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G U I D E L I N E S  FOR SURVEY 3F THE 
P R I C I N G  OF NEGOTIATED N O N C O N P E T I T I v E  P R I M E  

CONTRACTS WITH MCDONNELL COUGLAS 
AND NASA P S I M E  CONTRACTS WITH GENEFAL E L E C T R I C  

CODE 95,0463 

O B J E ~ T  IVE 

The ob jec t ive  of t h i s  survey is to- determine, for t h e  DOD 

an3 NASA con t rac to r s ,  whether the p r i ces  nego t i a t e j  f o r  na jor  

programs and systems a re  reasonable based on c o s t  or pricing 

data available to the con t rac to -Fa t  t h e  time of cont rac t  ne3o- 
. _1  ' ,:e 

t i a t i o n s ,  

S a s i c a l l y  t n i s  survey includes 2 of the t o D  15  DOD and 

I o f  the tau  10 NASA contractors i n  1976. The remainina tor, contractors 

will be covered i n  subsequent surveys. 

Contract-Select ion -- 
Each subteam w i l l  s t r i v e  ta accd:nplish t h e  examination and 

evaluation of three prime noncompetitive c o n t r a c t s  assoc ia ted  

with major prorrrams or systems, Only one con t r ac t  w i l l  be 

examined a t  any ane time. Judgment w i l l  have to  be exerc ised ,  . 

an3 approval of team leader m u s t  be obtained i f  a u d i t  time 

great ly  exceeds the approximate 30 days a l l o t e d  f o r  each contract .  

Contracts  or major  modif icat ions w i l l  be selected from con- 

tracts awarded during Fiscal' Years 1976 -1977. 

BACKCItOUdD - 

Public Law 87-653, the Truth-in-Negotiations A c t ,  enacted 

DY Congress i n  Septeinber 1 9 6 2 ,  r equ i r e s  prime con t r ac to r s  and 

subcontractors  t o  s u b m i t ,  sub jec t  t o  c e r t a i n  exemptions, cost  

. or pricing data  [as define3 i n  Armed Services  Procurement 



Regulation ASPR 3-807 .3 (n )1  i n  support  of proposed pr- ices  fo r  

noncompetitive c o n t r a c t s  expected to exceed $ 1 0 0 , 0 0 0  and a t  t h e  

completion of n e g o t i a t i o n s ,  r e q u i r e s  t he  c o n t r a c t o r  and subcon- 

t r a c t o r s  to  c e r t i f y  t h a t  t he  c o s t  or p r i c ing  d a t a  provided i s  

a c c u r a t e ,  c u r r e n t ,  and complete, Refer to the Arrned Services  
. *  

Procure ien t  Regulation ASPR 3-807.3 fo r  s p e c i f i c  requirements  

for c o s t  o r  p r i c ing  da ta .  !i%e Law a l s o  provides  f o r  c o n t r a c t  

price re5uct ion  wnen the  negot ia ted  c o n t r a c t  p r i c e  to  t h e  Govern- 

m e n t  was increased by any s i g n i f i c a n t  s u m s  because t h e  c o n t r a c t o r  

- furnished c o s t  or p r i c ing  d a t a  which was n o t  complete, a c c u r a t e ,  
c 

and c u r r e n t  a s  c e r t i f i o d  i n - t h e  c o n t r a c t o r ' s  c e r t i f i c a t e  of  c u r r e n t  . 

. c o s t  or  p r i c i n g  data ( A S P R  7-104.29 P r i c e  Reduction f o r  Dsfec t ive  

Cost o r  p r i c ing  Data) .  W i  want to  emphasizz, however, t h a t  the 

i d e n t i f i c a t i o n  of p o t e n t i a l  d e f e c t i v e  p r i c i n g  is on ly  one p a r t  

of t h i s  survey. #e a l s o  want to  pursue in s t ances  where we 

be l i eve  t h e  p r i c e  may have bsen over s t a t ed  because of  a c t i o n s  

taken o r  n o t  taken by t h e  con t r ac t ing  o f f i c e r  or  members of h i s  

team, such a s  DCAA or t h e  t echn ica l  e v a l u a t o r s .  

ASPR 3-507.2(c) provides  t h a t  surne form of c o s t  a n a l y s i s  

[ f i n a n c i a l  a u d i t  and t echn ica l  e v a l u a t i o n )  of t h e  c o n t r a c t o r ' s  

proposal  be perforned whenever c o s t  o r  p r i c i n g  da ta  a r e  requi red  - 

- ( p e r  ASPR 3-807.3) t o  be submitted.  F inancia l  a u d i t s  and tech- 

nica l  eva lua t ions  a r e  reviews of a c o n t r a c t o r ' s  submitted cos t  

or pr i c ing  d a t a  and of the- judginental  f a c t o r s  appl ied  in p r o j e c t -  

ing from the d a t a  t3 t n e  e s t ima te3  c o s t s .  They provide advice t o  

t h e  c o n t r a c t i n g  officer about the degree to ' t rhich proposed c o s t s  . 

2 
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. are r e p r e s e n t a t i v e  of f u t u r e  performance, assuming reasonable  

economy and e f f i c i e n c y .  
-. 2 



The .contract ing o f f i ce r  is responsible  for  negot ia t ing a 

f a i r  an3 reasonable p r i c e  (ASPR 3-801.2). The degree to which 

ad'equate cos t  analyses and technicai  

an3 the extent  to which s u c h  assessments a re  r e l i ed  upon i n  nego- 

evaluations are performed 

t i a t i o n s  by the contracting o f f i c e r s ,  s i g n i f i c a n t l y  influencfj  

the ,cont rac t  p r ice .  

In pr ior  prime cont rac t  reviews we have iden t i f i ed  

several  m i l l i o n  d o l l a r s  of overpricing and recovered m i l l i o n s  

of d o l l a r s .  The gr h e  cont rac t  overpricing occurred pr imar i ly  

Because (1) contract ing o f f i c e r s  d i d  not obtain adequate cost 

or pricing data  along w i t h  prime cont rac tors ' .  proposal submis- 

s i o n s , .  (2) adequate cost and technical  evaluat ions of the pro- 

. posal were not performed and/or ( 3 )  negot ia t ions  w i t h  the 

contractor  were inef fec t ive .  Subcontracts appeared t o  have a 

propensity fo r  over and/or de fec t ive  pr ic ing pr imar i ly  because 

(1) subcontractors  were not aware of t h e  da ta  t h a t  t h e  prime 

contractor  signed the " C e r t i f i c a t e '  and d i d  not update the 

subcontract proposal through t h a t  d a t e  ( A S P R  3-807.31b) ( 2 ) ,  

, (2) or claimed ignorance b'y t h e  subcontractor  of the require- 

ments  of ASPR 3-807.3 and (3) t h e  prime cont rac tor  f a i l e d  i n  

h i s  r e s p o n s i b i l i t y  t o  update the prospect ive subcont rac tor ' s  

data to t h e  Cer t i f i ca t e"  da te  f ron  the time of the  .o r ig ina l  

submission by the  subcontractor.  Wgional o f f i c e s  are  required 

to i den t i fy  individual subcontracts  over  $ 1 , 0 0 0 , 0 0 0  (for prime 

c o n t r a c t s  s e l ec t ed )  for  fu tu re  survey e f f o r t .  

Tne survey work w i l l  p r imar i ly  be pr formed a t  the con- 

tractors'  plants. '  However, it is expected t h a t  t h e  need f o r  
1 



c e r t a i n  i n f o r m a t i o n  w i l l  r e q u i r e  v i s i t s  t o  local ( w i t h i n  t h e  

.. GAG r e g i o n )  Defense C o n t r a c t  A u d i t  Agency (DCAA)  a c t i v i t i e s  

and/or  W f e n s e  C o n t r a c t  A d m i n i s t r a t i o n  S e r v i c e s  ( D C A S )  a c t i -  

v i t i e s .  Also ,  l i m i t &  i n f o r m a t i o n  may be r e q u i r e d  from t h e  

procurement o f f i c e .  If t h i s  o c c u r s ,  and t h e  procurement  o f f i c e  

is l o c a t e d  o u t s i d e  t h e  GAO r e g i o n ,  t h e  teas  l e a d e r  w i l l  be a d v i s -  

ed ta d e c i d e  w h e t h e r  a forinal assist  a u d i t - w i l l  be n e c e s s a r y ,  o r  

whether a v i s i t  should  be made by  t h e  subteam i n v o l v e d .  

