
that the Government recéive complete technical data and unrestricted :
' ri@s to uee the data for all Government purposes be vigoro@ L
enforced, and "that regulations of the DOD be reviewed to provids S :

specific penalties _against. contractors who fall to furnish on &
t basis the technical data required by contracts."

We fully concur in theee recomendet:lons and a.ppropriete
contractual provisions and other measures are now being worked out
to supplement the procedures which are already in effect. This ie
a8 problem with many ramificetions which are discussed at some length
in the enclosures. - The underlying problem is the need for & clearer
understanding with industry as to rights and interests in date and
more efficient means for epeedily determining these rights and 1ntereste
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APPENDIX IV

‘as between the Government on the one hand and prime contractors and
subcontractors on the other. OQur joint efforta with industry to
develop a solution to this problem are well advanced.

The lust recommendation is that "regulations of the Department of
Defense be amended to prohibit the use of open contracts for other tha.n

emergency grocurmnt of urgen needed sumliea.“

This recommendation recognizes the usefulness of the open
contract when speedy procurement 1s essentisl. In addition, whether
or not urgency is involved, the open contract is a highly efficient
instyument for handling large numbers of orders which necessarily
- must be placed with the same contractor over a period of time. For
this purpose, the open contract is a money-saver as well as a time-
saver and we think its adventages should be exploited to the fullest.

At the same time, however, we recognize that appropriate
measures are needed to insure against the misuse of the open contract.
Instructions have been issued dy the military departments requiring
that, before any part may be bought under the open contract, it must
Ve separately evaluated to determine whether competitive procurement
or procurement from other than the original source is practicabdble. As
drought out in the hearings, determinations of this nature have been
made for some time but less formally than current instructions call :
for. To insure uniformity, requirements to this effect will be spelled
out in ASPR. The use of the open contract must be effectively limited
to those items which are individually found eligi'ble for procurement
only from the original source.

There are two related problems Firat, the use of the Military
Interdepartmental Purchase Request (MIPR) requires a thorough review
to make sure that this procedure does not contribute unnecessarily to
noncompetitive procurement because of the separation of requiring and
procuring activities and the possible failure to commun:l.cate inform-
ation that would indicate breakout potentialities.

: Second, pricing under open contracts requires specisl review
because of the varying practlices employed and because of the sheer
proportions of the problem involved in attempting to arrive at resson-
able prices for hundreds of thousands of 1tems

The various measures referred %o dbcve in response to the recom-
mendations are discussed more fully.in the enclosures to this letter.
We believe you will find that significant action has already been taken
to come to.grips with the deficiencies discuased in the report. The
problems however are still formidable and will require better methods
arnid more effective coordination of our efforts.

We are organizing a speciel full-time staff to undertake the
necessary studies, analyze current policies, organizations and procedures,
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and assist us in develop!ng m:.'oved. methods for dealing wﬂ;h the
problems that confront us. We should be highly pleased if the 5
General). Accounting Office could also assign full-time people to -
work with us in this effort. We have no illusions about the magni- -~ -
tude of the problems that we face in attempting to ackieve a mJor
increase in competitive procurement. We believe the problems are
difficult enough and the potential benefits in dollar savings and
broadened industry participation in the defense effort are great
encugh to warrant & major cooperstive effort by all concerned.

In undertaking this effort, we will of course bear in m:l.nd. th.a.t
cost considerations, however significant, must be viewed in relation
t0 other vital considerations. In particular, we must take every
precaution to insure that each step in ‘the direction of greater com- =

-petition and cost reduction does not in any way impair the perfornance‘ 3

of the militu‘y mission.,

Enclosure (1) to this letter reviews the major problems that have -: o
to be dealt with and indicates our general plan of action. Enclosureaﬁ_ g

(2), (3), and (4) oontain detailed information on progrems that the

Atr Foree, Navy, and Ammy respectively have put into effect, together

with information on the results that are being obtained. In additionm, -
these enclosures discuss many of the specific procuremamts that were -
revieved in the report and in the hearings, as well as other ma.tters
that directly affect eaeh of the d.eparbmenf,s conoerned..

