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Report to Rep. J. Kenneth Robinson; by Gregory J. Ahart,
Lirector, Human Resources Div.

Issue Area: 2deral Procurement of Goods and Services:
Reasonableness of Prices Under Negotiated Contracts and
Subcontracts (1904).

Contoots Human Resources Div.

Budget Function: General Goverrnment: General Property and
Records Management (804).

Organizaticn Ccncerned: General Services Administration; Social
Security Admipistration.

Congressional Relevance: Rep. J. Kenneth Robinson.

Authority: 41 C.F.R. 101-26, 401(a).

Ccncerns vwere expressed about Social Security
Administration (SSA) practices in the procurement of standard
forms. An examination was conducted to determine whether
regulations were being circumvented and whether the concept of
Maximum Order Limitation (MCL) was being properly used. MOL
allows Federal agencies to purchase supply items under contract
up to a specific dollar amount after which competitive Lids
would have to Le submitted through the General Services
Administration (GSA). Findings/Conclusions: The complainant
alleged that he was cailed by an SSA employee who requested
pricing information on two items, including 450,000 sheets of
form 1292. He provided this information and believed taat his
company had the lovwest price for form 1292. He was told that
this item wculd not be procured through competitive bids because
of time limitations, although the price was over the HMOL.
Subsequently, 284,375 sheets of this item were purchased from a
competing vendcr after it had reduced its prices. Whern the
complainant inquired about orders on form 1292, he was told that
there would te no orders and that the pricirg raquest was for
information only. The Associate Commissioner of SSA stated that
his procurement people did not sclicit bids to compare prices, a
practice fortidden by regulations. Since this point could not he
proven ané steps were being taken to improve procurement
procedures, further pursuance of the matter was not warranted.
There is nothing in the reguliations to prevent the agency from
reducing guvantities to fall within the MOL. (HTW)
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WASHINGTON, D.C. 20548
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NN The Honorable J. Kenneth Robinsun
Q House of Representatives

Dear Mr. Dobinson:

In your letter of January 24, 1977, which transaitted several
documents from one of your constituents regarding a Social Security
procurement cf pape: oroducts, you expressed concern that procure-
ment regulacions may have been circumvented and chat the concept of
the Maximum Order Limitation was not being properly used. Imn your
le~ters of March l4 and May 6, 1977, vou requested that ~e examine
the possibilities of having vendors notifv the Generzl Jervices
sdministrasion more quickly when they make 2 change in their Federal
Supply Schedule prices, having a centrai p.ace show.ng what ilteds
have beer. purchased by Federval agencies, ané providing Zor a time
delay before making a price change effective.

As agreed with your office on Jure 3, 1977, vur Procuremeat
and Systems Acquisition Division will study and respond tO yOuTr
requests of March 14 and May 6, 1977. This letter is in respnonse
to your letter of January 24, 1977. .

We exarined the subject procurement of Social Security form
1292 (a Federal! Supply Schedule standard item) made on September 25
1976. We a.sc reviewed the iniormation that your <o i
As discusseé below, based on ouT WOTK we CzZrnot contlude tuat Social
Security purposely cizcumvented procuremen regulations or that the
concept of the Maximum Crder Limitation was not properly used in this
procurement.

in a1

According to information derived from the above documents and

discussions with procurement personnel imn 3ocial Security and General
Services Administration, the following evenis occurred.
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Your constituent stated that he was czlled on the telephone
by an emplovee of Social Security's procurement section on
September 16, 1970, and that that employee requested pricing
information ori ¢ 0 Federal Supply Schedule items: 50,000 sheets
of Social Security form 1291 and 430,000 sheets of Sccial Security
form 1292. He said that on that date, he believed that his com-
pany had the lowest price on the Federal Supply Schedule for form
1292--5180.00 per 1,000 sheets for orders of 10,000 sheets or more,
before discount, He said that he provided the information
requested by Social Security.

Your constituent said that he talked to this Social Security
emplovee again cn September .7, and was told to submit a written
quotation for tne 30,000 sheets of form 1291 but not for the 450,000
sheets of form 1292, e stated that when he told the exployee that
the price for 430,000 sheets was over the Maximum Order Limitation
and asked il Social Security was going tc hiave the General Services

.

Adrinistration ask for zompetitive bids, nhe was told no, because
there would not be enough time to get bids before September 30,
1272, {(the end cf the fiscal vear). He said that he was told
that the pricing information on the form 1292 was for information
only for the various departments to use in reviewing their needs.

The Maximuz Order Limitation allows Federal agencies to
purch" € supplv items under con:ract up to a specific dollar
amount: an amount above that specified limit would have to go
throug“ the General Services Administrat_on for'competitive bids
to try to get a lower price for the Cuvermment. Ideally, the
Maximum Order Limitation provides a cut-off point where it is
cost efZective to have the agency use Feceral Suppiyv Schedules
ror orgesing, rather than process its orcer through the General
Services Administraticm.

Your constituent said that he submi:tted a written price
quotation for form 1291: Social Security issued a purchase

orcer to> his company on Septempber 27, 1%7s, for 50,000 sheets.



By let:er dated September 27, 1976, to the General Services
Administration, a competing vendor reduceé its price for form
1292 from $212.75 per 1,0C0 for orders of 10,000 sheets or moTe
to $212.75 per 1,000 for orders of 10,000 tc 99,299, and $171.25
per 1,000 fer orders of 100,000 sheets oT MOTE, before discount,
efiective September 25, 1976. On Septemder 25, 1376, Social
Security purchased 284,375 sheets of its form 1292 from this
vendor at $171.25 per 1,000 plus'printing‘and less a discount
of 22 percent for & total price of $35,295.17.