Key i n d i c a t o r s  i n  a c h i e v i n g  t h e  s t a t e d  o b j e c t i v e s  are  as 

A. S i g n i f i c a n t  c o s t  ' unde r runs  i n  t h e  per formance  of 

c 

follows : 

c o n t r a c t  e f f o r t  

Key i n d i c a t o r s  i n  a c h i e v i n g  t h e  s t a t e d  o b j e c t i v e s  are  as 

A. S i g n i f i c a n t  c o s t  ' unde r runs  i n  t h e  per formance  of 

c 

follows : 

c o n t r a c t  e f f o r t  

. 3. I n a d e q u a t e  s u p p o r t  for est imates  i n  t h e  pr ice  p r o p o s a l .  

C. I n a d t q u a t e  Governinent c o s t  an5 t e c h n i c a l  e v a l u a t i o n s  
of c o s t  o r  p r i c i n g  d a t a  s u b m i s s i o n s  or i n e f f e c t i v e  
use of t h e  d a t a  and e v a l u a t i o n s  i n  n e g o t i a t i o n s .  

D. Updated p r i c e  p r o p o s a l s  n o t  o b t a i n e d  or e v a l u a t e d  
wherz war ran ted .  
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A. SIGNIFICANT COST UNDERRUNS IN THE PERFORMANCE - O F r n r n C ' T E F F O R T  ------ 
1. Where t h e  c o n t r a c t  e f f o r t  is comple te  or s u b s t a n t i a l l y  

completer conpare  t h e  c o s t  of performance w i t h  the n e g o t i a t e d  

cost for the s u b c o n t r a c t .  Consider s i g n i f i c a n t  any u n d e r r u n s  i n  

excess of  5 percent o r  $100,000. Identify tne cost elements i n  which the 

-underrun exis ts .  Include a l l  price changes t o  the original contract i n  

determining the  negotiated costs. I f  costs were not negotiated by element, 

zstimates will have t o  be made on the basis of Proposed cost: and profit - 
anti the price negotiated- 

2. If t h e  c o n c r a c t  e f . f o r t  is not s u b s t a n t i a l l y  c o m p l e t e ,  

obtain an e s t i m a t e  to comple te .  Where t h i s  data  is not  a v a i l a b l e ,  

estimate t h e  cost of per formance  from t he  contractor 's  account- 

ing sys t em us ing  ( I )  t h e  number of items completed or d e l i v e r e d ,  

( 2 )  cost  of sales  or c o s t  i n p u t ,  and ( 3 )  work in process i n v e n t o r y .  

3. Wncre t h e  c o n t r a c t o r  does n o t  record c o s t s  by con- 

tract, b u t  r a t h e r  uses a part c o s t  o r  product l i n e  c o s t  sys tem 

n o t  c o m p a t i b l e  w i t h  the end items be ing  produced under t h e  . .  

subcontract, inake a selected tes t  a t  whatever  c o s t i n g  level is 

coinpar able w i t h  . the contractor's cost proposal. 

compare t h e  bill of material  prices for selected h i g h  value 

i t e m  w i t h  ac tua l  pu rchase  history. Compare t h e  average labor  

hours experienced i n  the production uf major assemblies with 

For example, 

t h e  amounts proposed. 

P 
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4. I n  o r d e r  t o  f i n 3  s i g n i f i c a n t  d i f f e r e n c e s  ( i n  excess o f  

5 p e r c e n t ) ,  p lan t -wide  or d e p a r t m e n t a l  labor and i n d i r e c t  

expense  r a t e s  expe r i enced  during t h e  p e r i o d  should  be com- 

pared w i t h  t h e  r a t e s  proposed by t h e  c o n t r a c t o r .  Also 

conpare t h e  ainounts upon w h i c h  t h e  proposed rates were 

based ( c a l c u l a t e d )  w i t h ,  t h e  amounts e x p e r i s n c e d  d u r i n g  t h e  

r e s p e c t i v e  p e r i o d (  s) . 
5. C o r r e l a t e  t h e  c o s t  o f  p r f o r m a n c e  r e s u l t s  w i t h  o t h e r  

p o t e n t i a l  wsaknesses i d e n t i f i e d  d u r  in3  t h e  su rvey .  For example, 

s i g n i f i c a n t  unde r runs  i n  l a b o r  h o u r s  may be a s s o c i a t e d  w i t h  an 

i n a d e q u a t e  preaward a u d i t  0.r t e c h n i c a l  e v a l u a t i o n s  of proposed  

laoor ' hou r s .  Also ,  t h e  e s t i m a t i n g  bases f o r  labor h o u r s  may n o t  

e 

' have been a d e q u a t d y  i d e n t i f i e d  i n  t h e  c o s t  proposal .  

6. I f  t h e  t i n e  psrmits,  perform a d e t a i l e d  comparison o f  

the proposed and a c t u a l  q u a n t i t i e s  ( u n i t s ,  h o u r s  e t c , )  and c o s t  
of s i g n i f i c a n t  coinponent items { s u c h  a s  i n d i v i d u a l  d i r e c t  mate- . .  

r i a l  p u r c h a s e s ,  c e r t a i n  d i r e c t  1 abor c a  t e g o r  ies or f u n c t i o n s ,  

etc.) of t h e  d i r e c t  c o s t  e l e m e n t s .  This can  be done t o  f i n d  

p o s s i b l e . d e f e c t i v e  p r i c i n g  w h i c h  nay  n o t  o t h e r w i s e  be a p p a r e n t  

and/or  ta decrease or  i n c r e a s e  t h e  p r o b a b i l i t y  of d e f e c t i v e  

p r i c i n g  when s i g n i f i c a n t  u n d e r r u n s  e x i s t  in  t h e  cost e l e m e n t  

t o  tal s , 

It should  be noted  that -  t h e  e x i s t e n c e  of a s i g n i f i c a n t  

cost  o v e r r u n ( s )  does n o t  p r e c l u d e  t h e  p o s s i b i l i t y  of s i g n i f i -  

cant d e f e c t i v e  p r i c i n g .  E e f e c t i v e  p r i c i n g  p e r t a i n s  t o  t h e  

c o n t r a c t o r ' s  n o n d i s c l o s u r e  of a l l  c u r r e n t ,  a c c u r a t e  and corn- 

plete cost or  p r i c i n g  

price was agreed  ' to .  

data  as of t h e  d a t e  t h a t  t h e  n e g o t i a t e d  
. r  



B.. SNADEQUATE-SUBPORT F O R - E S T f M A T E S ' I ~ - T B E - F ~ ~ e E - ~ ~ ~ ~ ~ S A ~  

For t h e  following c o s t  elements,  t h s  a p p r o p r i a t e  

column should be noted a s  t o  whether c o s t  or  p r i c ing  

data was submitted or i d e n t i f i e d  and whether it was 

. complete or incoinplete. The answers should consider  

a l l  d a t a  s u b a i t t d  t o  t h e  con t r ac t ing  o f f i c e r  or h i s  

r e p r e s e n t s t i v e s  r a t h e r  t h a n  j u s t  t h e  i n i t i a l  submission. 

Where inore than ons p r i c e  proposa l  was submit ted,  

e v a l u a t e  o n l y  t h e  most r e c e n t  proposal t h a t  was con- 

s i d e r e d  i n  khe nego t i a t ion  of  t h e  c o n t r a c t  p r i c e .  

