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UNtTED STATES GENE&AL ACCOUNTING OFFICE 
WASHINGTON, D.C. 20548 

094105 PROCUREMENT AND SYSTEMS 
ACQUISITION DIVISION / 

B - 1 5 9 7 2 4  s 
The Honorable 
The S e c r e t a r y  of  Defense 

A t t e n t i o n :  A s s i s t a n t  S e c r e t a r y  o f  
De f ense (Comptroller)  

Dear M r .  Sec re t a ry :  

We completed a s e l e c t i v e  examination of subcon t rac t  
e s t i m a t e s  inc luded  i n  prime c o n t r a c t  p r i c e s  n e g o t i a t e d  on t h e  
b a s i s  o f  c o s t  o r  p r i c i n g  d a t a  submit ted and c e r t i f i e d  a s  re-  
q u i r e d  by P u b l i c  Law 87-653, t h e  Tru th - In -Nego t i a t ions  A c t .  
E f f e c t i v e  January 1, 1 9 7 0 ,  c o n t r a c t i n g  o f f i c i a l s  were re -  
q u i r e d  t o  have prime c o n t r a c t o r s  who submit c o s t  o r  p r i c i n g  
d a t a  wi th  t h e i r  p roposa ls  o b t a i n  c o s t  o r  p r i c i n g  d a t a  from 
p r o s p e c t i v e  subcon t rac to r s  i n  suppor t  o f  major subcon t rac t  
e s t i m a t e s ,  We wanted t o  f i n d  out  whether c o n t r a c t i n g  o f f i -  
c i a l s  had r e q u i r e d  prime c o n t r a c t o r s  (1) t o  suppor t  major 
s u b c o n t r a c t  e s t ima tes  wi th  subcon t rac to r  c o s t  o r  p r i c i n g  
d a t a ,  (2)  t o  f u l l y  j u s t i f y  r e q u e s t s  f o r  exemption from t h e  
requirement  t o  f u r n i s h  such d a t a ,  and (3) t o  make a c o s t  
a n a l y s i s  of  subcon t rac to r s '  p roposa ls  and t o  use t h i s  i n f o r -  
mation i n  e v a l u a t i n g  t h e  reasonableness  o f  subcon t rac t  e s t i -  
mates. 

We performed t h e  examination a t  f i v e  procurement o f -  
f ices  s e l e c t e d  because they had awarded a s i g n i f i c a n t  number 
o f  h igh-va lue  c o n t r a c t s  du r ing  t h e  f i r s t  h a l f  o f  f i s c a l  y e a r  
1 9 7 2 .  We reviewed 6 1  subcon t rac t  e s t i m a t e s ,  valued a t  about 
$ 1 7 7  m i l l i o n ,  included i n  t h e  p r i c e s  of  30 prime c o n t r a c t s ,  
va lued  a t  about  $1.1 b i l l i o n ,  The procurement o f f i c e s  r e -  
s p o n s i b l e  f o r  t h e  awards and the  prime c o n t r a c t s  reviewed 
a r e  i d e n t i f i e d  i n  t h e  enc losure  t o  t h i s  r e p o r t .  

In  t h e  ma jo r i ty  of  c a s e s ,  c o n t r a c t i n g  o f f i c e r s  d i d  n o t  

s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a  t o  t h e  e x t e n t  r e q u i r e d  
r e q u i r e  t h e  c o n t r a c t o r s  t o  submit o r  i d e n t i f y  suppor t ing  

by t h e  Armed Se rv ices  Procurement Regulat ion (ASPR). Other 
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problems involved  c o n t r a c t i n g  o f f i c e r s '  l a c k  o f  emphasis on 
(1) reviewing and approving prime c o n t r a c t o r  r e q u e s t s  f o r  
exemption from submi t t i ng  s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a ,  
(2) o b t a i n i n g  and us ing  prime c o n t r a c t o r  c o s t  ana lyses  of  
s u b c o n t r a c t o r  p roposa l s  as an a i d  i n  n e g o t i a t i o n s ,  and ( 3 )  
r e t a i n i n g  subcon t rac to r  c o s t  o r  p r i c i n g  d a t a  a f t e r  completing 
n e g o t i a t i o n s  wi th  t h e  prime c o n t r a c t o r s .  We b e l i e v e  t h a t  
improvements i n  t h e s e  a r e a s  w i l l  f u r t h e r  i n s u r e  t h a t  subcon- 
t r a c t  e s t ima tes  inc luded  i n  prime c o n t r a c t  p r i c e s  a r e  reason-  
a b l e  and t h a t  t h e  Government's r i g h t s  under t h e  d e f e c t i v e  
p r i c i n g  c l a u s e  w i l l  n o t  be impaired.  

BACKGROUND 

Reauirements f o r  submi t t i ng  
c o s t  o r  p r i c i n g  d a t a  

Pub l i c  Law 87-653 was enacted i n  1 9 6 2  because p r i c e s  of 
n e g o t i a t e d  c o n t r a c t s  o f t e n  were h i g h e r  than i n d i c a t e d  by c o s t  
o r  p r i c i n g  d a t a  a v a i l a b l e  t o  t h e  c o n t r a c t o r s  a t  t h e  time of 
n e g o t i a t i o n s .  I n  essence ,  t h e  law provides  t h a t  prime con- 
t r a c t o r s  and subcon t rac to r s  be  r e q u i r e d ,  s u b j e c t  t o  s p e c i f i c  
cond i t ions  and exemptions, t o  submit cost  o r  p r i c i n g  d a t a  i n  
suppor t  o f  proposed p r i c e s  f o r  noncompetit ive c o n t r a c t s  and 
s u b c o n t r a c t s  expected t o  exceed $ 1 0 0 , 0 0 0  and t o  c e r t i f y  t h a t  
t h i s  d a t a  i s  a c c u r a t e ,  complete,  and c u r r e n t ,  Cont rac t  
p r i c e s  can be a d j u s t e d  when t h e  p r i c e  t o  t h e  Government has  
been inc reased  s i g n i f i c a n t l y  because t h e  c o n t r a c t o r  o r  sub- 
c o n t r a c t o r  f u r n i s h e d  d a t a  t h a t  was i n a c c u r a t e ,  incomplete ,  
o r  noncurren t  a s  c e r t i f i e d .  