We shall be very appreciative of receiving your views on the
measures already taken to increase competition. We shall also wel~
come your cooperation in working with us to the extent practicable
in developing the add.itiona.l measUYes nNecessary to achieve our objective.

Bince;rely yours ’

4 Enclosures B S 3 l {0‘“‘4
As stated - ' ' '
3 atet THOMAS D. MORRIS

Assistant Secretap ry of Datense '
Instanations and Logistios '

The Honorseble
The Comptroller General

" of the United Btates
Washington 25, D. C, :




Probleas to be Dealt with in

Achleving Greater Competition

This paper reviews some of the major difficulties that confront us
in our efforts to increase competition in the procurement of aercnautical
replacement spare parts. By defining the problems that need to de mked
on, the paper indicates also the broad outlines of owr action program.

None of the problems are new, although most have became more serious o
as a result of the rapid technological advance of recent years. They have =~
all been recognized and made tae subject of specific measures put into =
effect by the military departments either independently or as part of e
Joint Department of Defense effort. These measures are discussed in = -

enclosures (2), (3), and (4).

. As 18 ev:ldeut tran the enclosures, the programs to increase competi-
tion in the procurement of aeromsutical spare parts are in varying stages -
of development, Some procuring activities have advanced further than others.
The over-all effort, however, is producing very appreciable results. It
will be seen, for example, that a very significant portion of the millions
of engineering drawings in our flles have been reduced to microfilm and put
in form for machine processing; tens of thousands of seromautical replace-
ment spare parts have been subjected to detailed screening within the past
year to determine their susceptidbility to competition, and thousands of
parts have been broken out and competitively procured for the first time.
Although the full potential of these programs will not be realized for same
time, the savings already amount to several million dollars annually.

We believe that the present rate of progress can be speeded up by
encouraging and extending existing programs, by insuring that each depart- -
ment takes full advantage of the most successful techniques developed by
the other departments, and by thoroughly analyzing the obstacles to
competitive procurement so that we may devise and put into effect the
additional measures necessa.ry 'I_;o increase the opportunities for competition.

Problems Beyond the COntrol of the Contract:h;ﬁ Orﬁcer

A thorough re-exemination vill be needed not only of our contracting
procedures but of our logistics operation generally in order to isolate

the many factors which are beyond the control of the contracting officer
but which have a bearing on our ability to purchase competitively. For
example, the report discusses at length the problem relating <o the acqui-
sition, control, and effective use of .engineering drawings and other data
procured from contractors.  The persistence of this problem undou'bted]y
constitutes a ma.jor impediment to competition.
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§ggc1ﬁe Pro'blems in Achievigg Cclnpet:ltion

We recognize that our present evaluation of the problem_ that_
cussed belov is preliminary in nature. This evaluation will undoubtedl:
be revised ss our studies continue and more experience is gained
application of the programs that we are putting into operation. As
ceed wve will learn more precisely the extent to which these problems: re
sent inherent limitations on how far we can reasonably go in incressing
competition and, conversely, the extent to which these problems can be
effectively dealt with and resolved. o _

The mta. Problem: (1) COntrolligg tha Data

The pertinent t:l.sures give some mdica.t:l.on or the scope of thai' __jt
problem. At the present time there are an: ‘estimated 50 million draw:l.'
the system, 13 million of which apply to aeromsutical parts. Large quant
ties of these are obsolete or incomplete and must be segregated from those
that can be used to mest current needs, The drawings vary in tomt and
detail depending on the source and the purpose for wvhich they were prepared
- A portion were acquired to permit reprocurement, but the bdulk were designed :
to meet one or more of about 17 other requirements such as testing, repa.ir,. S
overhaul, 1dent1ﬁcation, deaign, and product:lon inspection.

Thise mesive quant:lty of documentation does not include spec!.ﬁ.cations, :
standards, material 1lists, manuals, and other varieties of techniecal infor- ~
mation which are needed to provide the complete description and qual:l.ty o
control features necessary for competitive procuremenb.

