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UNITED STATES GENERAL ACCOUNTING OFFiCE

REGIONAL OFFICE
ROOM 7054, FEDERAL BUILDING
300 NORTH LOS ANGELES STREET
Los ANGELES, CALIFORNIA 90012

APR 16 1971

e Ry

LM092953
Vice President and General Manager
Electromagnetic and Aviation
Systems Division
RCA Corporation
8500 Balboa Boulevard
Van Muys, California 91409

Dear Mr. Kraniz:

This is to advise you that we have completed a rovicw of the
prices negotiated for coatract NO010L-60-C-3L3L awarded to iC.L
Corporation, Dlectromaznetic and Aviation Sysitems Divisioca by ke
U. S. Navy Ships Parts Control Center (SPCC). We also excmined
selected aspects of the negotiation of contract KO002LmG3~C~1002
awarded by the Naval Ship Systems Command (ITSSC).

Our review of contract ~343l was directed primarily boward
determining the reasonabloness of proposed costs in accordonce with
the requirements of Public Law 87-653 and the immlementins provi-
sions of the Armed Services Procurexnent Regulation.

We found that the negotiated contract coste were higher than
indicated by available cost information prior to negotiations by
about $L6,500 including applicable overhead and profit. Tais
wesulted primarily because RCA did not update the cost pronosal prior
t0 negotviations to reflect the most current data on labox hours and

. other costs experienced uvnder letter contract -3L3k.

Our revicow of contract -1092 was directed toward evalvating
(1) the adequacy of RCA's cost analysie of major subcontract
proposals, (2) the feagibility of direct procurement by the CGoverns
nent of traveling wave tubes, and (3) the reasonsbleness of nesoiiated
profit rates for major field modifications involving the procurcmenty
of stock repair parts.

The results of our review which wore discussed with the Managor,
Operations Control, and other RCA financial and countract ofiicials
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CONTRACT N0010L~68-C~3L3h

Letter contract -3L3kL, dated Januwaxry 11, 1968, provided for the
production of 27,200 MK 25, Mod O, fuze monitors. On February 8,
1968, RCA submitted a cost proposal in the amount of §715,654 in
response to the mequirements of the letter contract. The proposed
price was reduced to $691,960, the same amount estimated in the letter
contract price. On Mawch 1, 1968, the contracting officer exercised
a contract opltion increasing the total units o 10,200, RCA was nob
regquested to submit a revised proposal for the new quaniity.

Contract negotiations took place between May 2& and Juns 11,
1968. As of May 23, 1968, 13,600 wniis or 3L percent of the contrac-
tual walis had been delivered. 4 wnit price of $24.95 was nogotisted
resulting in a total contraot prics of §1,002,990. RCA executed a
Certificate of Curront Cost or Pricing Data on June 11, 1968, and a
defective pricing clause was included in the contract.

Aggembly labor cogis

Ve estimate that the assenmbly labor costs negotiated under the
contract were higher then indicated by available cost information by
gbout §l1,200 including applicable overhead end profit. This rosulicd
primarily because RCA did not update the ¢ost propomal to reflect the
most curreni assembly labor data availsble at the time ol negotiations.

ROA proposed assembly labor of 1.02L9 hours a unii or $101,186
for the total contract requirements. The proposed hours were based
on a standard time of 0.06436 hours a unit adjusted upward to 0.9469
hours by a Labor Utilization Index (LUI) factor of 68.5 percent.

Our wpeview disclosed that at the time of negotiations RCA had
available LUI's from completed production jobs under the preceding
fuze contract DAAG-39-67~0~0033 (recorded under RCA job nwibers 575
and 609) and from the letier contract -3U3L (recorded wnder RCA job
mmber 627). The company, however, utilized data available through
Tebruaxy 8, 1968, which did not take inte consideration production

ta under the lebttexr contract. A comparison of the negotiated asscubly

hours with data available at the f{ime of negotiations is as follows:
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Date available at
the time of nesotiations
Propoaed and pegotiated Weighted  Computed  Increasge in
UL factoxr Hours Job # averase ILUL  hours contract price
68.5% 38,065 627 78. 15k 33,165 $35,600
6273
609 75'(3% : 3‘-“ 765 23,900
627
609 70 7% 36,880 8,600
575

We beliove that the LUIL experienced under the letter contract (Job
#627) would have been the most velevant and curwent data available av
the time of negotiations since it represenis experienced data Lor at
least one-third of the contractual uwnits,

We were informed by an RCA official that the more current LUL
factors were not disclosed o the contracting officer. According to the
official, the proposal was not revised at the time of contract negotiae
tion bocause of a management decision that (1) the portion of letter
contract ~3h3L completed prior o negotiations was not o sufficiont
banis for predicting the outcome of contract performance, and {2) the
trend of decreasing production levels at RCA would lcad to reduced
labor efficiencies. In addition, we were advised that a lwup sum
reduction in the contract price resulied primerily from reductions in
propoged labor costs.

We believe that the LUI factor oxperionced under the lettex
contract should have been disclosed to the contracting ofiicer during
negotiations. Also, the contracting oificexr's record of negotiation
indicated no redwuotion in assembly labor costs.

In addition to the proposed assembly hours, RCA proposed a 5 per-
cent factor for a break-in~produoction to cover a transition period
between production on the preceding fuze monitor contract and letter

contracht =343k, The proposed factor was negotiated into the contract
and amounted to 1,903 houra.