While Pub l i c  Law 87-653 r e q u i r e s  s u b c o n t r a c t o r s  t o  
f u r n i s h  c o s t  o r  p r i c i n g  d a t a  b e f o r e  a noncompeti t ive subcon- 
t r a c t  i s  awarded, such awards u s u a l l y  occur  a f t e r  t h e  prime 
c o n t r a c t  i s  awarded. Under t h e  law, t h e  prime c o n t r a c t o r  i s  
n o t  r e q u i r e d  t o  o b t a i n  c o s t  o r  p r i c i n g  d a t a  i n  suppor t  o f  a 
p r o s p e c t i v e  s u b c o n t r a c t o r ' s  proposed p r i c e .  S ince  i n  many 
i n s t a n c e s  a s i g n i f i c a n t  p o r t i o n  o f  t h e  prime c o n t r a c t o r ' s  
p roposa l  r e p r e s e n t s  subcon t rac t  e f f o r t ,  t h e  Department o f  
Defense (DOD) moved t o  i n s u r e  t h a t  t h e  c o n t r a c t i n g  o f f i c e r  
would know t h e  b a s i s  of  major s u b c o n t r a c t  c o s t  e s t i m a t e s .  

On October 1 0 ,  1969, DOD i s s u e d  Defense Procurement 
C i r c u l a r  (DPC) 7 4 ,  e f f e c t i v e  January 1, 1 9 7 0 .  This  DPC,  
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which was inco rpora t ed  i n t o  ASPR da ted  A p r i l  30, 1 9 7 1 ,  
p rov ides  t h a t  prime c o n t r a c t o r s  who a r e  r e q u i r e d  t o  submit 
c o s t  o r  p r i c i n g  d a t a  under Pub l i c  Law 87-653 must o b t a i n  and 
submit t o  t h e  c o n t r a c t i n g  o f f i c e r  c o s t  o r  p r i c i n g  d a t a  from 
p r o s p e c t i v e  subcon t rac to r s  i n  suppor t  o f  each subcon t rac t  
e s t i m a t e  inc luded  i n  t h e  prime c o n t r a c t o r ' s  submission t h a t  
i s  (a) $1 m i l l i o n  o r  more, (b) bo th  more than 1 0  pe rcen t  o f  
t h e  prime c o n t r a c t o r ' s  proposed p r i c e  and more than $ 1 0 0 , 0 0 0 ,  
o r  (c) cons idered  by the  c o n t r a c t i n g  o f f i c e r  t o  be necessary  
f o r  proper  p r i c i n g  of t h e  prime c o n t r a c t .  Exemption from 
t h i s  requirement  is g ran ted  when t h e  subcon t rac t  p r i c e  w i l l  
be based on adequate p r i c e  compet i t ion ,  e s t a b l i s h e d  c a t a l o g  
o r  market p r i c e  of a commercial i tem s o l d  t o  t h e  genera l  
p u b l i c  i n  s u b s t a n t i a l  q u a n t i t i e s ,  o r  p r i c e s  s e t  by law o r  
r e g u l a t i o n .  The prime c o n t r a c t o r  i s  r e q u i r e d  t o  c e r t i f y  t h a t  
t h e  s u b c o n t r a c t o r ' s  cos t  o r  p r i c i n g  d a t a  i s  a c c u r a t e ,  c u r r e n t ,  
and complete.  

D e f i n i t i o n  of  c o s t  o r  p r i c i n g  d a t a  

ASPR d e f i n e s  c o s t  o r  p r i c i n g  d a t a  a s  " A l l  f a c t s  e x i s t i n g  
up t o  t h e  t i m e  of agreement on p r i c e  which prudent  buyers and 
s e l l e r s  would reasonably expect  t o  have a s i g n i f i c a n t  e f f e c t  
on t h e  p r i c e  n e g o t i a t i o n s . "  ASPR s t a t e s  t h a t  t h i s  i n c l u d e s ,  
bes ides  h i s t o r i c a l  account ing d a t a ,  such f a c t o r s  a s  vendors I 

q u o t a t i o n s  nonrecur r ing  costs . ,  changes i n  product ion  methods 
and i n  product ion  o r  procurement volume, uni t  c o s t  t r e n d s ,  
make o r  buy d e c i s i o n s ,  o r  any o t h e r  management d e c i s i o n s  
which could  reasonably be expected t o  s i g n i f i c a n t l y  a f f e c t  
t h e  p r i c i n g .  F u r t h e r ,  t h e  ASPR "Manual f o r  Cont rac t  P r i c ing"  
s t a t e s  t h a t  t h e  c o n t r a c t i n g  o f f i c e r  must ob ta in  a l l  t h e  d a t a  
used t o  develop t h e  o f f e r  o r  p roposa l  and t h a t  he i s  respon-  
s i b l e  f o r  i n s u r i n g  t h a t  t h e  d a t a  submit ted is  adequate f o r  
c o n t r a c t  p r i c i n g .  

ASPR provides  t h a t  t h e  requirement  f o r  submi t t i ng  c o s t  
o r  p r i c i n g  d a t a  w i l l  be met if the  c o n t r a c t o r  p h y s i c a l l y  sub-  
m i t s  o r  i d e n t i f i e s  i n  w r i t i n g  t h e  s p e c i f i c  da t a .  The ASPR 
manual s t a t e s  t h a t ,  t o  be complete,  i d e n t i f i c a t i o n  of  d a t a  
w i l l  have t o  cover (1) what i t  i s ,  (2) where i t  i s ,  ( 3 )  what 
i t  r e p r e s e n t s ,  and (4 )  how i t  i s  used. The ASPR manual a l s o  
p r e s e n t s  a number o f  d e t a i l e d  examples of what r e p r e s e n t s  an 
adequate  submission o r  i d e n t i f i c a t i o n  o f  cos t  o r  p r i c i n g  
da ta .  
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Need f o r  adequate submission o f  
c o s t  o r  p r i c i n g  d a t a  

Whenever we could n o t  f i n d  a r eco rd  o f  subcon t rac to r  
c o s t  o r  p r i c i n g  d a t a ,  we concluded t h a t  c o n t r a c t i n g  o f f i c i a l s  
may no t  have been f u l l y  aware o f  t h e  b a s i s  of  t h e  subcon t rac t  
e s t i m a t e s  and, accord ingly ,  had l e s s  than adequate assurance  
t h a t  such c o s t s  were reasonable .  F u r t h e r ,  i f  it l a t e r  deve l -  
oped t h a t  t h e  subcon t rac t  estimate was h igher  than i n d i c a t e d  
by d a t a  a v a i l a b l e  t o  t h e  prime c o n t r a c t o r  o r  subcon t rac to r ,  
t h e  Government's r i g h t  t o  p r i c e  adjustment might be impaired. 