In order to be of practical value not only must these documents 'be
readily accessible and immediately identifiable with the particular part
or equipment to which they pertain, they must also reflect the continuing
design changes and developments which in rela.tive]y shoxrt time affect a
vast proportion of all equipment. :Ln the military 1nventorry

The annual increase in thi_s documentation runs in the millions as S
existing material is modified and new weapons and equipment enter the system e
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at & growing rate, Conventional methods which may At one time have been

adequate to provide control have become obsolete and inadequate under the
" impact of the accelerated technological advances of recent years. The

resulting increase in the volume and complexity of documentation creates
increasing demards for improvement in our methods of collecting, recording,
and retrieving information. Our studies are being projected far into the
future in order t0 enable us to achieve and maintain continuing comtrol.

Enclosures (2), (3), and (i) cite measures which have been instituted
by the military departments either on their own initiative or in collabora-
tion with the Armed Forces Supply Support Center. These measures cover a
wide variety of actions including, for example, a program to facilitate the
recording of data by the establishment of & DOD-wide system of microfilming

- engineering drawings; the use of aperture cards to permit high-speed machine

processing; a project for developing greater machine compatibility between
the systems used by Government and industry; and the development in coopera-
tion with industry of standard deta requirements for the provisioning of
spare parts. The full list of measures already in operation represents a
major attack on the problem. Nevertheless, it is evident that the job 1s of
such dimensions that with maximum effort it will still require considerable
time before it can be substantially completed.

The Dets Problem: (2) Obbaining the Data

Tn addition to achieving control of dete, the GAO report erd the
hearings have.observed the neeld for measures to assure that we obtain all

" the data that we are entitled to receive. The report recomends that we

take appropriate steps to enforce contract terms providing for the Government
t0 receive complete technical date and unrestricted rights to use the data

for Goverrment purposes. We cducir in this objective and sppropriate conw
tract language end other measures are now being worked out.

The basic purpose of course is to insure that we obtain all the data
that we need for competitive procurement. In part this is a matter of con-

" tract enforcement, and we fully agree that our contracts should be vigorously

enforced. But the problem is obviously more than a matter of matching paper
received with paper called for by the contract. It requires a detailed
analysis of the data to determine whether every characteristic essential for

‘the performance of the part has been specified and wheller the manufacturing

procesgses and quality control techniques are described sufficiently to permit
manufacture by other than the original source. This may present technical

difficulties requiring high quality engineering capablility to resolve. We
obviously cannot dispense with such determinations by holding the contractor
fipancially respomible 1n the e\rent the documentation turns out to be

inadequate.
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The mbm is com.‘l.icated by the fact tha.t date vhich mey 'bo
satisfactory for use by the original source may be inadequate for manu-
' facture of the item by other sources because of shop practices, special
skills, individusl workers® methods, special equipment, know-how and -
experience acquired in the original development (including ettempts: that_
feiled), and other factors which cannot readily be stated on peper and -
which have not, therefore, traditionally been nmluded in data pa.cknees.

This means that pexrt of the job 18 to develop our data speciﬁcations’
t0 the point where we may be confident that owr full requirements are
clearly identified and stated. This tesk is well in hand. However, we
are still confronted with the problem of the heavy demands that would be .
placed on engineering capability if we were to attempt an evaluation of a:l.:l.
data packages during preparation or within a reasonable time after rece:l.pb
in arder to insure compliance with the contract. Some preliminary estimates'
indicate that even if the engineers needed could be obtained, the cost miglre
well be prohibitive. This is a facet of the p:oblem that clearly requn'ee '
much more careful examination.