7 



Submit ted o r  I d e n t i f i e d  
Cost or  P r i c i n g  Data  ---- w/ P 

F i n a l  
kieg o t i a t ed c o s t  

. Element - Incomole t e  None No. 

Purchassd  P a r t s  

S u o c o n t r a c t e d  I t e n s  -I-- ..-- -- 
Raw Material 

S t a n d a r d  Cbmmercial 
M a t e r i a l  Overhead 

I t e m  

I n  t e r d i v  is i o n a l  Trans fer s a 

Direct Enginee r ing  Labor 

.- Eng i n e e r  i n g  Over he  ad 

Direct Manufac tur ing  Labor 

-Manufac tu r ing  Overhead 

Other C o s t s  . 

Genet B1 an3 Adin i n  i s t r  a t i v e  
Expense 

Royal t i e s  

Federal. Excise Tax 

Total P r o p o s e d  C o s t s  

---- ---e 

-- - 

Percent 
' a 

% - 
2 

% 
P - 

2 
% - 100% - 

3 
Lump sum r e d u c t i o n  
P r o f i t  
N e g o t i a t e d  p r i c e  

{ if 

1 The d e c i s i o n  as t o  co inple teness  should be based n o t  o n l y  on t h e  
s u b c o n t r a c t o r ' s  p roposa l  b u t  also on any d a t a  f u r n i s h e d  to t h e  
auditors or t e c h n i c a l  e v a l u a t o r s  d u r i n g  proposal e v a l u a t i o n s ,  

2 '  
Percent in relation t o  total proposed cost. 

3 
I f  l a n p  sum 
elenrent. 

r e d u c t i o n  i d e n t i f i e d  t o  c o s t  element, a p p l y  t o  e a c h  

e 

. . = -  __.  



The *Ins t ruc t ions  to  Offerors" on t h e  rear side of the 

OD-633 descr ibes  to the contractor  the type of da t a  required.  

Tne ASP3 Manual for Contract Pr ic ing ,  (ASPM NO. 1) contains  

a number of de ta i led  examples of what c o n s t i t u t e s  a complete 

submission or what represents  enough data .  

It is emphasized t h a t  a DCAA a u d i t  does not negate the 

r e s p o n s i b i l i t y  f o r  requiring submission of d a t a .  

It should be recognized t h a t  a con t r ac to r ' s  proposal may 

be considered to be complete i f  the  bases for the  es t imates  

of a l l  cos t  e lenents  a re  described and supporting da ta  is sub-  
- 
m i t t e d  or i den t i f i ed .  The data  subinitted may, however, l a t e r  be 

found to  be inaccurate incomplets, or noncurrent. 

Although the c o n t r a c t o r ' s  proposal is considered t o  be 

completer t h e  da ta  s u b m i t t e d  by the cont rac tor  need not always 

&e f ac tua l  or v e r i f i a b l e .  The cont rac tor  may s t a t e  t h a t  the 

esti lnate is based on judgment  and represent  t h a t  no other . 

per t inen t  information is ava i l ab le  

I n  evaluating support for  subcontract  c o s t s ,  r e f e r  to 

ASPR 3-803.3(b) through ( e ) .  T h i s  s ec t ion  r equ i r e s ,  i n  c e r t a i n  

ins tances  t h a t  subcontract es t imates  be s u p p o r t e d  by a subcon- 

tractor 's  DD 633 and supporting da ta .  I n  appl icable  cases ,  

compliance w i t h  these requirements should be deterinined. 

For those elements not .adequately i d e n t i f i e d  i n  the p r i ce  

proposal compare w i t h  t h e  . cos t  of performance and preaward 

audit and technical evaluat ion resul ts .  
'.. 
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The excerpts  shown i n  Appendix I from our report 

“Improvements Still Needed in Negot iat ing  P r i c e s  bf Non- 

competit ive Contractsn (3-16845U d a t e d  August 5, .  1 9 7 4 )  are 

examples of cases where i n s u f f i c i e n t  c o s t  or ‘pricing data 

were subnitted in support of proposed or negotiated c o s t s .  

10 



C. INADEQUATE GOVERUMENT COST AND T E C H N I C A L  EVALUATION 

U S E  OF T Z E D A T A  A N D n m - I " E G O T I A T I O N S  - 
---_---_-------- 
,OF COST OR P R I C I N G  DATA SUBMISSIONS OR I N E F F E C T I V E  - 

------I--- 

1. Evaluate t h e  adequacy of t h e  Defense C o n t r a c t  Aud i t  

Agency (GCAA) preaward a u d i t s  of t h e  c o n t r a c t o r ' s  pr ice  proposal 

i n  t e r n s  o f  scope  and d e p t h  of c o v e r a g e .  ASPR 3-801.5 and 3-809 

c o n t a i n  g u i d a n c e  oil t h e  r e s p o n s i b i & i t i e s  of  DCAA and o t h e r  

f i e l d  p r i c i n g  s u p p o r t  p e r s o n n e l  when r ev iewing  c o n t r a c t  p r i c -  

irq p r o p o s a l s .  Ob ta in  c o p i e s  o f . t h e  a u d i t  r e p o r t s  an3 r ev iew , 

s u p p o r t i n g  working p a p e r s .  The m o u n t  of a u d i t  e f f o r t  e x p n d e d  

by DCAA, d e g r e e  of c o v e r a g e ,  and any q u a l i f i c a t i o n s  c o n t a i n e d  

i n  e i t h e r  t h e  working papers o r  t h e  a u d i t  r e p o r t  shou ld  be 

c o n s i d e r e d  i n  making t h i s  d e t e r m i n a t i o n ,  Audit g u i d a n c e  is 

c o n t a i n e d  i n  Chapter  5 of DCAA's C o n t r a c t  Aud i t  Manual ( C A M ) ,  

Where more t h a n  one preaward a u d i t  was p e r f o r n e d ,  or where s u p p l e -  

m e n t a l  a u d i t  repor t s  were i s s u e d ,  each- a u d i t  shou ld  be e v a l u a t e d .  

This step should include a determination as t o  whether DCAA performed an 

adequate evaluation of the forecasted business volume, which  i s  often used 

t o  compute forecasted (proposed) indirect expense rates. 

2. Note t h e  t iming  of t h e  preaward a u d i t  i n  r e l a t i o n  to  

c o n t r a c t  n e g o t i a t i o n s  and whether  r e s t r i c t i o n s  o r  time c o n s t r a i n t s  

were imposed on t h e  DCAA a u d i t o r ,  

or r e s u l t s  were e f f e c t i v e l y  used by t h e  COD c o n t r a c t i n g  off icer  

in prime c o n t r a c t  negotiations. 

Determine i f  t h e  a u d i t  report 



. 3. Determine if DCAA preaward a u d i t s  were r e q u e s t e d  and 

performed. on rnajor s u b c o n t r a c t  es t imates  (ASPR 3-807.3 ( e )  ( 3 )  

i n c l u d e d  i n  t h e  priine c o n t r a c t o r ' s  p r o p o s a l .  A c u r s o r y  i n s p e c -  

tion of t h e  c o n t r a c t o r ' s  p roposed  make or buy program (ASPR 3-902) 

may f a c i l i t a t e  t h e  i d e n t i f i c a t i o n  of major  s u b c o n t r a c t o r s .  Refer t o  

4. 

5 .  

6. 

3-807.10 a l s o .  E v a l u a t e  t h e  c o n t r a c t i n g  o f f i c e r ' s  

r e c o r d  of n e g o t S a t i o n  t o . d G t e r m i n e  t h e  e x t e n t  t o  

which s u b c o n t r a c t  a u d i t  r e p o r t s  were used or r e l i e d  

upon d u r i n g  pritne c o n t r a c t  n e g o t i a t i o n s .  