We r e c e n t l y  r e p o r t e d  t o  you t h e  r e s u l t s  o f  our  review o f  
D O D ' s  p r a c t i c e s  i n  s e t t l i n g  Defense Cont rac t  Audit  Agency 
(DCAA) postaward a u d i t  r e p o r t s  recommending r educ t ions  i n  
c o n t r a c t  p r i c e s  t h a t  DCAA be l i eved  had been inc reased  because 
c o n t r a c t o r s  had submit ted c o s t  o r  p r i c i n g  d a t a  t h a t  was no t  
accu ra t ee ,  complete,  o r  c u r r e n t ,  (See €3-159724, Mar. 2 2 ,  1973.) 
That r e p o r t  shows t h a t  c o n t r a c t i n g  o f f i c i a l s  were de te rmining  
t h a t  they  d i d  n o t  have a b a s i s  t o  reduce c o n t r a c t  p r i c e s  i n  
t h e  amounts proposed by DCAA. One o f  t h e  major f a c t o r s  con- 
t r i b u t i n g  t o  t h e  c o n t r a c t i n g  o f f i c e r s  ' i n a b i l i t y  t o  uphold 
D C A A ' s  recommendations was t h e i r  f a i l u r e ,  i n i t i a l l y ,  t o  r e -  
q u i r e  c o n t r a c t o r s  t o  submit c o s t  or p r i c i n g  d a t a  t h a t  (1) iden-  
t i f i e d  t h e  d a t a ,  (2) s t a t e d  what t h e  d a t a  r e p r e s e n t e d ,  and 
(3) desc r ibed  how t h e  d a t a  was used i n  a r r i v i n g  a t  t h e  pro-  
posed p r i c e .  When t h e  con t r acz ing  o f f i c e r  f a i l e d  t o  o b t a i n  
d a t a  meeting t h e s e  c r i t e r i a  o r  had no r eco rd  of  t h e  d a t a  sub- 
m i t t e d  and when DCAA r e p o r t e d  t h a t  es t imated  c o s t s  were h i g h e r  
t han  i n d i c a t e d  by d a t a  a v a i l a b l e  t o  t h e  c o n t r a c t o r  a t  t h e  
t ime o f  n e g o t i a t i o n ,  t h e  c o n t r a c t i n g  o f f i c e r  could  n o t  d e t e r -  
mine wi th  c e r t a i n t y  t h a t  t h e  a v a i l a b l e  d a t a  had, i n  f a c t ,  n o t  
been d i s c l o s e d  t o  t h e  Government. 

INADEQUATE SUBMISSION OR IDENTIFICATION 
OF SUBCONTRACTOR COST OR P R I C I N G  DATA 

- 

For 37 o f  5 1  major subcon t rac t  e s t ima tes  w e  reviewed, l  
c o n t r a c t i n g  o f f i c e r s  d i d  n o t  o b t a i n  adequate subcon t rac to r  

l I n  a d d i t i o n  t o  t h e s e  51, w e  reviewed 1 0  subcon t rac t  e s t i m a t e s  
va lued  a t  $15 m i l l i o n  which were exempted f r o m  t h e  r e q u i r e -  
ments f o r  submi t t i ng  subcon t rac t  c o s t  o r  p r i c i n g  d a t a  because 
t h e  p r i c e  would be based on adequate  p r i c e  compet i t ion  o r  
c a t a l o g  p r i c e .  (See p. 8.) 
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c o s t  o r  p r i c i n g  d a t a  f r o m  prime c o n t r a c t o r s ,  F o r  each of 
t h e s e  subcon t rac t  e s t i m a t e s ,  s u b c o n t r a c t o r s '  c o s t  o r  p r i c i n g  
d a t a  was r e q u i r e d  because t h e  e s t i m a t e  was over $1 m i l l i o n  o r  
was both  more than  1 0  p e r c e n t  of  t h e  prime c o n t r a c t o r ' s  pro-  
p o s a l  and over $ 1 0 0 , 0 0 0 .  

In  a number o f  i n s t a n c e s ,  t h e  prime c o n t r a c t o r  submi t ted  
t h e  c o s t  o r  p r i c i n g  d a t a  i n  suppor t  of t h e s e  major subcon t rac t  
e s t i m a t e s  t o  Government personnel  o t h e r  than t h e  c o n t r a c t i n g  
o f f i c e r ,  such a s  DOD a u d i t o r s  o r  a d m i n i s t r a t i v e  o r  t e c h n i c a l  
personnel  a t  t h e  c o n t r a c t o r ' s  p l a n t .  Whenever we found a 
w r i t t e n  r e c o r d  o f  t h e  d a t a  submi t ted  t o  t h e s e  sou rces ,  we 
concluded t h a t  t h i s  d a t a  was submit ted and d i s c l o s e d  t o  con- 
t r a c t i n g  o f f i c i a l s  * 

The 37 e s t i m a t e s  n o t  adequate ly  supported r ep resen ted  
about 73 pe rcen t  o f  t h e  number and 7 7  pe rcen t  o f  t h e  va lue  
o f  subcon t rac t  e s t i m a t e s  reviewed. A summary o f  our  f i n d i n g s  
fo l lows  0 

Procurement Submissions Subcont rac tor  c o s t  o r  p r i c i n g  d a t a  

(no te  a )  Number Value Number Value Number Value 
o f f i c e  reviewed Adequate Inadequate 

SAMSO 20 $ 5 2 . 7  13  $36.9 7 $ 15.8 
AVSCOM 5 2 9 . 1  . 1  0 . 6  4 28.5 
NAVA I R 1 0  47.3 - - 1 0  47.3 
NAVSHIPS 8 20.5 - - 8 20.5 - I 8 12.3 ASD - - - 8 12 .3  - 

T o t a l  _. - 51 $161 .9  = 1 4  $37.5 _. 37 $124 .4  

Percent  1 0 0  1 0 0  2 7  23 73 7 7  

aSee enc losu re  f o r  names of  procurement off ices .  