The Deta Problems (3) Rights in Date

As & facet of the problem of insuring that we obtain all the data
that pertain to parts that we buy, we intend to take appropriate steps to
preclude the application of restrictive legenda on data which are in fact
non-proprietary. We cannot permit contractors to withhold information
which they agreed to furnish us and we cannot permit them to load owr data
with restrictive legends claiming proprietary rights when we have con- '
tracted for the right to use such data without restriction. This too however
is far from simple. The problems of determining respective interests in
Jata, particularly in connection with components and equipment procured by
the prime contractor from other sources, presents legal and administrative
difficulties almost as imposing as the technical and engineering difficulties
involved in determining whether the data package furnished b,y a contractor
is in fact complete. ' _

In any event, as long as private 1n1tie.t:lve has a sisniﬁcant contribu-
tion to make to the military inventory, we will continue to encourage such
development by affording protection to egquipment developed at private expense.
We should therefore avoid indiscriminate use of data now in our possession
which are the legitimate sudbject of proprietary rights. We may try to buy
such rights where desirable for economic or military reasons. However,
respect for private property interests will necessarily continue to nn:l.t
campetitive potent:l.alities. .

VWe emphasize the data. problem at such length because it is, after all,

e basic factor in any effort to promote greater competition. ~ At the same
time, ve recognize that the "complete data package,” even if it were
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obtainable for every item, would not be- . complete solution. It cannot,
for example, substitute for unique know-how and special skills. It cannot

take the place of tested and proven performance. A complete data package - ﬂ;

~ will not induce a compeny to submit & bid if the size of the procurement
is too small to Justify the cost of undertaking the production of a new -
item. Major limitations on competition will therefore persist despite the
availability of technical Qata.

On the other hand, high quality data can to & great extent mitigate .

the adverse effect of many of the factors that limit competition.

It is evident from the previous discussion that a wide range of
specific tasks have to be accomplished if we are to develop a fully effec~
tive high quality date system. We have to be able to ldentify our data
requirements with more precision; we need more efficient methods to assure
that the data we receive from contractors i1s satisfactory in quality emd
completeness; we must be able to determine the status of propristary rights
without costly and time-consuming research; we should obtain inromt:l.on
regarding vendors and multiple sources &8 part of the data package;

need more dependable means of keeping the data current with design develop-
ment; and ve need to manage the data we receive by the most effective methods

that can be devised to0 insure speedy identification and accessibility and -
more effective mtercha.nge and utilization of data among the services and
with industry. ProjJects are underwsy to develop a coordinated program to
deal with this exrb:l.re gamut of requirements,

Design Davelopment

A vital factor referred to in the discussion of the data problem
is the necessity of keeping up with the state of the art. Although this
is of primary concern in the developmental stages of new aircraft, there
will be times later also when technology is moving so rapidly that speci-

fications cannot be stabilized. Price competition is best suited to products

that have reached a fair degree of design stability. When the design is
fluid, ve run the risk of purchasing unusable or obsolete parts if we pre-

maturely stabilize specifications in order to obtain competition. Accordingly,

ve have to forego competition where the potential dollar savings may be
obtained only at the risk of retarding essential development.

On the other hand, we need to exercise _effective control over design
development to insure that we are obtaining worthwhile increments in
quality and effectiveness. To the extent that we can identify and minimige

changes that result in only marginal improvements, the prospects for competi-:

tion will be enhanced. This problem is typical of many continuing problems
wvhich have heen effectively tackled in the past but vwhich require renewed
attention because of changing circumstances.
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Sality

There 13 no queotion tba.t where eanpet:l.tion can be obuined onw at | T
the risk of compromising quality, the "savings" are too expensive. It 13 - L};_j'.-'»-.
axiomatic that we caonot gamble with the reliability of parts essential

to the dependable functioning of aircraft. Accordingly, emy change in the - |
procurement channels through which such parts are obtained calls for utmost !
caution to insure that no risk of depreciated qual:lty is incurred. : .

An o.‘bility to discriminate is necessary between those parts which must,
in the interests of reliadility assurance, remain in the control of the R
design activity and those that may be safely released and procured from

other sources. While we should be alexrt to recognize and exploit all ;
reasonable opportunities for breasking out particular jtems from the exclusive
control of the design activity, we cannot ignore the unique experience

acquired by the design activity in designing and developing the equipment

and in controlling the parts entering into it to assure complete compati-
‘bility. We should continue to avail ourselves of this experience as long :
as it provides us with an assurance of quality and design control that cannot
be obtained from other sources except at prohibitive cost. This experience

i8 one of the valuable returns on our investment and we should take fu.ll
advantage of it as long as it is econanica.l and prudent to do so.

