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700 Robbins lLvenue

Philadelphia, Pennsylvania 19111

Deax Admiral (irosbys

Ao paxrt of aurl:evd.ew of vhg—negotiatien—ef contract prices under
She~provisions of Publio law 87-653,) we have examined into the pxice
proposed and negotiated for firm fixed-price contract N00383-71-C-2324
awarded to Talley Industixies of Arizonw, Mesa, Arizona, by the U. B,
Navy Aviation Sapply Office (ASQ). The coniract was awarded on
January 19, 197), in the amount of $198,C68 and provided fox the
production of inextia reels, actuators, and reel paxt kitn.

Our examinavion was primarily concexmed with the reasonableness of
the price negotigted in wxelation to cost ox priocing data available &t
the date of contraoct negotiations and the adequacy of techniocal and audit
avaluations of tha contraotox's coat pxroposal,

Our review wag limited to the coatas proposed aad negotiated fox
inertia reels becauwse a Certificate of Curxrent Cost or Pricing Data was
not obtained fxrom the contractor pupporting custs proposed for actuators
and, reel. part kitns, Also, our review of proposed labor hours was limited
to historical data on completed job oxders fox previous procurements as
the contractor prematurely disposed of comt accounting xecords and
rupporting documents refleoting labor hours experienced on substantially
or partially completed contraots for the same itews., Accoxdingly, we
were unable to completely determine if the most owrrent expevienced labox
hour data was disolosed by the ocontractor In support of proposed costa,

We found that:

—-~ The proposed and negotiated material costs wexe highexr than
indicated by ocost date available &t the time of negotiation by
about $15,900 inoluding add-on prining faoctoxa and profit.

~~ The proposed and negotiated laboxr costs were §2,800 to 89,000
highor than indicated by information available at the time of
negotiation, inoluding edd-on prioing faotora and profit.
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-— The contract did not inolude a Price HReduotion fox Defactiva
Cont ox Priocing Data clause vrequired by the Armed Services
Procurement Regulation (ASPR),

-~ A Certificate of Current Cost or Pricing Data aa required by
ASPR was not obtained from the contractor in aupport of coste
proposed for actuators and xeel part kits,

BACKGROUID

Talloy submitted a firm fixed-price proposal dated Maxch 9, 1970,
in the amount of §127,949 in response to ASO's request for quotation
(AF)) N00383-70-Q~0351 for inextia roels, On Novembow 2L, 1970, Talley
reviged the proposed price to $120,915 based on more ourrent cost infor—
mation, The Defense Contraoct Audit Agenoy (DCAA) performed a preaward
audit of the original cost propossal for inertia reels, In addition, the
following Talley firm fixed-price proposals for actuators and reel part
kite totaling $88,978 wore combined with the inertia reel requirement in
oxder to onhance the negotiation position.

ABO RFQ Talley proposal
Numbex Ttem Date Amount
00383-71-Q-0045 Aotuator 8/28/10 815,276
N00383-71-Q-0162 Reel part kit 10/30/70 l1,1,8Y
N00383~71-Q-0189 Reel part kit 10/29/70 32,518
Total 8881219

Contraot negotiations were concluded on December 2, 1970, and resulted
in a total contract price of $198,068, as follows;

Item P/N Quantity Unit price Total
Inextia reel 1293-17-1 95 $1,228,22 $116,681
Actuator 1000-1,6 6 2,2,,0,50 13,013
Reel part kit 1293-150E1-2 88 437.00 38,156
Roel part kit 1293-17~102-1 388 76.00 29,180

Total 198,068

The contractor excouted a Certificate of Current Cost oxr Priocing Data
on Decembeor 2, 1970, for costs in suppoxrt of the proposal for inertia
reels only., A defeotive pricing olause was not incorporated into the

contract.
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RESULTS OF REVIEW

Mz.texrial costs

Vle estimate that proposed material c¢sts for inertia reels were
higher then indicated by available coat information by about $15,900
as a resull of the contractor not disoclosing the most current purchase
data on bhall sorew assemblies used in the manufacture of the inertia
roels prior to negotiations,

The contractor!s iitial cost proposal inoluded a unit{ cost of
$199,50 for P/N 1293-85, ball soxew assembly, based on a verndoxr quotation
dated Novembexr 18, 1969, The DOAA preaward avdit report recommended a
price of §$125,00 a unit on the basis of prices paid by the contractor for
the purchase of 500 units in April 1968, A large inventory of the units
was on hand and covrld poasibly meet the contract xrequirementa,

Talley's revised proposal inoluded a unit cost of $287.50 for P/N
1293-55 based on a vendor quotation dated August lj, 1970, and reconfirmed
on November 18, 1970, The pxice was acaepted during negotiations on the
bapis that the contractor's existing inventory of bhall sorew assemblies
was defeotive and had to he sorapped.

Our review showed that on November 3, 1970, 1 month prior to nago-
tiations, the contraotor issued a purchase ordes for the rework of 2138
ball screv assembliea., The price was o be negotiated at a later dats,
A rework prioe of $37.50 a unit wao agreed to on March 9, 1971,

Talley officials advised us that tha rework purchase order was not
digolosad to the contraoting officexr because the magnitude of the problem
was not known prior fio negotisations, |

In our opinion, however, the rework purchas:s oxrder constitutes
evidence of Talley's intent %o have the units veworked and not sorapped
which should have been disclosed to the contraoting officexr.