I n  3 o f  t h e  above 37 c a s e s ,  c o s t  o r  p r i c i n g  d a t a  was n o t  
ob ta ined  f o r  any o f  t h e  cost  elements comprising t h e  subcon- 
t r a c t  estimates. In  t h e  remaining 34 c a s e s ,  some subcont rac-  
t o r  c o s t  o r  p r i c i n g  d a t a  was obta ined  i n  suppor t  o f  most c o s t  
elements i n  t h e  e s t i m a t e s .  We cons idered  t h i s  d a t a  inade-  
q u a t e ,  however, because n o t  a l l  o f  t h e  informat ion  r e q u i r e d  
by ASPR was provided.  Examples fol low.  
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1. The Space and M i s s i l e  Systems Organiza t ion  awarded 
a $34 m i l l i o n  prime c o n t r a c t  f o r  guidance and c o n t r o l  systems 
t h a t  i nc luded  a subcon t rac t  e s t ima te  o f  $ 6 , 2 9 5 , 8 2 9 .  Subcon- 
t r a c t o r  c o s t  o r  p r i c i n g  d a t a  ob ta ined  g e n e r a l l y  c o n s i s t e d  only 
of  c o s t . e s t i m a t e s  wi thout  d e s c r i p t i o n s  of f a c t u a l  d a t a  o r  ex- 
p l a n a t i o n s  of t h e  e s t i m a t i n g  methods used. DCAA had advised  
t h e  c o n t r a c t i n g  o f f i c e r  t h a t  t h e  c o s t  o r  p r i c i n g  d a t a  submi t ted  
w i t h  t h e  s u b c o n t r a c t o r ' s  p roposa l  was not  adequate a s  a b a s i s  
f o r  p r i c e  n e g o t i a t i o n s  e 

2 .  The Avia t ion  Systems Command (AVSCOM) awarded a 
$ 2 1 . 5  m i l l i o n  prime c o n t r a c t  f o r  h e l i c o p t e r s .  The prime con- 
t r a c t o r s  s p roposa l  inc luded  a subcon t rac t  e s t ima te  of 
$ 9 , 2 2 7 , 5 1 9  f o r  bonded pane l s .  The prime c o n t r a c t o r ,  however, 
submi t ted  no subcon t rac to r  c o s t  o r  p r i c i n g  d a t a  t o  AVSCOM o r  
t o  DCAA. Although DCAA had eva lua ted  t h e  subcon t rac t  e s t i -  
mate a t  t h e  s u b c o n t r a c t o r ' s  p l a n t  and had r e p o r t e d  t h a t  t h e  
c o s t  o r  p r i c i n g  d a t a .  submi t ted  was adequate f o r  n e g o t i a t i o n  
pu rposess  n e i t h e r  t h e  c o n t r a c t o r ' s  submission nor  t h e  DCAA 
a u d i t  r e p o r t  i d e n t i f i e d  t h e  cos t  o r  p r i c i n g  d a t a  on which t h e  
s u b c o n t r a c t  e s t ima te  was based. 

3. The Aeronau t i ca l  Systems Divis ion  awarded a $3 .1  m i l -  
Pion prime c o n t r a c t .  The prime c o n t r a c t o r ' s  p roposa l  i nc luded  
e s t i m a t e s  o f  $87,480, $ 8 7 , 8 4 0 ,  $95,760, and $128,160 f o r  p a r t s  
t o  be purchased f r o m  one s u p p l i e r  without  compet i t ion  on t h e  
b a s i s  o f  s p e c i f i c a t i o n s  and drawings provided by t h e  prime con- 
t r a c t o r .  Added t o g e t h e r ,  t h e  va lue  o f  t h e  fou r  p a r t s  t o t a l e d  
about $ 4 0 0 , 0 0 0 ,  which was both  more than $ 1 0 0 , 0 0 0  and 1 0  p e r -  
c e n t  of t h e  prime c o n t r a c t o r ' s  p roposa l .  The only  suppor t  
o b t a i n e d  f o r  t h e  e s t ima ted  c o s t  of t h e s e  p a r t s  was a p r i c e  
q u o t a t i o n  from t h e  p r o s p e c t i v e  subcon t rac to r .  

We d i s c u s s e d  t h e  absence o f  s u b c o n t r a c t o r  cos t  o r  p r i c i n g  
d a t a  i n  suppor t  o f  t h i s  subcon t rac t  e s t ima te  wi th  t h e  c o n t r a c t -  
i n g  o f f i c e r  and he s a i d  t h a t ,  s i n c e  t h e  prime c o n t r a c t o r  had 
l i s t e d  t h e  cos t  o f  t hese  p a r t s  on t h e  DD 633 (Contract  P r i c i n g  
Proposa l )  under t h e  heading "purchased p a r t s "  r a t h e r  t han  un- 
d e r  ' ' subcont rac t  items ,I1 t h e r e  was no requirement  f o r  t h e  
prime c o n t r a c t o r  t o  submit s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a .  
The DD 633, however, d e s c r i b e s  subcon t rac t ed  items a s  p a r t s ,  
components, assembl ies ,  and s e r v i c e s  t o  be produced o r  p e r -  
formed by o t h e r  than t h e  prime c o n t r a c t o r  i n  accordance wi th  
t h e  prime c o n t r a c t o r ' s  d e s i g n ,  s p e c i f i c a t i o n s ,  o r  d i r e c t i o n s  
and t o  apply  only  t o  t h e  prime c o n t r a c t .  S ince  t h e s e  p a r t s  
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were t o  be  produced accord ing  t o  s p e c i f i c a t i o n s  and drawings 
f u r n i s h e d  by t h e  prime c o n t r a c t o r ,  we concluded t h a t  t h e  
c o n t r a c t i n g  o f f i c e r  should have r e q u i r e d  t h e  prime c o n t r a c t o r  
t o  o b t a i n  and submit subcon t rac to r  c o s t  o r  p r i c i n g  d a t a  i n  
suppor t  o f  t h e  c o s t  e s t ima te  f o r  t h e s e  p a r t s .  