. The necessity of preserving the mt:egrity of the alrcraft as a function-
ing unit is the first consideration in every aspect of the problem that we
are discussing. This consideration will necessarily deter procurement
personnel from leaving proven channels of supply until adequate assurence.
of effective quality control can be rrovided through other channels. There
are probadbly a great many parts for which such assurance can never as a
practical matter be obtained. Undoubtecdly, however, there are many other
critical parts which, with reasonable effort and expense and without incurring.
intolerable risk, can be broken out either for campetitive procurement or
for purchase from present su‘bcontrac‘bors. _

Time as a Factor in Idmitin& Competition

Competitive procurement is time-consuming. An illustration was given
during the hearings to show that competitive procurement may require ten
times as many manhours as noncompetitive procurement under the open con-
tract and an even greater difference in the time elapsed between receipt
of the requisition and placing the order. Because of this difference, ;
competitive procurement is often precluded when requirements are urgent.

One of our projects is directed toward streamlining procurement pro- - -
cedures in order to cut down this differential and thereby reduce the

impact of urgency on campetitive pot_entialities. We recognize of course
that progress in this direction 1s limited. For example, the time before
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an awvard can be made has been extended by additional requirements for .
review of negotiation results by higher authority. To the extent that o
such review is necessary to protect the Government's interests, we obviously -
capnot eliminate it. Additional time is needed also to determine whether
the data package is adequate and up to date, and to complete it if it is
not. New sources selected competitively must be surveyed to determine

their cepabilities. These sources may require extended make-ready and proe-
duction startup time; first sampies of their output may require highly
detailed inspection and qualification testing procedures. Thus, it is
arparent that many of the time-consuming steps in the process are inherent

or serve importent needs.

There are however many things we cen do to minimize the time factor.
Reference has already been made to the need for better planning. A variety
of techniques developed by the military departments illustrates the
possibilities. The basic idea of course is to anticipate procurement
requirements by advance identification of parts for which demand can be
reasonably predicted. This will permit advance performance of time-consuming
procedures such as screening to determine adequacy of data and to complete
data packages which are incomplete.

We recognize that eritical needs will necessarily a.rise vhlch will not
tolerate any delay vhatever. Unanticipated breakdowns will occur creating
immediate demands for replacement parts. New missions calling for a sudden
step-up in operations and increased need for maintenance support will con-
tinue to occur. Technological breakthroughs will render existing stocks
obsolete or unusable and require rapid replacement with new parts. Never-
theless, we believe that by fully exploiting the opportunities for advance
and concwrrent action, campetitive prccurement can be made speedy enough to
handle many procurements which are now necessarily made sole source.,
Moreover, it is recognized that urgency is often attributable to 1nadequate
planning. Even in legitimate emergencies that cannot be anticipated, we
need to be alert for opportunities. For example; we refer to the approach
discussed in the hearings by the Air Force of splitting procurements where
an urgent requirement exists but the quantity to be bought exceeds the
immediate need. -In these circumstences the quantity needed quickly may be
bought sole source but the ba].a.nce is set aside for competitive procurement
if practicable.

' Small ntity Buys

A related problem is the fact that the buys of particular parts are
often of such small quantity and dollar value as to make competition
impracticable. Competitive prospects are particularly poor where the item
is one requiring considerable startup expense vhich has already been incurred
by the original manufacturer but which would have to be included in the new
price of any competitor. The likellhood of attracting new sources 1is-further
reduced when the future neced for the item is limited or uncertain.
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This problzm and the problen of urgent requiremnts - ltem_ mpart
from the policy of m:l.nta:lning low inventories of rephcemem spar: f'pa’.rts
This policy, however, is itself a eost-sav:l.ng measure. It would be -
prohibitively expensive to attempt to maintain an inventory adequate to
meet the wide range of contingencies that affect the need for parts. L
amounts of funds critically needed for other military requirements would: ‘be
tied up on shelves., Moreover, expenditures for a large part of the stock
could end up as a total loss because of technological advences or changes
in requirements. Accordingly, while a reduced level of inventory reduces

the prospects of competition, we cannot resolve this problem without atand:l.ng e

to lose more than we might gain.

