
The Honorable Robert L. S. Sikes 
Chairman, subcommittee on M,Ia~~.:ary 

CoAstructioA 
Committee on Appropriations : ‘3 
House of Representatives 

-1) 
Dear Ear. Chairman: 

2 / 

As you requested, we have reviewed the bontrauting 
procedures the Ogden Air Logistics Center, O$den, Utah, $’ 
used to award contract number F4-2600-76-C-8250 to E-Systems 
for programed depot maintenance services for F-4C aircraft.*- 
This- contract, awarded in the amount of $3,377,323, has a - 
Dotential value of $X.497,652. Another bidder, Fairchild 
kndustries, fix., quesiioned the evaluation for&u?; used C,V$ 
to determine the bow offeror, 

We made our review primarily at Ogden. We exmined 
contract fi.les p reports I and other agency records; pro- 
curement policies and procedures: and documer??e submitted 
by Fairchild Industries, IAC o Although we did not con- 
sider it necessary to Gbtain formal cements, we did 
discuss pertinent matters with knowledgeable officials 
of both Fairchild and the Air Force. We considered their 
comments in preparing this report. 

Our objective wz:8 to determine whether the evaluation 
formula used in the request for proposals had resulted in 
the lowest overall cost to the (VZovernment, We found that 
the solicitation issued for this prscureEent provided an 
equitable basis for evaluating proposals. The eval ua- 
tioll formula included ah% factors needed to properly 
determine the Eow offeror D Bowever, the solicitation 
and resul4ttng contra.3 provided for an undesirably large 
amount of wo:‘k fs; which fixed prices were not established, 
As a result, it was not possible a% the time of award for 
Ogden to determine the Llb%imate OYCEhll cost to the 
Goverment, We believe that, for fut~nre procurements of 
maintenance servicesp the procurement activity should try 
to considerably increase the amoors& of work covered by 
detailed specifications and fixed prices a 
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BACKGROUND 

Ogden is responsible for providing programed depot 
maintenance services for the F-4C aircraft. Normally the 
depot maintenance activity at Ogden does such maintenance; 
howeverr Ogden determined, due to a lack of manpower, that 
it would be unable to provide these services after fiscal 
year 1975. As a result, Ogden initiated procurement of 
the services for fiscal years 1976 through 1980. 

Programed depot maintenance involves two types of 
work--basic and "over and above ." Basic work is work 
that can be determined as applicable to all aircraft 
before the maintenance is programed. The over-and-above 
work is work that can be determined only after a detailed 
inspection is made of each aircraft. There are twc cste- 
gories of over-and-above work: (1) work for which techni- 
cal data can be furnished and the number of times the re- 
pair will be required can be estimated and (2) work for 
which only general sp scifications can be provided. For 
the latter category, contractor& are required to quote 
only an hourly rate, rather than a fixed price, for the 
work to be done. 

FAIRCHILD'S ALLEGATIONS 

Fairchild alleged that the evaluation formula Ogden 
used to select the low offeror was inequitable, deficient, 
and not in accordance with the Armed Services Procurement 
Regulation. Fairchild alleged that this formula did not 
meet the requirements of sections 3-801.1 and J-807.1 
of the regulation. 

I Section 3-801-l st(>tes, in part, that: 

"It is the policy of the Department of 
Defense to procure supplies and services 
from responsible sources at fair and 
reasonable prices calculated to result 
in the lowest ultimate overall cost to 
the Governmentr" -. ~. 