Reasons f o r  n o t  o b t a i n i n g  r e q u i r e d  
s u b c o n t r a c t o r  cos t  o r  p r i c i n g  d a t a  

I n  a number o f  i n s t a n c e s ,  t h e  c o n t r a c t i n g  o f f i c e r  was 
n o t  concerned wi th  t h e  adequacy of  t he  prime c o n t r a c t o r ' s  
submission of subcon t rac to r  c o s t  o r  p r i c i n g  data because t h e  
d a t a  was n o t  r e l i e d  on i n  e s t a b l i s h i n g  t h e  reasonableness  o f  
t h e  subcon t rac t  e s t i m a t e s .  I n s t e a d ,  r e l i a n c e  was p l aced  on 
informat ion  ob ta ined  from DCAA, t he  Defense Cont rac t  Adminis- 
t r a t i o n  S e r v i c e ,  and t e c h n i c a l  o r  a d m i n i s t r a t i v e  personnel  a t  
t h e  prime c o n t r a c t o r ' s  p l a n t .  One c o n t r a c t i n g  o f f i c e r  advised  
us t h a t  he p r e f e r s  t o  r e l y  on DCAA because he i s  more c o n f i -  
dent  of  t h e  q u a l i t y  and accuracy of  D C A A ' s  a u d i t  than  of  t h e  
s u b c o n t r a c t o r ' s  in format ion .  The DCAA a u d i t  i s  unquest ionably 
a t o o l  which t h e  c o n t r a c t i n g  o f f i c e r  should use i n  e v a l u a t i n g  
t h e  reasonableness  of  t h e  c o n t r a c t o r ' s  p roposa l .  This work, 
however, shou ld  n o t  be viewed a s  a s u b s t i t u t e  f o r  submission 
by t h e  prime c o n t r a c t o r  o f  t h e  r e q u i r e d  c o s t  o r  p r i c i n g  d a t a ,  
The adv i so ry  a u d i t  r e p o r t  con ta ins  informat ion  on t h e  reason-  
ab leness  o f  t h e  c o n t r a c t o r ' s  p roposa l  bu t  u s u a l l y  does not  
provide  an a u t h o r i t a t i v e  r eco rd  of t h e  d a t a  c e r t i f i e d  by t h e  
c o n t r a c t  o r .  

I n  a number of  c a s e s ,  t h e  prime c o n t r a c t o r  submit ted 
s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a  t o  a d m i n i s t r a t i v e  person-  
n e l  a t  i t s  p l a n t  o r  t o  o t h e r  members of  t h e  p r i c i n g  team, such 
a s  DCAA, r a t h e r  than t o  t h e  c o n t r a c t i n g  o f f i c e r .  In  most of 
t h e s e  cases  t h e  c o n t r a c t i n g  o f f i c e r  d i d  n o t  r e c e i v e  from t h e  
team members an o v e r a l l  e v a l u a t i o n  of t h e  adequacy of t h e  
s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a .  To i n s u r e  t h a t  such 
e v a l u a t i o n s  are made, t h e  Commander, Space and Missile Sys-  
tems Organiza t ion ,  i s s u e d  l o c a l  i n s t r u c t i o n s  r e q u i r i n g  con- 
t r a c t i n g  o f f i c e r s ,  as  p a r t  o f  t h e  r e q u e s t  f o r  f i e l d  p r i c i n g  
s u p p o r t ,  t o  o b t a i n  a de te rmina t ion  a s  t o  whether subcon t rac t  
p r i c i n g  proposa ls  c o n t a i n  adequate i d e n t i f i c a t i o n  of t h e  
b a s i s  f o r  c o s t  e s t i m a t e s .  
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Another reason f o r  t h e  l a c k  o f  emphasis p laced  on 
adequate submission of subcon t rac to r  c o s t  o r  p r i c i n g  d a t a  
appears t o  be t h e  f a i l u r e  o f  t h e  procurement o f f i c e s  t o  ade- 
qua te ly  p u b l i c i z e  DPC 7 4 .  Five c o n t r a c t i n g  o f f i c e r s  s a i d  
they  were unaware t h a t  prime c o n t r a c t o r s  were r e q u i r e d  t o  
suppor t  t h e i r  major subcon t rac t  e s t ima tes  wi th  subcon t rac to r  
c o s t  o r  p r i c i n g  da ta .  

REASONS NOT ADEQUATELY DOCUMENTED 
FOR GRANTING EXEMPTIONS FROM SUBMITTING 
SUBCONTRACTOR COST OR P R I C I N G  DATA 

F o r  1 0  subcon t rac t  e s t ima tes  we s e l e c t e d  f o r  review, 
c o n t r a c t i n g  o f f i c e r s  determined t h a t  suppor t ing  subcon t rac to r  
c o s t  o r  p r i c i n g  d a t a  was not  r e q u i r e d  because t h e  e s t i m a t e s  
were based on e i t h e r  adequate p r i c e  competi t ion o r  c a t a l o g  
p r i c e s .  ASPR s t a t e s  t h a t  subcon t rac to r  c o s t  o r  p r i c i n g  d a t a  
w i l l  be ob ta ined  un le s s  t h e  prime c o n t r a c t o r ' s  submission 
demonstrates t o  t h e  s a t i s f a c t i o n  of t h e  c o n t r a c t i n g  of f icer  
t h a t  a p rospec t ive  subcon t rac t  w i l l  be based on adequate p r i c e  
competi t ion o r  on an e s t a b l i s h e d  c a t a l o g  o r  market p r i c e  of a 
commercial i t em s o l d  i n  s u b s t a n t i a l  q u a n t i t i e s  t o  t h e  gene ra l  
p u b l i c .  We concluded, however, t h a t  i n  none of t h e  1 0  ca ses  
d i d  t h e  prime c o n t r a c t o r  adequate ly  demonstrate t h i s  ; n e i t h e r  
d i d  t h e  c o n t r a c t i n g  o f f i c e r s  exp la in  i n  t h e  records  o f  nego t i a -  
t i o n s  t h e  reasons f o r  t h e i r  de te rmina t ions  t h a t  c o s t  o r  p r i c -  
i n g  d a t a  was n o t  r equ i r ed .  