I k t e r m i n e  i f  3 r ev iew of t h e  c o n t r a c t o r s '  e s t i m a t i n g  

sys t em,  pe r  ASFK 3 - 8 0 9 ( c ) ( 4 )  and p a r a g r a p h  9-104 of  

CA#, has been made. If so, o b t a i n  a copy of the 
0 

r e p o r t  and determine w h e t h e r  DCAA gave  p r o p e r  c o n s i d e r -  

a t i o n  t o  i n d i c a t e d  weaknesses  i n  d e t e r w i n i n g  t h e  scope  

o f  their preaward a u d i t .  

Determine i f  t h e  c o g n i z a n t  DaD c o n t r a c t  a d m i n i s t r a t i o n  

o f f i c e  perforined a p r i c e / c o s t  a n a l y s i s  or t e c h n i c a l  

e v a l u a t i o n  of t h e  c o n t r a c t o r ' s  p r o p o s a l .  Analyze t h e  

resul ts  i n  tha same format as d i s c u s s e d  f o r  t h e  DCAA 

a u d i t s .  ASPR 3-801.5 s t a t e s  t h e  g e n e r a l  r e s p o n s i b i -  

lities of field p r i c i n g  s u p p o r t  p e r s o n n e l .  

A s s u r e  t h a t  all s i q n i f i c a n t  e l e m e n t s  of  proposed 

costs were reviewed and e v a l u a t e d  by a u d i t  o r  c o n t r a c t  

a d m i n i s t r a t i o n ;  a l s o ,  n o t e  th,e c u r r e n c y  of the  d a t a  

used i n  the.  e v a l u a t i o n  p r o c e s s  i n  r e l a t i o n  t o  t h e  

timing of the review. 

The s x c e r p t s  snoim i n  A?pendix 11 from our  r e p o r t  "Improve- 

m e n t s  Needed In klaking and i n  Repor t ing  an Technical E v a l u a t i o n s  

of Noncompet i t ive  Price Proposals" (8-158450 d a t e d  May 8,  1 9 7 5 )  

are examples. when t e c h n i c a l  e v a l u a t i o n s  were c o n s i d e r e d  i n a d e q u a t e .  .. *.-- 
1 .- , - *  - .  

. .- - .  . . ... ...~ 
. -  . _ .  .. . . ., . . ~ .. .I______ . __ .. - - 
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.&certain wnethet.the changes -resulted in a revised price proposal .--. ~ .. - .... - .  - .;* . . .  . .  

. .  - . a d  .whether t h e  cognizant DOD procureken: agency &cognized  the . -:-: . .  . - -. 
0 .  

. -:- . . ... . - . -  -. . .. need f o r  an evaluation of the updstei proposal: 

Determine whether there were significant delays (45 days) i n  the 

negot ia t ion  of the con t rac t  price i n  r e l a t i o n  i o  the dates the pro- 

C .  
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been appropriate. 
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IDENTIFICATION OF MAJOR SUBCONTRACTS - FOR SEPARATE SURVEY - 
Regional  o f f i c e s  should  i d e n t i f y  major  s u b c o n t r a c t s  

-_I-------- 

($1,000,000 or more) where subcontractor cost or p r i c i n g  data  

was r e q u i r e d ,  Such  s u b c o n t r a c t s  a r e  sometimes mentioned in  

t h e  p u r c h a s i n g  o f f i c e  p r i c e  n e g 3 t i a t i o n  memorandum (PNM) e 

k e f s r  to  ASPR 3-807.10 an3 3-902 for ways t o  f a c i l i t a t e  

the i d e n t i f i c a t i o n  of inajar s u b c o n t r a c t o r s .  The amount of t h e  
. .. 

s u b c o n t r a c t  i nc luded  i n  t h e  pr ime c o n t r a c t o r ' s  submiss ion  is 

the m o u n t  t n a t  should  b e . u s e J  i n  d e t e r m i n i n g  whether  t h e  subcon- 

t r a c t  ineets t h e  above d o l l a r  c r i t e r i a .  R t f e r  to  ASPR 3 - 5 0 7 . 3 ( b ) ( l )  

and 3-807.1(b)  for  C d 6 i t i o n a l  c r i t e r i a  on t h e  i d e n t i f i c a t i o n  o f  . 

major  s u b c o n t r a c t a r s  f o r  s e p a r a t e  p r i c i n g  s u r v e y  and for  t h e  require- 

ments  f a r  s u b c o n t r a c t o r .  c o s t  or p r i c i n g  d a t a .  A s c e r t a i n  t h a t  t h e  

a p p r o p r i a t e  pr ice  a d j u s t m e n t  c l a u s e s  ( ASPR 7-104.29) were incl.uded 

i n  b o t h  t h e  p r i n e  and s u b c o n t r a c t .  Ascertain i f  a " C e r t i f i c a t e  o f  

C u r r e n t  Cost or P r i c i n g  Data" was e x e c u t e d  by t h e  s u b c o n t r a c t o r ( s )  . 
Bscause t h e  S u b c o n t r a c t o r  t o  be su rveyed  nay n o t  be w i t h i n .  

tha g e o g r a p h i c a l  cogn izance  of t h e  r e g i o n a l  o f f i c e ,  which is 

s u r v e y i n g  t h e  p r i n e  c o n t r a c t ,  t h e  f o l l o w i n g  p e r t i n e n t  docu- 

i n e n t a t i o n  about  t h e  ? a r t i c u l a r  s u b c o n t r a c t  'should be s e n t  t o  

PSAD/GP f o r  programining and t r a n s m i s s i o n  t o  t h e  c o g n i z a n t  

r e g i o n a l  off  ice .  

1. Amount 

2. Date of award 

3. Number 

4. Name and location of s u b c o n t r a c t o r  

5. S u b c o n t r a c t  



P r o g r e s s . H e p o r t s  

ai-weekly progress  r e p o r t s  w i l l  be s u b m i t t e d  to t h e  team 

lead'er, w i t h  c o p i e s  to t h e  A s s i s t a n t  D i r e c t o r ,  PSAD/GP - 
John Hsnder sari. 

REPOATItdG 

A survey  r ' spo r t  s h o u l d  be s u b m i t t e d  to t h e  teain l e a d e r ' a h d  . 

PSAD/SP a t  t h e  coinpletion of each c o n t r a c t .  Each c o n t r a c t  

award should be wr i t t en  up s e p a r a t e l y  w i t h  c o n c l u s i o n s  an5 

r e c o m n e n d a t i ~ n s  concerning t h e  b a s e s  f o r  per forming  a d e t a i l e d  
- 

e x a m i n a t i o n  of the  p r i c e  p roposa l .  The survey  sunmary s h a l l  

include the i n f o r m a t i o n  requeste3 f o r  t h e  inajor s u b c o n t r a c t s ,  

Ra3ional o f f i c e s  w i l l  r e ta in  i/prs. 

15 
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_ .  C 3 t e r i a l  s 
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..... . .  - .  
. .  

amotillt w 3 s  not sii77orted. by a%eqii3:~ cost o r  3 r i c i n g  d a t a i  

"Tied t h e  bas i s  for .mi% co2t"St;t 'did' nor i d c r . t i f y  t h e  b a s i s  .a 

. f o r  t h e  qusrttity r z q u i r c d . '  .Other  m z t e r i a l  

.- -.. :--- . . . .  * 

c o s t s  were i d c n t i -  . . . . . .  . .  _ .  > 

.' b 
Tor  one type  of' ~ 3 t ~ r l ~ 1 ,  s t e e l  p l e t c  ,- the c z n i r a c r o r  i d c n t i -  - 

. - . . .  . -. 
- i  

. I  . € i c d  2s b a s e d .  on st3rdrrd c o s t s ,  bzt no d a r z  was p r e s e n t e d  or 
i d e n t i f i e d  to. shot.: 'how t h e  stazdard costs v e r c  established or ... :',.!. i 
tlic b a s i s  f o r  adjustze.?: f a c t o r s  a p p l i e d  ts zhc standard c o s t s  .i 

, :  .to a r r i v e  a t  ~ r c - , z r c d  CCSTS. - - .  -_._ .. . .  . .- . .  - _  ..... 
. .  . - .. fn -its l e t t e r  o'f yay 2 4 ,  1974;' (sic app. 111) I DO3 

DOD .said thst its review indicate6 that t h e  dats avail- 

- 
. -. -. . 