RCA experienced the break-in~produciion in February 1968 prior fo
negotiationa of contraot -343L in the amount of 1,125 hours, or 773
less than proposed. The labor hour difference amounted to about
85,600 including overhead and profit. fn RCA official agrced that the
aotual broak-insproduction laber hours charged to the contract wewo
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less than the negotiated amount; however, we wore advised that
additional hours were actually experienced but were charped to the
wrong contract. The contractor could not furnish us any evidence to
this effect.

In our opinion, the experienced labor hours under letter contract
~343L, should have been discloszed to the contracting officer during
negotiationy.

Test technician labor cogts

We eatimate that test technician labor costs negotiated under
tho contract wers higher than indicated by coot information available
pricr to negotiations by about §6,700. Similaxly to assembly labox,
this rosuwlied primarily becausce RCA did net update the propesal %o
reflect the most current and available laboxr hour data.

RCA proposed test technician labor of 0.2713 hours a wnit, or
$38,8L9 for the total contract requircuents. The propoced hours wers
baged on a standard time of 0.2029 hours a unit adjusited Lo 0.2713
hours by an LUI factor of 7L.8 percent.

Our review showed that RCA was experiencing a higher LUI fachonm
for test technician labor hours wnder the most curvent production Jjobs
than the negotiated LUI factor. A comparison of the negotiated test
technician howrs with data available at the time of negotiations is as
followas

Data available at
the time of nesotiations

Propoged and negotiated Weighted  Computed  Increase in
LUI factor Hours Job 5¢ averase LUT howrs contract price
Th85% 10,906 627 19.6% 10,247 $6, 700
6273
609 79 .. 5% 10,259 65600
627 ’
609 Th.8% 10,906 Qe
575

We believe the LUI experienced under the letter contract (Job #627)
would have been the most relevant and current data available at the

time of negotiations.
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An RCA offiocial advised us that the more curvent LUI factors
were not disclosed to the conitracting officer for the mame xeason
as previously cited for assembly labox.

Production engineering labor costs

In consideration of the requirements of Defense Procurcment
Circular No. 77T regarding the "setoff" principles of undersiated
conts or pricing data, wo estimcte that RCA's proposed production
engineering labor costs were understated by about $1,L00 including
applicable overhead and profit.

RCA proposed a produwotion enginecring labor rate of $6.03 an hour
although the approved bid vate was £6.30 an hour. The cost proposa
identified that all direct labor rates were based upon approved bid
rates, The exrroneous labor rate was subsequently negotiated intvo the
contraoct price.

CONTRACT HO002L~68-C~1092

Contract ~1092, awarded on November 15, 1967, provided that RCA
fuwrnish stock repair parts, supply support backup cnd overhaul and
repain capability to maintain electronic equipment srevicusly procunod
Dy the Navy {rom RCA under other vrime contracts. Under ine Serms of
the contract; the negotiation of prices for repair parts and asscmblies/
subasgemblies to be repaired, is the wresponsibility of the Defenze
Contract Administration Sexvices (DCAS). A% the completion of oux
revicw, field modifications totaling over §l.6 million had been
negotiated under the contract.

Review of proposed subcontrect costs

We reviewed three major contract modifications involving the
procurement of traveling wave dubes (TWI's) from Hughes Airvoraft Compauy
a8 follows:

Contract -1092 RCA proposal for TWiie
NModitication including add-on
number Date nerotiatod Necotiated price pricins factors
17 9/2Li/69 $ho0,LTT $378, 14,
12 5/16/69 303,76L 20k, 776
10 L/25/69 5635363 402, 7Tl
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The TWT's were procured on & sole source bagis and, as a rcesult, RCA
was required to obtain cost or pricing data from ihe suppliex and
perform a cost analysis of the data obtained. Ve found that RCA
performed an adequate ocost analysis of the supplierts proposals with
the exception of labor hours and yield factors which were not verified.

In our opinion, the RCA cost analysis should have includcd such
a verification since proposed subcontract labor costs were a signif-
icant factor in the pricing of TWi's. In future procurcments involving
major noncompetitive subcontract price proposals, we believe that
RCA ghowld verify significant cost oxr pricing date ox obiain such
analyses through DCAS where appropriaite.

Teasibility of direct
procurenent of TWl'g

Our review showed that 53 TWI'e were purchazed by RCA as spare
parts undexr contract -1092. The TWis were obtained from the Electron
Dynamics Division of Hughen at prices ranging from $10,250 to §11,500
for each model 338H tube and $25,100 each for model 702H. The cub-
contract prices included in RCA's cost proposals were adjusted upward
by substantial add~on factors (material overhead, requisition engineciw
ing, general end administrative oxpense, and profit). For oxample, &
TWT costing RCA §10,250 was negotiated in the coantract modification
price ab $15,750, a 5L percent increase.

In reviewing the RCA processing of the TWI from rccolpt to issue,
we found that RCA expended about 16 hours of direct laboxr for each
TWP, This effort primarily consisted of {1) insiallation of a tube
mounting bracket, and (2) electronic testing. The labor effort wos
pignificantly reduced in March 1970 when RCA stopped performing eleotronio
testing of TWI spares.

In view of the minimal in-houss labor effort roquired and the
substantial markups in the price of the tubes, we discussed with RC4,

Hughes, and Navy officials the possibility of direct Government purchase
of the TWi's. We found thatls

~~ Both RCA and Hughes officials agceed that it would be tech-
nically feapible for the Govermment to buy fhe tubes direct
from the manufaoturer.s

-~ The RCA rejection rate for new TWi's recelved from Bughcs
was only 3 percent on recent contracts.
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