A f t e r  reviewing a v a i l a b l e  informat ion ,  we concluded t h a t  
t h e  c o n t r a c t i n g  o f f i c e r s '  dec i s ions  i n  t h r e e  o f  t h e s e  cases 
seemed reasonable .  We could not  f i n d  evidence, however, which 
would suppor t  t h e  g ran t ing  o f  an exemption from f u r n i s h i n g  
cos t  o r  p r i c i n g  d a t a  f o r  t he  remaining seven subcon t rac t  e s t i -  
mates. Five o f  t hese  cases  concern adequate p r i c e  compet i t ion  
and two cases  involve c a t a l o g  p r i c i n g .  Examples fol low.  

Determination of  adeauate  Drice 
competi t ion ques t  i onab l e  

1. A prime c o n t r a c t o r ' s  proposal  included a subcon t rac t  
e s t i m a t e  of $3,719,933. Although some c o s t  o r  p r i c i n g  d a t a  
was submit ted by t h e  prime c o n t r a c t o r  i n  support  o f  t h i s  e s t i -  
ma-te, we concluded t h a t  i t  was inadequate .  For example, c o s t  
o r  p r i c i n g  d a t a  suppor t ing  l a b o r  hours and m a t e r i a l  c o s t s  was 
n o t  submi t ted  o r  i d e n t i f i e d .  
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We asked t h e  c o n t r a c t i n g  o f f i c e r  why complete c o s t  o r  
p r i c i n g  d a t a  had n o t  been obta ined .  He t o l d  us t h a t  a d e t e r -  
minat ion had been made t h a t  adequate p r i c e  compet i t ion  
e x i s t e d ,  t h a t  no r e l i a n c e  was p l aced  on t h e  subcon t rac to r  
cos t  o r  p r i c i n g  d a t a  submi t ted ,  and t h a t  t h e  s u b c o n t r a c t o r ' s  
p roposa l  was accepted  as  reasonable .  We found no i n d i c a t i o n  
t h a t  t h e  prime c o n t r a c t o r  had reques ted  an exemption from 
s u b m i t t i n g  t h e  subcon t rac to r  d a t a  o r  t h a t  t h e  c o n t r a c t i n g  
o f f i c e r  had documented t h e  b a s i s  f o r  h i s  d e c i s i o n .  

In  reviewing the  a v a i l a b l e  r e c o r d s ,  we found t h a t  i n i -  
t i a l l y  t h e  prime c o n t r a c t o r  reques ted  and r ece ived  quotes  
from two sources  f o r  t h e  work t o  be subcon t rac t ed ;  t h e  lowes t  
sou rce  quoted a p r i c e  of $5,495,350. 
i nc luded  t h i s  amount i n  h i s  o r i g i n a l  p roposa l ,  Before nego- 
t i a t i o n  o f  t h e  prime c o n t r a c t ,  however, t h e  scope o f  t h e  work 
f o r  t h e  s u b c o n t r a c t  was decreased  s u b s t a n t i a l l y .  In  r e v i s i n g  
i t s  proposa l  f o r  t h e  change i n  scope,  t h e  prime c o n t r a c t o r  
n e g o t i a t e d  only wi th  t h e  subcon t rac to r  quot ing  t h e  lowest  i n i -  
t i a l  pr ice , ,  Because o f  t h e  change, t h e  subcon t rac to r  r e v i s e d  
i t s  quote  from $5,495,350 t o  $3,719,933. We concluded t h a t  t h e  
change i n  work scope was s o  s u b s t a n t i a l  a s  t o  n u l l i f y  any 
r e l i a n c e  on previous  compet i t ion  and t h a t  c o s t  o r  p r i c i n g  d a t a  
i n  suppor t  of  t h e  $3,719,933 e s t ima te  should have been ob- 
t a i n e d  and eva lua ted .  

The prime c o n t r a c t o r  

2 .  I n  ano the r  case  t h e  c o n t r a c t i n g  o f f i c e r  accepted  t h e  
prime c o n t r a c t o r ' s  s ta tement  t h a t  p r i c e s  o f  t h r e e  subcon t rac t s  
were based on adequate compet i t ion  even though t h e  c o n t r a c t i n g  
o f f i c e r  knew t h a t  t h e  r e q u i r e d  q u a n t i t i e s  were s p l i t  between 
two o f f e r o r s .  The prime c o n t r a c t o r  contended t h a t  t h e  sub-  
c o n t r a c t o r s  were well-known capable  s u p p l i e r s  of t h e  compo- 
n e n t s  involved;  t h a t ,  i n  t h e  i n i t i a l  phases  of p roposa l  prep-  
a r a t i o n ,  t hey  were both con tac t ed  f o r  q u o t a t i o n s ;  t h a t  t h i s  
f i e l d  i s  h igh ly  compet i t ive  which tends t o  e q u a l i z e  costs  i n  
t h e  product ion  o f  t h e  components; and t h a t  i t s  purchas ing  de-  
par tment  had engaged t h e  subcon t rac to r s  i n  d i s c u s s i o n s  and 
n e g o t i a t i o n s  which reduced i n i t i a l  b ids .  The prime c o n t r a c -  
t o r  concluded t h a t  t hese  f a c t o r s  had t h e  e f f e c t  of competi- 
t i o n  on a l l  procurements of  t h e  s u b j e c t  components. We 
b e l i e v e ,  however, t h a t  compet i t ion  was l e s s  than adequate 
because t h e  s u p p l i e r s  knew t h a t  t h e  prime c o n t r a c t o r  had p r e -  
v i o u s l y  purchased t h e s e  components by s p l i t t i n g  requirements  
between t h e  s u p p l i e r s  
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A f t e r  we d i scussed  t h i s  case  with t h e  head of  t h e  
procurement o f f i c e ,  he agreed  t h a t  t h e  subcon t rac t  awards 
should  n o t  have been cons idered  compet i t ive  and t h a t  subcon- 
t r ac to r  c o s t  o r  p r i c i n g  d a t a  should have been obta ined .  