- .  * - -A'.-. * i  commented .on t h i s  exarp le .  
.. I_-. *: . . .  

. . -  -. - .  -- - 
. a b l e  was suf f ickent  a n d  in accord w i t h  p o l i c y  r e q u i r e -  
: mer,ts: Specifically,. DCD stated t h a t  rhc contrzct'cbr 

- *  :. . -  
. -  

. :.' disclostd :'ne steel p l a t e  t o  be used, i t s  p r i c c  Fer .. - *  

_. . .  - .  - .  . _  
. * -  . . . . .  pound, t S e  p'oinds recpired, and - i d e n t i f i e d  the ?:ice 'in- - . ?. . ...... . .  - -  -.. - . .  ..-. . creases 

DOD als-o stated th t .  zhe agency .auditor t u a k  3 3  exttpptior; 
of s t e e l  s ince  a t r C  of a-predecessor .centract. . .  . .  - 1 - .._ - .... -.- ~ - 

. . .  . . Zo materizl ,  n o t i n g  that  the s t e e l  p r i c e  was 5r,=-.3 on - -  
-. . I  . catzlog p r i c e  e f iecz ive  cn the sane dzz? i d e n z i f i e d  by . .. .... -z.:, r.; .$ . . *the contractor as t h e  most recent - s t e e l  p r i c e  increase. . -  
- .  

1 -. '. - . . . . . . .  I -  . .\- . . .  . a  . .  - .  f .. . I -.-- . . .  "We agree w i t h  D9D thst t he  ' z h v i  .. i n f  o r a a t i o n  was made -.-f... 
. . . .  

. .  . .  
. .  . .  

. .  . .  

-- ' 
. .  

.. 

..-_.- '. but d i d  not  d i sc lose  tha sogrcc of this infcrnation o r  h a t 3  t o  . .  
The . 

_. . . .  '-:auditor, technical analSsz, and pr i ce  a n z l y s t  furnished the . . 

, 'not .adequ3tcly idcnr i fy  how t h e  -contraczor detcrn in t .3  t h e  types 
. a n d  q u i n t i t i c s  of 311 X l t e T i 3 2 S  proposed, t h e  methct of pricirrg 

. .  - s u ~ p o r t  o t h e r  n3rer i3 i '  quzntitics, prices, 222 variances. 
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: - -  con-zrattcr c o s t  07 p i c i z z  .E222 to sap33rt t h e  quore.. DCAA's 
.--- audi t  r q o r t  cs this ?rcqc.sal -di=! nor  show whaz dat2, if any, 

.t.hzd :been f z m i s h e d  t o  t h c  .zr?ditor .-to su;lport  tlre subconttac- 
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. -  

; subnission d i sc lose2  
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. .  . .  . -  X t f t S  . .  . . .  
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- - .  . 
Gencrt 1 ET,? z k i k 5 s  trztix-2 
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4 .. - . . .  

.. - . . .  . .  - - .  
. The f i z l e z s c  Construc.tioc Suppip Center ,  DSA,. awarded -' 

a $ 4 . 4  r 2 l l i o n  c o n r r z t t  f o r  fire.extinguishing foar which . . .  
includcd $ 2 3 3  , @ C i j  for gene ra l  acG a k i n i s t n t i r c  c o s t s .  

1- . -  ..... * .  . _ .  . .. * -. . 
The pro7oszl  s t a t e d  that' gene ra l  -sad abEinistrative c o s t s  -. - - .  .. 

.. .. - 
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C O S ~ S  of- about $ 5 2 7 , 0 0 0 ,  re?reseated as beirrg 6 percent  of - - -  - .. 
r o t 2 1  .produ=tion c a s t s .  . Although t h e  contractor explained . 
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c. -. - - - -  .. - - - * c o s t s  =der a s p e c i f i c  contract, data .in .zhe records at ths ,I . .  . - 
-.. .--.- , - i. : 

undrrs--ding or reconstructiox of the mathematical grojec-  
r -  . .-.tion,' - .  

- p r x u r e m t n t  o f f i c e  was net ackquate to pernit a rezsonable --.:-.- - .  

. 
. 

: =. .... 
z. . . -  i 

. -<:*  .. 
..- . 

. . .  - .  . .  . -  

- .. - .  

3 

. . . . . . . . .  . . . . . . .  
J - 7  ~- . *. -_-.. - .--.I___ - . . . . . . .  .- . .  - 

.... . *  ......... 
- -. _. . ..- ..- - .. -- , - --. 

. . . . . . . . . . . . . . . .  ---..-- i -. ~ 



_,.__I . . ....~. ... . .. - .... _--.------ 
. C  

. .cI . . . .  . .  

- -CHAPTER 2 . 

- IMPROVEMENTS NEEDED IN HAKING EVALUATIONS 

direct  costs of $ 5 9 . 7  m i l l i o n .  E v a l u a t i o n s  of $ 3 5 . 8  m i l l i o n ,  
or 60 p e r c e n t ,  of t h i s  t o t a l - w e r e  a d e q u a t e l y  reviewed.  In 
contrast, evaluations of $23.9 million, or 40 p e r c e n t ,  of 
the t o t a l  were i n a d e q u a t e ,  even -though some review work had 
been done. There is no assurance in these l a t t e r  cases t h a t  
c o n t r a c t i n g  dff icers  had s u f f i c i e n t  i n f o r m a t i o n  t o  n e g o t i a t e  
fair and r e a s o n a b l e  prices- 

.- - . 

. We examined 4 0  t e c h n i c a l  e v a l u a t i o n s  involving proposed 

-Below is a summary of the results of our review.  

ProDosed Direct Costs Examined 

Manuf ac- Enq i- - 
Results of tur ing neer ing Total 

review M a t e r i a l  'labor labor O t h e r  C o s t s  P e r c e n t  

{mill i o n s  1 - 
Adequate  $25.9 $ 5.1 $2.0 $2.0 $35.8 60  
Inadequate 7 23.9 40 - - 8  - 5.2 

$ 8 . 0  

- 6 .1  

$11.2 
- 11.8 

$37.7 $2.8 $59 .7  - - - - - - Total 

E v a l u a t i o n s  were considered i n a d e q u a t e  when ( I )  required 
reviews of cost  or p r i c i n g  da ta  were not made and e v a l u a t o r s '  
used less a p p r o p r i a t e  e v a l u a t i o n  t e c h n i q u e s ,  - (  2 )  p o r t i o n s  of 
c o s t  or p r i c i n g  data'wcre n o t  rev iewed,  and ( 3 )  i n s u f f i c i e n t  
analyses were made, 

USE OF INAPPROPRIATE TECEINIQWES 

DOD regulations p r o v i d e  t h a t  cost  ana lys i s  be made when 
cost or p r i c i n g  data  is required t o  be s u b m i t t e d .  They d e f i n e  . 

cost a n a l y s i s  as t h e  review and e v a l u a t i o n  of such da ta .  I n .  .' 

18 casest e v a l u a t o r s  d id  n o t  r ev iew cost  or p r i c i n g  data sup- 
porting dl or some cost  estimates, I n s t e a d  t h e y  e v a l u a t e d  
the estimates by (1) comparing them w i t h  estimates s u b m i t t e d  
f u r  prior procurements  or independent  Government cost  esti- 
mates o r  ( 2 )  us ing  p e r s o n a l  judgment based on claimed f a m i l i -  
- a r i t y  wi th  t h e  tasks t o  be performed,  c o n t r a c t o r ' s  operstions, 
of product or service to be provided. Although these  tech- 
niques u r e  acceptable as a supplement  to  c o s t  a n a l y s i s ,  they 
should not be used as a substitute for DOD's r e u u i r e d  r e v i e w  . -  a . of cost or' pricing data .  