Your constituent said that on October 6, 1976, he again
called the Social Secuxity nrocurement emplovee he had been
dealing with and asked if any of the departments had decided
hew much of form 1292 they were going to ovder, and if there
weve going to be any requests for large orders. He said that
he was toid that there would be no orcders, and that the pricing
request was IoT informati.n only.

Your comstituent said that he calied Social Security again
cx November 13, 137z, to see i7 any forral gquotations would be
coming on that large .order that Social Security had inguired
about in September. He said that he was told no, there would
be no orders placed as a result of the reguests for pri:cing
except the ome for =1 000 shects of form 1291 that went "0 his
company; he was to.c ratr all merufacturers were called te get
prices for informitionm only. i

It is zpparently true that a Social Security emplovec did
call your constituent's company requesting prices, and that as a
-result of this cal.l, an order et 50,00C she
tn

3

placed with his company. Your constituer
Social Security empiovee said all manui ~s were ca.ied to
zat prices. We assume -hat the competing vendor who got the
large order--254,3"3 sheets--was One of tne manufacturers called.
We must aiso assume that the competing vencor offered a price
reduction to the Government ofl September 27, 1979, (effective
back to Sentember 25) to offer the iowes: price on the Fecderal
Supply Schedule and as a result, received the order for 284,375

-

sheets of form 1292.



.

By letter dated December 8, 1976, you requested that the
Cotmissioner of Social Security prcvide you wita hackground
information on the procedures they used to procure approximately
450,000 sheets of form 1292 in September 1976, Bv letter dated
January 10, 1977, the Associate Commissioner for Management and
Administration answered your inguiry and stated that_"'the quantity
awarded was reduced from 43C,CCC sheets to 284,275 Lsi&/ sheets
prior to award, at the request of the vrdering office, due to &
change in their requirements.” .

Our revier of the inventory records at Social Security
showed that as of July 1, 1976, the Stock Replenishment Card
for form 1292 had heen adjusted to show ‘'quancity to ve ordered"
of 1,570 cases or 430,000 sheets. The actual order was reduced
to 254,275 sheets., However, there was uo indicaction in tl .
records showing why the anount to be ordered was reduced.

Your constituert, in his letter of December 23, 1676,
-aised =me issue concewninz the correct Maximum Ordei Limita-
tion for this pariicu Foseral Supply onedule.

ip

Uncder the multis
for "suppiies' was
the Maximum Order L
supplies--was $20,000., The 3
1976, was for "cards

the Maximum Order Limitation
{ this order; $2(,000, while
ds'--a special category of

We attempted to determine whether form 1292 should have
been ciassified as "supplies" or "cards” and foynd that there
was much confusior on both Gemeral Services and Social Sszcurity

] pars as to wnether the Maximum OrdeT Limitation
n 520,000 or 540,000, We could not get
inizion fsr "surc.iies' vs. "cards" from either the

s or S5Social Security Acdministrations, to determin
bR ' . =owever, accordiag to the

e
re was so much coniusion om
i1v Schedule contract period

-

e

for the Federal Supp

1675, to September 30, 1€77, the Maxizwus Otder
chanred to $40,00C for “supplies,” without
for the special category of supplies--" ards.”




We presented the events surrounding this procurement to
Social Security's Associate Commissioner for Management and
Adninistration and, in view of the faet that telepnone calls
were made to Federal Supply Schedule vendors, we also pointed
nut that ‘the Code of Federal Regulations (41 CFR 101-26,401(a))
states in part;

"% % % Agencies shall not solici: bids, pruposals,
quotations, or otherwise test the market solely
for the purpose of seekin; alternative sources to
Federal Supply Schedules. Furthez, agencies shall
not request formal or informal quotations from
Federal Supply Schedule contractors for purposes
of contract price comparisons."

Because of this regulation and the telephone calls made to
Federal Supply Schedule vendors, we asked the Ass>ciate Commis-
sioner what explanation the Social Security Admin.stration had
to offer,

The Associate Cormissioner stated that he was deeply concerned
about the issues we raised and admitted there was some looseness
i the procurement procedures followed. BaseZl on his review he
concluded that there had been some misunderstanding but there was
no violation of law or regulation. He =-atec that the procurement
people did not soiicit bids or orrer informatioz for the purpose
ol seeking to compare prices. Thayv were seeking to clarify pro-
duct identification teminology aad to get up-to-date price
verification of established prices.

He pointed out that recent steps have bee:g taken to improve
procurement procedures, such as

--the Division of Contractingz and Procurerent, under a
reorganization, was placed 2t a higher lsvel in the
Social Security Administration, has a la ger st if,
and is aggressively strengthening supervision and
training at all levels, and that

--explicit orders were given to improve both the
procedures and documentation for future purchases,



. :

Considering that the Associate Commissioner stated that his
procurerent people did not solicit bids to compare prices, the
question of whether they did or did not would be most difficult,
if not impossible, to prove, In view of this and the statement
that Social Security intends to improve procedures for future
purchases, we do not believe that further pursuance of this
matter is warranted,

In regard to the Maximum Order Lirmitation, we could not,
under existing rekL‘a*lons, find anvthing to prevent an agency
from reducing the quantity tc be ordered to a quantity which
wouid fall within the Maximum Order Limitation,

As arrangeé with your office, we are sanding copies of this
letser t2 the Commissiomner, Social Securitv Administration, and the
Administrater, General Services Administration. Copies will also be
availadbie to other interested puarties whno request them.

we trust this letter is responsive td your needs.

Sincerely yours,

Ll
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