Evidence n o t  ob ta ined  f o r  
sales  based on c a t a l o g  .orice 

A t  one procurement o f f i c e  w e  found two cases  i n  which 
prime c o n t r a c t o r s  were exempted from f u r n i s h i n g  subcon t rac to r  
c o s t  o r  p r i c i n g  d a t a  because t h e  subcon t rac t  p r i c e s  were based 
on c a t a l o g  p r i c e s  f o r  i tems s o l d  i n  s u b s t a n t i a l  q u a n t i t i e s  t o  
t h e  gene ra l  pub l i c .  In  n e i t h e r  i n s t a n c e ,  however, d i d  t h e  
c o n t r a c t i n g  o f f i c e r ,  a s  r e q u i r e d  by ASPR, o b t a i n  documenta- 
t i o n  t h a t  t h e r e  had been s u b s t a n t i a l  s a l e s  t o  t h e  gene ra l  
p u b l i c  a t  t h e  c a t a l o g  p r i c e s .  

GREATER EMPHASIS NEEDED ON USE OF 
PRIME CONTRACTOR EVALUATIONS OF 
SUBCONTRACTOR PROPOSALS TO DETERMINE 
THE REASONABLENESS OF SUBCONTRACT ESTIMATES 

ASPR s t a t e s  t h a t ,  a l though t h e  prime c o n t r a c t o r  i s  r e -  
s p o n s i b l e  f o r  t h e  s e l e c t i o n  of  subcon t rac to r s  and f o r  subcon- 
t r a c t  p r i c e s ,  t h e  c o n t r a c t i n g  o f f i c e r s  must have adequate  
knowledge o f  t h e s e  elements and t h e i r  e f f e c t s  on c o n t r a c t  
p r i c e s  and when a p p r o p r i a t e ,  they should e l i c i t  f rom t h e  prime 
c o n t r a c t o r  in format ion  concerning t h e  c o s t  o r  p r i c e  a n a l y s i s  
accomplished. We found only  one case  i n  which the  prime con- 
t r a c t o r  submi t ted  a c o s t  o r  p r i c e  a n a l y s i s  o f  t h e  subcont rac-  
t o r ' s  p roposa l ,  Even i n  t h i s  c a s e ,  t h e  prime c o n t r a c t o r ' s  
e v a l u a t i o n  was p r i m a r i l y  a compi la t ion  o f  DCAA and Defense 
Con t rac t  Adminis t ra t ion  Se rv ice  r e p o r t s  and a h i s t o r y  of 
n e g o t i a t i o n s  between t h e  subcon t rac to r  and t h e  prime c o n t r a c -  
t o r .  

ASPR was r e v i s e d  Apr i l  2 8 ,  1 9 7 2 ,  t o  make it mandatory 
f o r  prime c o n t r a c t o r s  and h i g h - t i e r  subcon t rac to r s  t o  r e -  
view and eva lua te  subcon t rac to r  proposa ls  and accompanying 
c o s t  o r  p r i c i n g  d a t a  and f u r n i s h  t h e  r e s u l t s  t o  t h e  Govern- 
ment a s  p a r t  o f  t h e i r  c o s t  o r  p r i c i n g  d a t a  submissions.  ASPR 
a l s o  provides  t h a t  when, i n  t h e  c o n t r a c t i n g  o f f i c e r ' s  op in -  
i o n ,  t h e  prime c o n t r a c t o r  o r  h i g h - t i e r  s u b c o n t r a c t o r ' s  
a n a l y s i s  o f  t h e  subcon t rac t  p roposa l  i s  inadequate ,  t h e  
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c o n t r a c t i n g  o f f i c e r  w i l l  r e t u r n  the  a n a l y s i s  package t o  t h e  
prime c o n t r a c t o r  f o r  reaccomp 1 i s  hment . 

Our review of  t h r e e  prime c o n t r a c t s  r e s u l t i n g  from 
s o l i c i t a t i o n s  i s s u e d  a f t e r  t h e  e f f e c t i v e  d a t e  o f  t h e  new re -  
quirement showed l i t t l e  improvement i n  t h e  amount o f  i n f o r -  
mation t h e  prime c o n t r a c t o r  made a v a i l a b l e  t o  t h e  Government 
concerning i t s  a n a l y s i s  o f  subcon t rac to r  proposa ls  and sup- 
p o r t i n g  c o s t  o r  p r i c i n g  da ta .  F u r t h e r ,  1 2  buyers a t  3 procure -  
ment o f f i c e s  t o l d  us t h a t  they were not  aware of t h e  A p r i l  2 8 ,  
1 9 7 2 ,  r e v i s i o n  t o  ASPR. 

Procurement o f f i c i a l s  a t  ano the r  procurement o f f i c e  s a i d  
t h a t  compliance wi th  t h e  requirement  f o r  prime c o n t r a c t o r s  t o  
submit t h e i r  ana lyses  of subcon t rac to r  cos t  o r  p r i c i n g  d a t a  
w i l l  be l e f t  t o  t e c h n i c a l  and a d m i n i s t r a t i v e  personnel  a t  t h e  
c o n t r a c t o r ' s  p l a n t ,  DCAA, and o t h e r  members o f  t h e  p r i c i n g  
team. 

SUBCONTRACTOR COST OR P R I C I N G  DATA 
NOT RETAINED AS REOUIRED 

ASPR provides  t h a t  purchas ing  o f f i c e  c o n t r a c t  f i l e s  s h a l l  
i nc lude  a l l  c o s t  o r  p r i c i n g  d a t a  submi t ted  o r  used. However, 
i n  a number of prime c o n t r a c t  awards by t h r e e  of  t h e  f i v e  
procurement o f f i c e s  v i s i t e d ,  w e  found t h a t ,  a l though Govern- 
ment personnel  ob ta ined  and eva lua ted  subcon t rac to r  c o s t  o r  
p r i c i n g  d a t a ,  t h i s  d a t a  had e i t h e r  been des t royed  o r  r e t u r n e d  
t o  t h e  c o n t r a c t o r  o r  i t s  p r e s e n t  l o c a t i o n  was unknown. Some 
c o n t r a c t i n g  o f f i c e r s  and p r i c e  a n a l y s t s  s a i d  t h a t  subcon- 
t r a c t o r  d a t a  i s  g e n e r a l l y  no t  r e t a i n e d  i n  t h e  c o n t r a c t  f i l e s  
because t h e  Government does n o t  have p r i v i t y  o f  c o n t r a c t  w i th  
subcon t rac to r s .  They f e l t  t h a t  prime c o n t r a c t o r s  a r e  respon-  
s i b l e  f o r  main ta in ing  t h e  subcon t rac t  d a t a .  