1 . 



. .  
:- ' . .. .. . 

* .  . . . i' 

. *  .' 
For example, a con t rac to r  submit ted a proposal  t o  -@xpand: - 

the  capability of a mult ipurpose automatic i n s p e c t i o n  'and - .  . .- 
d i a g n o s t i c  system fo r  automotive engines  and t r ansmias ions  . ' 
.to include another  type of engine.  The c o n t r a c t o r  quoted a - -. price b u t  d i d  not  s u b m i t  any c o s t  or p r i c ing  d a t a .  The eva1- - 
uator then  developed an independent e s t i m a t e  without  b e n e f i t  
of t h e  c o n t r a c t o r ' s  d a t a .  Subsequent ly ,  t h e  c o n t r a c t o r  sub- . 
m i t t &  a d e t a i l e d  p r i c e  proposal  t o t a l i n g  $221,073 supported ' 

by c o s t  and p r i c i n g  d a t a ,  The e v a l u a t o r ' s  review of the de- 
tailed proposal involved only comparing the c o n t r a c t o r ' s  * ' 

price with h i s  own e s t i m a t e ,  which was s i m i l a r ,  and d i d  not  
inc lude  a review of t h e  cost and p r i c i n g  d a t a .  . .  

Bowever, our examination of t h e  c o n t r a c t o r ' s  proposal  
showed t h a t  t h e  proposed d i r e c t - e n g i n e e r i n g  labor hours  were - 
about 15 percen t  h i g h e r  than those  included i n  t h e  Goverment 
estimate. The evaluakor ,  i n  his r e p o r t ,  d i d  no t  mention t h e  .. 

- d i f f e r e n c e  i n  d i r e c t  l abor  hours but Sta ted  only t h a t  t h e  pro- 
posed p r i c e  compared favorably  w i t h  t h e  Government e s t i m a t e ,  

*PORTIONS OF COST 'OR 
PRICING DATA NOT REVIEWED 

. .  
. .  

DOD r e g u l a t i o n s  s t a t e  t h a t  the c o n t r a c t i n g  of f icer  will 

- 'is.required. I f  cost a n a l y s i s  is requested, DOD r e g u l a t i o n s  

- t o r ' s  c o s t  or p r i c i n g  d a t a  and of t h e  judgmental f a c t o r s  ap- 

i n i t i a t e  r e q u e s t s  f o r  p r i c i n g  a s s i s t a n c e  and w i l l  c l e a r l y  
s t i p u l a t e  s p e c i f i c  a r e a s  of t h e  proposal  for which a s s i s t a n c e  

s t a t e - t h a t  it will be a review and e v a l u a t i o n  of t h e  contrac-  

plied i n  p r o j e c t i n g  from the d a t a  t o  t h e  estirpated costs. 

-. 7 .  - The- Defense Supply Agency and an Air .P.or.ce he.adquar:ters 

i t y  for  determining the need f o r  t e c h n i c a l  review and the.: 1 
s p e c i f i c  proposal areas to be 'covered  by such a review. -.' 

Purchasing and p r o j e c t  off ices and Navy a c t i v i t i e s  inc luded  
in our review had no such procedures '  issued by'a headquarters .  
command al though some local a c t i v i t f e s  had developed some 
procedures .  

-The procedures  ' issued by. the Defense Supply' AgenGy 'and 
the A i r  Force s t a t e  that p r i c e  a n a l y s t s  or a d m i n i s t r a t i v e  . 

c o n t r a c t i n g  off i.cer6 aze  r e s p o n s i b l e  f o r  de te rmining  t h e  need 
for t e c h n i c a l  review and a r e a s  t o  be reviewed. The sechnical 

' e v a l u a t o r ' s  review, t h e r e f o r e ,  should be r e spons ive  t o  t h e  
r e q u e s t o r ' s  i n s t r u c t i o n s .  The procedures also - s t a t e  t h a t  the 
a d m i n i s t r a t i v e  contracting officer- or .pr ice  a n a l y s t  is the 
foca3 point f o r -  coord ina t ing  all p r i c i n g  a s s i s t a n c e  work. 
) rhers fore ,  i f  a n - e v a l u a t o r  b e l i e v e s  that all requested cover- 
age cannot be 'p rov ided ,  the reasons should be discussed wi th  
the r e q u e s t o r ,  documented in t h e  evaluation f i l e ,  and mcn- 
t i o n e d  i n  t h e  evaluation report. 

command have pub1 i s h e d  procedures  f o r  assigning r e s p o n s i b i l -  . .  
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Appendix I I  

I n  20 cases, t echnica l  eva lua tors  d i d  not review some 
por t ions  of the c o n t r a c t o r ' s  -cost or p r i c ing  d a t a  although 
requested to do so. Incomplete eva lua t ions  included (1) no t  
analyzing some cost c a t e g o r i e s ,  4 2 )  n o t  reviewing accuracy 
and ap9 , l i cab i l i t y  of his . tor ica1 data  included a s  part of 
cost or pricing d a t a r  and ( 3 )  not reviewing t h e  basis  for 
labor hour s tandards ,  adjustments t o  s tandards ;  or some 
percentage f a c t o r s  used b y - c o n t r a c t o r s  i n  formulat ing  
es t imates .  . 

f o r  example, a cont rac tor  included 51,280 labor  hours, 
a t  a proposed cost of $221,016,  f o r  assembly and r e l i a b i l i t y  
burn-in testing as part of a.  proposal €or improving radar  
a l t i m e t e r  systems. The p r i c e  ana lys t  requested eva lua t ion  
of t h e s e ' h o u r s ,  but  no a n a l y s i s  was made. The need t o  per- 
form other  workload requirements was c i t e d  by o f f i c i a l s  cf 
the  eva luat ing  a c t i v i t y  a s  the probable reason for n o n ~ e r -  
formance. : However, agreement t o  limit the  eva lua t ion  w:i s  
not obtained from the  p r i c e  ana lys t ,  and t h e  sva luz t ioz  r e -  
port d i d  not .menti%n t h a t  the hours were not reviewed. 

INSUFFICIENT ANALYSIS MADE 

If i n s u f f i c i e n t  a n a l y s i s  is made, t h e  eva lua tor  may not  
-be able t o  develop s u f f i c i e n t  da t a  t o  make meaningful recom- 
mendations on the reasonableness of e s t ima tes ,  and the eon- 
t r a c t i n g  o f f i c e r  may only have l i m i t e d  information for  nego- 
tiating a f a i r  and reasonable con t r ac t  price. I n  11 cases, 
eva lua to r s  made i n s u f f i c i e n t  analyses  when they  based t h e i r  
recommendations on reviews of incomplete c o s t  or p r i c ing  data 

. and/or -inadequate sample results.  . -  

Evaluating incomplete 
cost or pricing ,data 

. . . . .  - - .  

If an evaluator  does not g e t  t h e  da ta  used by the con- 
tractor i n  developing es t imates ,  he is handicapped i n  making 
a thorough .and . e f f e c t i v e  eva lua t ion .  For s i x  cases, evaluaz 

cost  or p r i c ing  data. 
' tors' recommendations were based on reviews of incomplete . 

Znad equa te samples - .  

Contractors  often s u b m i t  d e t a i l e d  lists of items as 
support fo r  proposed direct  mater ia l s .  Some of these lists 
are very long, and reviewing all t h e  items would be t i m e -  
consuming. Consequently, the use of sarnpl ing is j ust if ied. 