These considerations place an even higher premium on effective phnnt.ns

in managing our inventories and in determining economical order qnantities. o
Our present criteria and procedures for determining how much and when to buy
are being revieved to insure maximum economy and efficiency. _

Economical Use of Avallable Resources

These are among the principal problems in attempting to increase come . "'

petition. Without going into other specific problems, we think it 1mportant
to note that implicit throughout is the problem of limited resources,
particularly personnel. The shortage of engineers is a recognized handicap._

Trained talent generally is highly limited. Accordingly, we have to be carefuli

to apply available resources to the most productive uses,

Perspective is needed to_avoid focusing attention on one area while
neglecting greater potentialities that may exist in other areas. Thus, the
capabilities that are required to determine whether adequate data are avail-
able or whethe:r competition is technically possible are the same capabilities
needed to analyze and improve existing equipment. A 1egit1mate question
arises whether engineers should be assigned to determining if particular
parts are susceptible to competition or assigned to improve equipment per-
formance and serviceability and thereby reduce the need for replacement
spare parts. This same talent is needed also to advance the over-all state
of the art and insure that our arsenal does not fall into a position of
relative obsolescence. - In seeking to increase competition we need to be
sure that the performance of these essentisl functions is not impaired.

- High Vaiue Programs

ILimited resources compel us to concentrate on the highest value
payoffs for our investment. This principle 1s repeatedly noted in con-
nection with the programs discussed in the attachments. It will be seen
that the big effort is being directed to those procurements which offer
the greatest returns even though this means that other procurements may
temporarily have to be slighted. _ _
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We believe that the concentntion of effort currently deing appl:l.ed
to the problem of reducing the extent of sole source procurement of asero-

nautical replacement spare parts is Justified because the principles and

techniques that will promote increased competition in this aree should
enable us to increase competition in other major sesments of military
procurenent as well.

By the same token, ve consider the cost of echieving control over

technical data to be justified not only because of the significant contri- 5

bution that an effective date system will make to competitive procuremeut -
generally, but also because .such a system will serve other basic needs as
well. For exsmple, it will greatly benefit design end development. By
providing a library of accessible information regarding existing equipment
and processes and by assuring adequate interchange between industry amd =
the Govermment and between one militery depertment end the others, it will
help prevent the unnecessary and costly proliferation of military itens.

It will accelerate the solution of design problems while avoiding duplica-
tion of effort and products. And incidentally, by promoting standardization

and the greater use of existing equipment, it will further enhance canpetit:l.ve '

opporbunities.

Pr:!.ci_n_g

Another area in which very significant efforts are now being made, and
vhere we believe it worthwhile to apply a.dditiona.l effort, is in the ﬁ.eld

of pricing.

Although the report on aeronaitical spare parts did not go into pricing
considerations, it necessarily raised questions as to the effectiveness of
the pricing procedures that were used. These qQuestions arose in part be-
cause the reporb used many examples in which the difference between the
subcontractor's price and the prime contractor's price was far in excess of
the typical differential. In addition, the extent to which the differential
was attributable to the cost of functions performed by the prime contractor,
such as inspection and testing, wes not ascertained. In a number of cases
also, the price used in the report was the prime contractor's billing price
or target price which general]y vas higher than the price actua.n,v paid by
the Govermment.