Direot labor costs

The direot labor oconts negotiated for inertia reels were higher than
indicated by ourrent data available prior to negotiation by from $2,800
to $9,000, This resulted because the aontractor did noi disclose to the
contracting officer the most current; labor hour data experienced on
completed ocontracts for inertia reels.
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The contractor's initlal cost oroposal inoluded 2,553 labor howvs
for 95 units or 25,8 hours a unit, %ihe proposal was based on historiocal
labor hours experiepced in the production of inertia reels and gas
generators under job oxders (5/0'm) 629%, 6417, 6527 completed between
July and Saptember 1968, and J/0 2182 oompleted August 1969, The
experienced labor of 42,1l hours a unit was computed after deleting
labor effort related to gas generatora for J/0's 6527 and 2182, The
estimate was judgmentally adjusted downward to 2Y,8 hours, The contractorn
" was unable to provide us the basis for the adjustment,

In the revieed proposal, Talley raduced the labor hour estimate to
2,157 or 22,7 houra a unit for lahor costs questioned by DCAA in theix
audit of the contraotor's original proposal. These hours were accepted
in negotiati-ma,

Our review showed that four additional job oxders fox the production
of inertia reels were completed prior to negotiation of contraot -232; at
gignificantly lowexr labor hours than proposed and negotiated, Thene
oxders, not disciosed to the2 contracting oificer and not identified during
the DOAA preavard audit, are summarized as followss

J/o Date completed Units Average labor hours

2177 2/1/69 26 17,5

2313 5/8/6 35 i1.8

2359 6/20/69 5 9,2

2569 2/5/70 L6 20,8
Weighted avaerage - 16.7

Had tho proposal been based on the laboxr hours experienced on these
completed oxdexrs, Talley would heve proposed 6 hours a unit lesa, ox 570
houns for the total contract requirement, This amounts to about §$9,000,
If the experienced data foxr J/0 2569, the most ourrent completed job
prior to negotiations, were used %8 an estimating basis, about 180 less
hours would have been proposed, or about $2,800 less than negotiated.,

Talley offinials acknowledged that labox hours experienved on recent
production contracts had not been disoclosed to the Government., These
" officials, however, stated that the historical labor hours recoxrded
againat J/0's 2177, 2313, and 2359 were understated because certain parte
uaed in the manufaoture of those units vere produced undexr othexr job
ordera without cor:esponding cost trarsefers, They were unable, however,
to furnish us any evidence to suppoxr’y this statement.
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In the performance of contract ~232l;, recorded labor houva in
Talley's cost records for the production of inertia reels reflect 12,9
hours a unit, Under the circumstance, we have no basis for assuning
that the vecorded hours for J/0'e 2177, 2313, and 2359 were not accurate
repregentations prior to negotiation.

Defective pricing clauss

Contract -232)y did not include a Price Reduotion for Defective Cospt
or Priocing Data clause as required by ASPR 7-10l;,29. The contracting
officer advised ua that the omiemion of the ¢lause was an adminiotrative

overnight.

The contracting officer further stated that failure to incorporate
the defeotive pricing olause in the contract did not affect the
Government's right to a price adjustment. Under tha Christian Daootrine,
all mandatory ASPR clauses aro connidered automatioally included in tho
contract, although not physically included or cited therein., The
contracting officer advised us that this position was conowrrod in by the
ASO legal counsel,

Nevertheless, we believe the olause provides certain rights to the
Government and accordingly should have been inoluded in the contraot,

Captificate of Current Cost
or Priocing Data

A Certificate of Current Cost or Pricing Data was not obtained from
the contractor prior to negotiations for cost proposed relative to
aotuators and reel part kits as requirved by ASPR 3-807.4. The contracting
officer advised us that this also apparently resulted from an afministrative
overaight,

Under a recently issued deoision of the Armed Services Board of
Contraot Appeals, a certificate is required ans a ocondition precedent to
a price reduction if data furnished is inacourate, incomplete, or non-~
current, Thus, the certificate provides certain rights to the Government
and should have been obtained from the contractor in support of costs
proponied for actuators and xreel part kits.

We believe the contréoting officer should consider the above findings,
along with any additional information available, to deteinine whether the
Government is legally entitled to a price adjustment under contraot ~232l,
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We would appreciate being advised of actiona taken ox contemplated
with regard to the matters discussed in thie letter, Copies of thin
letter are being sent to the Commander, Defense Contract Administration
Servioces Region, and the Regional Manager, Defense Contract Audit Agenoy.

Sincerely yours,

. i of
Jemos Lo Hall, Jrg

JAMS T, HALL, JR.
Regional Managex

cos Qommander, DCASR, Los Angelen
Regional Manager, IDUAA, Los Angeles

beo: Deputy Director, PSAJ)/GPI'I - J, H, Hammond

Regional Manager, Philadelphia
Assistant Director, PSAD/GPM - Chavles Weinfeld