- .  
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. .  
. Many types of samples‘ can g e n e r a l i y  be c l a s ’ s i f i e d  as ’: . 

e i tner  judgment .or p robab i l i t y  samples, The usual goal of 
-any sample is that it be r e p r e s e n t a t i v e  of . the e n t i r e  qroup 
of-items about which information is desired. Judgment- - ‘- 

- samples a re  based on s u b j e c t i v e  methods of sample s e l e c t i o n ,  
. using personal j udgmen t ,  and o f t e n  do not provide assurance 

t h a t  t he  sample is r ep resen ta t ive  of t he  e n t i r e  group, Prob- 
ability samples are based on a body of accepted  t heo ry  which : 
makes it poss‘ible t o  measure t h e  r e l i ~ b i l i t y  of sample 

-- r e s u l t s .  

For s i x  cases, evalua tors  used judgment samples when’ 
. e v a l u a t i n g  d i r e c t  mater ia l s .  . I n  our view, t h e  methods .of 

s e l e c t i n g  the sample d i d  not provide assprance t h a t  sample . 
resul ts  represented total items being .evaluated. For example, 
an evaluator .was asked t o  review direct  m a t e r i a l s  supported 
-by a d e t a i l e d  bill of ma te r i a l s  -having a proposed c o s t  of 
aDout $ 5 . 2  mil l ion .  s h e  bill of m a t e r i a l s  was voluminous. 
’The evalua tor  had no documen.tation showing how he reviewed 
ma te r i a l s .  Be t o l d  us his.rnethod vas t o  scan t h e  l i s t  until 

‘he  found a n  item he was fami l iar  w i t h ,  then  t o  check t h e  
listed q u a n t i t y  of that item f o r  accuracy. This method of 
sampling provided l i t t le  assurance that the bill of m a t e r i a l s  - was reasonable. . 
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CHAPTER 3 

Appendix II . 

MOkE INEOKmATIOi4 h6EDED I i v  EVALUATIGN BEPOkTS 

T e c h n i c a l  eva lua t ions  a r e  made t o  h e l p  t h e  c o n t r a c t i n q  
.. --- O f B c e t a s t a b l i s Q  a p r i c e  oDjective t o  be ;sed i n  n e g o t i a t i n g  

t h e  c o n t r a c t  price, Kany e v a l u a t i o n  r t p o r t s  shoula c o n t a i n  
more information.  . -  

Our  August 1974 r e p o r t  to the Congress I/ s t a t e d  t h a t  
many technical eva lua t ion  r e p o r t s  d i d  not  adequate ly  describe 
t h e  scope and depth of work performeu, and s p e c i f i c  d a t a  
ana lyzed  nor c i t e  s u f f i c i e n t  d a t a  and r a t i o n a l e  t o  suppor t  
excep t ions  taken t o  t h e  proposal .  . 

- In our current review, we a l s o  found t h a t  nany r e p o r t s  
d i d  not  con ta in  adequate informat ion  t o  support recommenda- 
t i o n s  for acceptance and nonacceptance of proposed amounts. .  

that e v a l u a t o r s '  refommendations of acceptance or nonaccept- 
ance of proposed c o s t s  were well-founded. 

- Consequently,  c o n t r a c t i n g  o f f i c e r s  d i d  not  have assurqnce 

for  example, a c o n t r a c t o r  proposed t h e  use of 2 0 t 5 2 5  
. engineer ing  laDor hours, a t  an es t imated  c o s t  o f  $146,998 t o  

-- perform 5 0  tasks to provide items of gromd support equipment, . 
Tne proposal was t o  d e f i n i t i z e  t h e  p r i c e  f o r  a prev ious ly  
issued unpriced orderr and product ion  was underway at t h e  timk 
the proposal was evalua ted ,  

Reporting was inadequate f o r  a large portion of t h e  .. ~ . 
accepted  hours because t h e  scope and depth of work performed 
or the s p e c i f i c  d a t a  analyzed were n o t  adequate ly  described. 
X t  was also inadequate for most'of the hours not accepted 
because t n e  recommendation f.or. nonacceptance wa5 not  p rope r ly  
supported.  

! 

After  price n e g o t i a t i o n s ,  but befo re  it approved t h e  
nego t i a t ed  price,  a DCAS board of review analyzed t h e ' c o n t r a c t  
n e g o t i a t o r ' s  p r i c e  n e g o t i a t i o n  Enemorandurn and all adv i so ry  
r e p o r t s ,  inc luding  t h e  t e c h n i c a l  e v a l u a t i o n  r e p o r t .  The board 
recommended that t h e  a d m i n i s t r a t i v e  c o n t r a c t i n g  o f f i c e r  make 
no award u n t i l  he  obtaine6 a f avorab le  r e e v a l u a t i o n  by the . 
board. The board s t a t e d  that t h e  n e g o t i a t i o n  memorandum con- 
taineu no i n f o r n a t i u n  j u s t i f y i n g  the reasonableness  of. t h e  , 

n e g o t i a t e d  p r i c e  and t h a t  one teason it ques t ioned  t h e  negot ia -  
tions was because of inadequac ies  i n  t h e  t e c h n i c a l  e v a l u a t i o n  
r e p o r t .  I t  was f u r t n e r  s t a t e d  t h a t  the r e p o r t  presented no 
firia conclusions on nost labor c a t e g o r i e s  because t h e  basis . >. 

I l/lmprovements S t i l l  .Nccaed i n  Nego t i a t ing  Prices of Noncompgti- 
tive Contracts Over $100,000 (8-168454), 

5 



I' 
. t  

! AppendSx 11 

for judgmental conclusions and assumptions was not adequately ! 

1 explained, rationale u s e d  was unclear or incomplete, and how 
tne e v a l u a t i o n  was accomplished was not explained. The 
evaluators who prepared t h e  r e p o r t  t o l d  us that, i n  their 
opinion, the deficiencies in reporting occurred Oecause of 
lack of training and experience. 

Our August 1974 report (see p. 8) recommended t h a t  the 
Secretary of Defense require that activities making technical 
evaluations of price proposals i n c l u d e  i n  t h e i r  reports the 
scope of the evaluations, data analyzed, and data and r a t ion -  
ale supporting conclusions and recommendations. In their 
comments, DOD officials stated that our recommendation would I 

be referred to the military services ana to the Defense Supply . 
Agency as an example of a matter of concern in their  e f f o r t  
to improve the procurement process within t h e i r  organizations. 

. I  

# 

Although t h e  evaluations we examined during t h i s  review 

identification of de€iciencies in the  reporting process con- 
firms the need f o r  action by t h e  Secretary {see p. 14). 

-preceded this promised act ion ,  we believe our current 
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% A s O & 5  FOB G E i  IC'IEhCIES IN L V A L t i A ' i ' l K  A N D  REPORTING 

D e f i c i e n c i e s  i n  e v a l u a t i n g  and r e p o r t i n g  o c c u r r e d  because 
(1) DOD had no uniform s t a n d a r d s  f o r  these f u n c t i o n s ,  ( 2 )  
p l a n n i n g  was otten i n e f f e c t l v e ,  ( 3 )  s u p e r v i s o r y  r ev iews  were 
O f t e n  i n a d e q u a t e ,  and ( 4 )  many e v a l u a t i o n s  were made by 
evaluators who had n o t  been formally t r a i n e d  f o r  such work. 

BO ONIkOUi STANDARDS 

. 
Of work. Technical  - e v a l u a t i o n s  a re  inaae by many a c t i v i t i e s ,  
but DOD has n a t  developed uniform performance and r e p o r t i n g  

s t a n d a r d s ,  b u t  t h e s e  v a r i e d  between i n d i v i d u a l  a c t i v i t i e s  or 
a g e n c i e s .  T h i s  absence of uniform s t a n d a r d s  c o n t r i b u t e s  t o  
v a r i a t i o n s  i n  t h e  q u a l i t y  of e v a l u a t i o n s .  

tract P r i c i n g  is a v a i l a b l e  for use  by all DOD a c t i v i t i e s ,  b u t  

a c t i v i t i e s  i n  our  review,  e i ther  pu rchas ing  or p r o j e c t  o f f i c e s ,  
made e v a l u a t i o n s  without the benefit of published s t a n d a r d s .  
The r ema in ing  1 5  a c t i v i t i e s  had pub l i shed  s t a n d a r d s  i s s u e d  by 
local  a c t i v i t i e s ,  agency r e g i o n a l  o f f ices ,  and/or headquarters 1 

commands . 