Section 3-8617.1 states@ in part, that: 

"price competition may be presumed to 
be adequate unless the purchaser + * * 
finds 
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ii) 

.- - 
(ii) 

the solicitation was made under 
conditions that unreasonably 
deny to one or more known and 
qualified offerors an opportunity 
to compete; 

the low competiror has such a 
determinative advantage over 
the -Other COmpetitOrs tiat he 

is practically immune to the 
stimulus of competition in 
proposing a price * * *.Ir - 

Fairchild asserted that the large number of 
labor-hours estimated for the over-and-above work caused 
the apparent low offeror to be determined by the lowest 
hourly labor rate submitted. Fairchild maintained that 
this method of evaluation did not consider the production 
efficiencies of the respective offerors nor the fact that 
skills making up direct labor pools would vary amony We 
offerors. In addition, Fairchild questioned the propriety 
of defining direct labor in the solicitation. This 
definition was allegedly contrary to the general provisions 
of the solicitation, because these provisions required a 
contractor to follow its disclosed cost accounting 
practices. The likelihood was that the disclosed cost 
accounting practices differed from the definition in 
the solicitation. Therefore Fairchild concluded that 
this solicitation was defective. 

CONTRACTIMG PROCEDURE CO!~PLEEI) WITB 
REQUIREMENTS OF THE M-WED SERVICES 
PROCUREMENT REGULATbON 

The contracting procedure Ogden used generally 
complied with the regulation's requirements. The 
solicitation described the basis OR which the proposals 
would be evaluated. Using this basisp the procurement 
office attempted to select the lowest ultimate cost to 
the Government. Further, each offeror was instructed 
to propose an hourly rate for Lhe over-and-above work 
based on the definition of direct labor in the 
solicitation. This was to pse;rewt variances that might 
occur in computing the hourly rate due to differences in 
accounting classifications for direct and indirect labo;. 

3 

L 
!- 



B-184655 

Solicitation provided an adequate 
basis for bLddlng and 
for evaluating proposals 

The solicitation included technical data describing 
the basic work and required offerors to propose fixed 
prices for that work. The offerors were also required 
to propose fixed prices for that part of the over-and- 
above ~3rk for which technical data could be furnished 
and the frequency of ea& repair could t.: estimated. 
For the remainder of the over-and-above work, for which 
only <general specifications outlining the nature of the 
work could be provided, the offerors were required to 
propose hourly rates based on Ogden’s estimate of the 
number of hours that would be required. The solicitation 
stated that this rate would cover all charges for direct 
and indirect labor, indirect parts and materials, overhead 
charges, and profit. Payment for the over-and-above work 
was to be based on the labor rate multiplied by the number 
of direct labor-hours negotiated by the contractor and the 
contracting officer after the work requirements were more 
fully defined through completion of work on a number of 
of aircraht. 

i 

For computing a labor rate for the over-aad-above 
work, the solicitation defined direct labor as being 
labor by direct productive personnel and not work by such 
nonproductive personnel as timekeepers, payroll clerks, 
and executives. 

The cost accounting standards provision rjf the 
solicitation required the successful contractor to 
submit a revised disclosure statement if its previously 
disclosed definition of direct labor differed from the 
definition in the solicitation. Ogden officials explained 
the definition of direct labor during a prepreposal con- 
ference and advised the offerors, including Fairchild, 
that the definition was necessary to provide a basis for 
equitable evaluation of the fixed hourly rates proposed 
for the over-and-above work and to provide a basis for 
payment. An offeror who assumed that the rate would be 
applied to all labor-hours incurred, both productive and 
nonproductive, undoubtedly would have proposed an unreal- 
istically low rate. 
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Evaluation rormuia 

The formula Ogden used to determine the low offeror 
evaluated the prices pro_aosed for the two different types 
of work. 

Although offerors were required t3 propose prices for 
all 5 program years, evaluation was based on the prices 
proposed for the first 3 program years on1.f. The evalua- 
tion formula considered the following criteria to determine 
the low offeror. 

--The totab of the fixed prices*proposed 
the basic woo: k. 

--The 
the 

total of the fixed prices proposed 
fixed-price over-and-above work, 

fixed hourly rates proposed for the 
fixed-hourly-rate over-and-zove work. 

fcr 

for 

To ascertain an offeror'g prcpased piise for the 
fixed-hourly-rate over-and-above work, the offeror's pro- 
posed hourly rate was multiplied by Ogden's estim,&e of the 
total direct labor-hours required for that work. 