We recognize that discrepancies such as these would not have occurred
if pricing had been within the scope of the GAO review. But we think that

the figures do mislead and that it would be helpful to correct the
crroneous impression that results.
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Preliminary reviews indicate tha.t pricing today has deen appreciab :
strengthened by verious techniques including increased pre-negotiation
audit support and detailed cost and price analysis. The General Accmmt:h__\s
Office is of course aware of these and other measures which have been
‘inereasingly emphasized during the past two or three years to assure’ the _
reasonableness of prices in the absence of adequate campetition. Such
techniques were apparently employed, although with varying degrees of
effectiveness, in the pricing of the aeronautical replaeement spare parts
covered by the GAQO review. _

Nevertheless, we are not satisfied that we are doing & whouy adeq,wate
-Job in the pricing of those spare parts which we must by nou-canpetitively. -
In the procurement of such spare parts, end in fact in our procurements
generally, we need to obsexve ouwr pricing operation very carefully to nssure
continued improvement inm the results we cbtain. An important facet of the ~
problem is to assure adsquate surveillance over the effectiveness with' wh:l.ch o
owxr prime contractors are pexrforming thelxr part of the job, particularly im =
connection with placing and pricing subcontracts. When we cannot avoid ‘: o
awarding contracts on a sole-source basis, we must yrotec’c the Govermment's .-
interest (1) by actively pramoting the prime contractor's use of competitive
procurement wherever feasible in awarding subcontracts, (2) by reviewing sube
contract pricing to be sure that sound principles and techniques are being
used by the prime contracter, and (3) by effectively using our pricing
tools to assure the reasonableness of the prime contractor's price to the
Goverrment. We believe that an important step in the direction of better
pricing is represented by the detailed surveys that the military departments
have been meking of contractars' estimating and purchasing systems. In the
past two years hundreds of such surveys bave been completed and significant
improvements have been made in estimating and purchasing organizations and -

Management Tools to Evaluate Performance: (1) Internal Audit

A contimuing problem for mansgement is to insure a sufficlent flow of
information with which to evaluste the adequacy of existing policies and
procedures and the effectiveness of their implementation. A few months ago .
vwe initiated a project designed to improve ocur self-auditing capability and
enable us to evaluate our performance more promptly and more dependably.

We are especially concerned with ocur pricing policies and procedures, since
accurate estimating and sound pricing are a basic prerequisite for econamical,
and efficient procurement. However, a major effort to expand internal audit .
to evaluate management and opera.tians generally 1s now undarm _

There was same discussion in the hearings of evaluation techniques being
used by the military departments, including, for exemple, techniques for
evaluating personnel effectiveness. With respect to the specific problem
of increasing competition, pew statistiocsl requirements that went into effect
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on 1 July 1961 vill aid us in measuring our progress. Reports on all
procurement actions over $10,000 will henceforth clearly indicate whether
or not competition was obtained and vhether the competition was based on
price proposals or design and technical proposals.

Ma nt Tools: (2 GAO Audits and Reports

Tt should be clear beyond any question that the Department of Defense
regards GAO sudits and examminations as & veluable management tool. Many -
current policies and procedures are directly attributable in considerable

measure to GAO findings.

The General Accounting Office has on occasion noted that, because of
staff limitations, its examinations are necessarily selective and are there-
fore directed to specific areas of apparent weakness rather than toward "
over-all evaluations of procurement programs or contractors! activities.
While the latter approach would be desirable, the fact is that GAO's focuse
ing on problem areas has been of great assistance in enabling the Department
of Defense to locate deficlencies and develop the necessary corrective
measures. Cleerly, the present report eand the Congressional hearings that
followed have been highly useful for this purpose.

As our interma) reviews and eudit programs are in'bensiﬁ.ed, we will
seek closer coordimation with the GAO programs in order to ensure that we
get the most out of ouwr mutual efforts. For maximum benefit for management
it would be helpful also if the reports regarding deficilencies could be .
supplemented, to the extent that this is practicable, by observations that
GAO auditors and examiners may have an opportunity to make of areas where
sound and effective work is being done. Such information in conjunction
with our own review, would epable us to reach more dependable conclusions
as to where our efforts ahould 'be concentrated.