S t a n d a r d s  a r e  general  measures  of t h e  q u a l i t y  and adequacy 

- - s t a n d a r d s .  Some i n d i v i d u a l  a c t i v i t i e s  had some p u b l i s h e d  

The Armed S e r v G e s  Procurement  R e g u l a t i o n  Manual f o r  Con- 

. it does n o t  c o n t a i n  c o s t  a n a l y s i s  s t a n d a r d s .  F i v e  of the 

ISEFFECTIVE PLANNIrJG 

G r a i n i n g  g u i d e s  used by t h e  Navy and , t h e  Defense  Supply 
Agency f o r  i n s t r u c t i n g  t e c h n i c a l  e v a l u a t o r s  i n  c o s t  a n a l y z i n g  
s t a t e  that e v a l u a t o r s  s h o u l d - d e v e l o p  a plan of action a f t e r  
r ev iewing  t h e  c o n t r a c t o r ' s  p r o p o s a l  and before v i s i t i n g  t h e  
c o n t r a c t o r  s i te .  Also, during t h e  p r e v i s i t  phase of a r ev iew,  
e v a l u a t o r s  should c o o r d i n a t e  w i t h  o t h e r  members of t he  p r i c i n g  
team' t o  ootain i n f o r m a t i o n  and advice that cou ld  be of value 
i n  p l a n n i n g  work. 

The t r a i n i n g  g u i d e s  do n o t  s t i p u l a t e  t h a t  a c t i o n  plans 
be written. We b e l i e v e ,  however, t h a t  l i s t i n g  a c t i o n  s teps  
is desirable  because it w i l l  f a c i l i t a t e  c o n t r o l  ove r  t h e  
rrork.and create a pe rmanen t . r eco rd  of t h e  e v a l u a t i o n  c o v e r a g e  
for s u p e r v i s o r y  p e r s o n n e l  t o  use i n  i n s u r i n g  t h a t  an adequate 
e v a l u a t i o n  was made. Our rev iew showed that f e w  e v a l u a t o r s  
deve loped  s y s t e m a t i c  w r i t t e n  work  plans and t h a t  many d i d  n o t  
coordinate with other ntembers of the pricing team. 
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beveloping svstematic . .  
analysis p l a n s  

- A s y s t e m a t i c  approach t o  planning fo r  an e v a l u a t i o n  should 
involve a pre l imina ry  review of the qroposal t o  be eva lua ted  
and development of an a c t i o n  p l a n  before i n i t i a t i n g  d e t a i l e d  
work. Bowever, i n  only two cases  was a sys t ema t i c  written. 
analysis p lan  prepared. Evalua tors  t o l d  us t h a t  work steps 
were g e n e r a l l y  formulated mentally on a cont inuing  b a s i s .  
du r ing  t h e  course of e v a l u a t i o n .  . .  . - .  . 

Coordinat ion w i t h  o the r .  . -  

members of t h e  p r i c i n g  team 

W D  r e g u l a t i o n s  s t a t e  that making a cost  a n a l y s i s - s h o u l d  
be a team e f f o r t .  The team i n c l u d e s  c o n t r a c t i n g  officers, 
price a n a l y s t s ,  cost a u d i t o r s ,  and t e c h n i c a l  e v a l u a t o r s .  
Each member is a s p e c i a l i s t  i n  h i s  a r e a  of r e s p o n s i b i l i t y ,  * 

and t e c h n i c a l  e v a l u a t o r s  should coord ina te  w i t h  other m2mbers 
t o  develop informatron t h a t  would be useful i n  p lanning  work. 

Other team members may be a b l e  t o  provide (1) p r e v i o u s  
technical eva lua t ion  and price analyst r e p o r t s  and proposals 
for l i k e  or s i m i l a r  items t o  those inc luded  i n  t h e - p r o p o s a l  
being eva lua ted ,  ( 2 )  information on the r e l i a b i l i t y  O r  weak- 
nesses i n  a contractor's e s t i m a t i n g  system, and ( 3 )  h i s t o r i c a l  
data obtained from a c o n t r a c t o r ' s  records, This information 
can be va luab le  t o  an eva lua to r  i n  p lanning  work because it 
may provide information on how a p r i o r  e v a l u a t i o n  was made, 
areas i n  which a c o n t r a c t o r  may have developed unsupportable 
estimates, and previous  c o s t  or production d a t a  for like 
items. I n  many i n s t a n c e s ,  e v a l u a t o r s  d i d  n o t  c o o r d i n a t e  with 
other members of the p r i c i n g  team t o  o b t a i n  t h i s  k ind  of in- 
formation, 

INADEQUATE SUPERVISORY REVIEWS 

The Defense Supply Agency recognized the need for super- 
visory review to i n s u r e  an a c c e p t a b l e  l e v e l  of performance. 
Its publ ished procedures  require t h a t  supervisors review the 
e v a l u a t i o n  report to i n s u r e  t h a t  it c o n t a i n s  sufficient in- 
format ion  t o  sup~ort recommendations and t h a t  the t e c h n i c a l  
analyst has made an examination of s u f f i c i e n t  depth.  Super- 
visors a r e  also reauired t o  review suppor t ing  data developed 
by e v a l u a t o r s  t o  insure t h a t  there is a complete documenta- 
tion t r a i l .  We found t h a t  evaluators g e n e r a l l y  developed 
limited or no documentation for work done and to support -- . 
r e p o r t  recommendations, R c t i v i t i e s ,  other than DSA o f f i c e s ,  
in our r e v i e w  had no wocedures- detailing s u g e r v i s o r  r e s m n s i -  
bil i t y  f o r  reviewing t e c h n i c a l  evalua t i p n  wor k . 
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we found that, regardless of whe the r  an a c t i v i t y  d i d  . 

or d i d  not .have -procedures  covering s u p e r v i s o r y .  reviews, most 
~ u c h  reviews were cursary  and d i d  not always i n s u r e  that 
acceptable l eve ls  of work were done. 

. Z n  sf% cases, supervisors.did not  exercise any review = 

function. , A l s o ,  in 31 cases, superv i sors  d i d  not  review 
evaluators' suppor t ing  'documentations t o  i n s u r e  t h a t  report 
recommendations were supported.  

m y  EVALUATORS NOT TRAINED . . . - . 

p r o f i c i e n t  e v a l u a t o r s .  -Only r e c e n t l y ,  however, Bas POD de- 
veloped courses specifically designed t o  provide needed t r a i n -  
ing.. . I n ' A p r i l  1 9 f 3  the Defense Supply Agency :developed such 
a training course a n d . d i s t r i b u t e d  it to.its 11 reg ions ,  b u t  
as of June 1974, only  4 r eg ions  had giyen t h e  course. One 
r e g i o n  conducted B 40-hour t r a i n i n g  s e s s i o n  and the o t h e r  
three conducted formal &day b r i e f i n g s  for new employees. 

tion t o  D i r e c t  Cost A n a l y s i s r n ' t h a t  was initially conducted.  
.in 1973. 
t o  75 t e c h n i c a l  personnel ,  and it was expected t h a t  i t ' w o u l d  
.be g iven  t o  144 a d d i t i o n a l  personnel by the and of calendar ' 
year 1 9 7 4 .  The other m i l i t a r y  s e r v i c e s  have no f o r m a l '  
courses for t r a i n i n g  t e c h n i c a l  personnel in p r i c e  eva lua t ing .  

. .  

. Technical e v a l u a t i o n s  should be made by adequately t ra ined ,  

The Navy also developed a cour se ,  entitled*.An Introduc-  

As of -February 1974,, the. cour6e had been 'given 

. .  . 
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