Ogden procurement officials maintained, and we 
igree, that the prodaction efficiencies related to the 
fixed-.hourly-rate over-and-above work could not be 
considered by the evaluation formula, because there was 
no equitabbe method to set the level of efficiency for 
each offeror. This efficiency can be determined oplly 
after a task is completed. 

LOW 0lgw?0R BIB HOT PROPOSE 
LOWEST gPOUP&Y LABOR RATE 

Contrary to Fairchifd's contention, the overall how 
offeror WES not the oEferor who submitted the lowest hourly 
rate for the over-and-above work. Fairchild, which was 
the second overall low offerorI proposed the lowest hourly 
rate e The low offerorp E-Systems, proposed hourly rates 
that were from $0.19 to $2-13 higher than Fairchild's ~- 
rates, Bowever f E-Systems won the award by offering 
considerably lower priees than Fairchild for the 
fixed-price work required by the solicitation. 
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L;,BOR-HOUR CONTRACTING METHOD UNDESIRABLE 

Although the regulation provides for labor-hour 
contracts, exe should be exercised in using this type of 
contract, because it does not afford the contractor an? 
positive -profit incentive to manage its labor force 
effectively. PlOiCOV2lT, the regulation states that it is . 
essential that adequate controls, including appropriate 
surveillance by Government personnel during performance , 
be used to give reasonable assurance that inefficient 
and wasteful methods are foreclosed. 

About 65 percent of the total work required for the 
first 3 years of this contract, an urdesirably large 
amount in our opinion, was composeo of fixed-hourly-rate 
over-and-above work. Therefore the administrative 
contracting officer will be responsible for negotiating 
most of the f inaL price on a sole-source basis. Ogden 
officials agreed that this contract included an undesirable 
amount of over-and-above work but argued that there was no 
way any of ~;!ILS work could have been included in the 
fixed-price part of the contract. 

According to Ogden off ici&s, not aI1 the work 
currently included in the fixed-hourly-rate over-and-above 
category will remain such durimg contract performance. 
They disclcsed that th,ry had an agreement with E-Systems 
to negotiate a fixed Frice for part of the over-and-above 
work after completio’l of four aircraft. Thbs the con- 
tracting parties will neghtti;-ce to greatly reduce the 
over-and-above work. 

We pointed out to Ogden officials that the contract 
did not provide that .:hxed prices be negotiated for 
over-and-above work. In our opinion, the contract should 
have included such a povision, Ogden officials agreed 
and stated *J,& s*Ach a provision would be included in 
future procurements of this types 

RECOF&LNDh4’,‘IQg\l P-P 

We re:?ommend that, in contracting for future 
maintenwz2e service for F-42 aircraft or for similar 

I work for other aircraft, the Secretary of the Air Force 
t reduce the amount of work that is contracted for on an 
I over-and-above basis to the maximum extent possible. 
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Since Ogden has been doing this type of depot maintenance 
on the F-4C aircraft for about 1: years, W. believe that. 
it should be able to develop, in advance oZ contract 
performance, detailed specifications for a greater part 
of the work requirements. 

e-w- 

As y&u kn?*:, section 236 of the Legislative 
Reorganization Act of 1970 requires the head of a Federal 
agency to to submit a written statement on actions taken 

,- .@ifs on our recommendations to the House and Senate Committees,..,,/~~ .- 
on Government Operations not later than 60 days after the""" 

LYJ; /date of the report and to the Bouse and Senate CommitteesI~~fi' - 
/ on Appropriations with the agency's first request for appr* 

priations made more than 60 days after the date of the re- i-1 ode" 
port. We will bc in touch with your office in the near 5 60 Jd * 
future to arrange for rolease of the report so that the 
requirements of section 236 can be set in motion. 

Sincerely yours, 

P 

Comptroller Genera3 
of the United States 

b L, 