When t h e  c o s t  o r  p r i c i n g  d a t a  r e l i e d  on i n  e s t a b l i s h i n g  
t h e  prime c o n t r a c t  p r i c e  i s  n o t  r e t a i n e d  and when postaward 
a u d i t s  i n d i c a t e  t h a t  p e r t i n e n t  s u b c o n t r a c t o r  d a t a  had not  
been d i s c l o s e d ,  c o n t r a c t i n g  o f f i c e r s  might not  be a b l e  t o  
determine what d a t a  had been submi t ted  and r e l i e d  on. I n  
t h a t  even t ,  t h e  Government's r i g h t s  t o  a p r i c e  adjustment  
under t h e  d e f e c t i v e  p r i c i n g  c l a u s e  of  t h e  c o n t r a c t  might be 
imp a i  r e  d. 
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One procurement o f f i c e  has a l r e a d y  a c t e d  t o  emphasize 
t h e  need t o  r e t a i n  s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a .  
our  review,  t h e  Commander, Space and M i s s i l e  Systems Organi- 
z a t i o n ,  i s s u e d  i n s t r u c t i o n s  t o  i t s  procurement personnel  
s t a t i n g  t h a t  t he  c o n t r a c t i n g  o f f i c e r  should r e t a i n  subcon- 
t r a c t  p r i c i n g  proposa ls  and suppor t ing  cos t  o r  p r i c i n g  d a t a .  

A f t e r  

RE CORDEN DAT I ON S 

We recommend t h a t  t h e  S e c r e t a r y  o f  Defense i n s u r e  t h a t  
c o n t r a c t i n g  o f f i c i a l s :  

- -Enforce t h e  requirement  t h a t  prime c o n t r a c t o r s  suppor t  
t h e i r  major subcon t rac t  c o s t  e s t i m a t e s  wi th  subcon- 
t r a c t o r  c o s t  o r  p r i c i n g  d a t a  as p r e s c r i b e d  by ASPR. 

- - C a r e f u l l y  review and adequate ly  document t h e  b a s i s  f o r  
t h e i r  de t e rmina t ions  t h a t  the  prime c o n t r a c t o r  i s  exempt 
from submi t t i ng  s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a .  

- -Require  c o n t r a c t o r s  t o  eva lua te  subcon t rac to r  p roposa l s  
and t o  submit t h e  r e s u l t s  o f  t h e s e  ana lyses  with t h e  
p roposa l s .  

- -Re ta in  s u b c o n t r a c t o r  c o s t  o r  p r i c i n g  d a t a  r e l i e d  on i n  
n e g o t i a t i n g  prime c o n t r a c t  p r i c e s  a s  p a r t  of t h e  pu r -  
chas ing  o f f i c e  c o n t r a c t  f i l e s .  

We s h a l l  a p p r e c i a t e  recei 'v ing your comments on t h e s e  mat- 
t e r s .  I f  you d e s i r e ,  w e  s h a l l  be p l eased  t o  f u r n i s h  any add i -  
t i o n a l  in format ion  we may have on t h i s  review. 

We are sending  copies  of  t h i s  l e t t e r  t o  t h e  D i r e c t o r ,  
Office of Management and Budget; t h e  S e c r e t a r i e s  o f  t h e  Army, 
t h e  A i r  Force,  and t h e  Navy; t h e  D i r e c t o r ,  Defense Supply 
Agency; and t h e  D i r e c t o r ,  Defense Cont rac t  Audit Agency. We 
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are a l s o  sending cop ie s  t o  t he  Chairmen of  the  Senate and 
House Committees on Government Operat ions,  Appropr ia t ions ,  
and Armed Serv ices .  

S i n c e r e l y  yours ,  

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

Enclosure 
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PROCUREMENT OFFICES VISITED 

AND 

PRIME CONTRACTS REVIEWED 

ARMY: 
Aviation Systems Command (AVSCOM) 

NAVY : 
Naval Air Sys tems Command (NAVAIR) 

Naval Ship Systems Command (NAVSHIPS) 

AIR FORCE: 
Aeronautical Systems Division (ASD) 

E NCLOS URE 

DAAJ01-72-C-0102 
DAAJ01-72-C-0123 
DAAJ01-72-C-0501 
DAAJO1- 71-C-0 840 
DAAJ01-72-C-0381 
DAAJ01-72-C-0012 
DAAJ01-72-C-0502 

N00019-71-C-0444 
N00019-71-C-0450 
N00019-71-C-0398 
N00019- 72-(2-0114 

N00024-72-C-5096 
N00024-72-C-5032 
N00024- 72-C- 0236 
NO 0 0 2 4- 7 2 - C  - 0 31 9 
N00024-70-C-0252 

F33657-72-C-0072 
F33657-71-C-0631 
F33657-71-C-0786 
F33657- 72-C- 0 766 
F336 5 7- 7 2 - C - 0430 
F33657-69-C-0396 



ENCLOSURE 

Space and Missile Systems 
Organization (SAMSO) F04701-  71-C-0130 

F04701-  70 -C-0202  
F 0 4 7 0 1 - 7 1 - C - 0 1 7 5  
F 0 4 7 0 1 - 7 1 - C - 0 0 3 8  
F 0 4 7 0 1 - 6 9 - C - 0 1 9 4  
F 0 4 7 0 1 - 6 8 - C - 0 1 7 8  
F04 7 0 1  - 7 1 -C -  00 31 
F 0 4 7 0 1 - 7 1 - C - 0 0 6 4  
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