'Goal for Competitive Procurement

We have reviewed the problems that confront us because we believe that
in order to make maximum headway it is essential that we realistically
recognize the difficulties, the limitatlons, and the real hazards that
action to incresse com_petition will enteil. Withou!; doubt, despite the most
intensive effort we can ma.ke , many of the problems will persist for some
time to come. _

We do not believe it is possible at this time to est:unate with any degree
of accuracy what the ultimate potential is for competition in the procurement
of seronautical replacement spare parts. There are undoubtedly large numbers
of items of non-critical nature that may be opened to competition without
the scrupulous, time-consuming and costly evaluations needed for eritical
items. But these are generally items of low value, At this point, teking
into consideration the problems to be dealt with, we think a realistic

target for the near future would be the achievement of competition in the
range of 30% of total dollars. 'If our sights are too low, we shall be very
pleased to revise them upward based on the experience we gain.
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Courtney Johnson ' _ April 1959 to January 1961
: Frank Higgins = August 195% to March 1959
Commander, U.S. Army Transportation Materiel Command

Major General William B.

Banker | Octover 1955 to date mo

Thomas S. Gates, Jr. ' December 1959 to Jamuary 1961




Department of the Navy

ecre 0 _
John B. Connally January 1961 to date =
William B. Franke ~ ~ June 1959 to Janmuary 1961
Thomas S. Gates, Jr. April 1957 to Junme 1959

. :

Paul B. Fay, Jr. February 1961 to date.
Fred A. Bantsz - June 1959 to January 1961 ’ﬂf
William B. Franke o April 1957 to June 1959 j

J-“Formerly deeignated'Assistant Secretary of_the Navy i gtéfi§;))
Kenneth E. Belieu January 1961 to date .
Cecil P. Milne April 1959 to January 1961
Fred A. Bants : “April 1957 to April 1959 @;_
Rear Admiral Paul D. Stroop December 1959 to date
_ _ tion Su Office |
Rear Admiral Joseph M. Lyle  June 1959 to date
Captain J. J. Appledy April 1959 to June'1959'

Rear Admiral J. W.
Crumpacker == . . June 1956 to April 1959

_ Depgrtment of the Air Force
ecretary of the Air Force

EugenelM. Zuckert o - January 1961 to date' .

Dudley C. Sharp © December 1959 to January 1961

James H. Douglas May 1957 to:December 1959
_Under ecret of the Air Force

Joseph V. Charyk ~ January 1960 to date

Dudley C. Sharp C August 1959 to December 1959

Malcolm A. MacIntyre June 1957 to July 1959
Assigtont Secreta;x of the Air Force (Materiel)

Joseph S. Imirie - April 1961 to date

‘Philip B. Taylor 3 : April 1959 to February 1961

Dudley C. Sharp | October 1955 to January 1959

7;1




General William F. McKee August 1961 to date:

General Samuel E. Anderson  March 1959 to August'iésl

General Edwin W. Rawlings | July 1951 to February 195
der dle ' jel Areg ' '

Major General Donald L. -
Hardy July 1960 to date |

Major General Paul E. | SN
Ruestow February 1959 to June 1960 &

‘Major General George R. L
Acheson ~ July 1958 to January 19591“f l

Brigadier General Emmett B. o E
Cassady July 1961 to date

Major General Daniel F. - PR
Callahan . ' July 1958 to July 1961 E !

Qgggggder,-Oklggomg'Citz"Ai; Mgteriel Areg

Major General Lewis L.

Odom | . July 1958 to January 1959

Commander. Warner Robins i ateriel

Mundell S August 1960 to date
Major General Thomas P.

Gerrity . N July 1958 to Angust 1960

der an o' o Alr te 1e re |
Major General William T. ) |
- Hudnell- August 1960 to date ;
Major General Lewis L. - ' :

‘Mundell’ January 1959 to August 1960 :
Major General Thetus C. ;

Major General William. T.

Hefley ' December 1960 to date
Major General A.V.P. - - '
Anderson, Jr. '_;‘ o July'1958 to November 1960

Commander, Daxtog Air Forge Depot

Brigadier General William W. '
Veal December 1960 to date

Brigadier Genaral Charles E.
Jung | | February 1959.to Nbvember 1960

.zfi'





