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v Dear Admiral Sonenshoing

’ We have examined into sclected aspeocts of the negotiaztion of wmojor

Ticld medifications wnder contract N0002L-E63-C-1092 arardsd to RCA

Corporation, Electromagnetic and Aviotion Systems Division, Van lluys,

Californiae The conbract, awarded by the Naval Ship Systens Commaad

, (€SsC) on November 15, 19567, provided that RCA furnish stock repair parbs,

~ . supply support backup and overhaul end repair eapability o rointain

‘ ! electronic equipmant previously procured by the Havy from RCA uadsy oller

. prime contractse. Uader the terns of the contract,; the negotistion of
prices for repair parts and assexblicsfoubassenblics to be repaired io

. the responsibility of the Defense Contrach Adninistration Sovvices (DCAS)e
At the completion of our rovieug ficld modificobions totaling over

" $lab million had been negotiated wader the contracta

Our examination was directed primarily toward evaluutins (1) the
feasibility of dirsct precurcncnt by the Governnent of traveling wave
tubes (TWT%s), (2) tho adequacy of RCA%s cost analysis of major subcoabtyrach
cost proposals included in the pricianz of contract modifications,; and
{3) the reasonsbleness of nerotiated profit rates for msjor £icld nodi-
fications involving the procurament of stock repair parise

The results of our review are presented as Lollouse

‘' FPASIBILITY OF DIRFCT PROCURTIIEIT b
cy OF Tuiis . :

Our review showed that 63 TWI's wore purchased by RCA as snare parbs
under contract ~1092, The TWils wore cbiained from the Tlectron Iynemics
Division of Hurhes Alrveralt Company ab prices rancing froa £10,2090 to
_ $11,500 for ecach model 3351 tubes amd 25,100 cach for nodel P02 The sube
o conbract prices Included in RCA's cost proposals were adjusted upward by
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substantial add-on factors (materisl overhead, requisition oncincoringg
general and adninistrative cipense, and profit)e For exmmile, a TWT

" costing RCA $10,250 was necobtiated dn the contract modification price at
315,750, a Sk percent inerenses

In reviewing the RCA procassing of the TUT from recelipt to dscuc
woe found that NCA expended ghout 16 hours of direct lobopr for cach M7,
This effort primarily consisted of (1) installation of a tube nowating
brecket, and (2) electronic tootinge The labor effort was simificontly
roduced in Mareh 1970 when RCA stopped performing clecironic testing of

st ) "
CIWT BPATeSe

In view of the minimal in-house labor cffort involved ond the sube-

stantial markups to the Covornment, we discussed with RCA, iluches, wad
Yavy officials the possibility of direct Covernment purchase of tho TWI'se

" We found thate

~~Poth RCA and Hughes officlels ogzreed that it would be tochnicelly
Feasible for the Covernment to buy the tubes diveci from the
monul acturors

--The ROA rejection rate of ancw Tui's roceived from Huches wes only
3 percont on pecent contracise

Wo believe that NSSC moy wich to consider performing a screcniag
process in sccordance with the Departnent of Defense Hish Dollar Cpore
Parts Drezkout Program $o detormine if a direct buyy of WT's e feasiblee

" REVIZ{ OF PROPOSED SUBCQITRACT COSTS

Yo reviewed tho nepotiations of wodifications 10, 12, ond 17 Lo
contract -1092 which involve tho procurcuent of TWivs by nCA frem a2
Inzhes Adreraft Company, a sole-sourco supplicrs The controcting officer
walved the requirement for preavard sudit of ROASs cost proposals in
zecordance with ASPR 3-809(bJ{1)e We found thot wojor elcmontso ol cost
proposed by ilughes {lobor hours and yield factors) wero not verified by
RCA during its cost analyscs of the subconbract proposalse Also, ZCAS
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did not identify the weolkness in the RCA cost aralysis curding ivs ovaluae
tion of RCAVs cost proposals.

In owr opinion & verificaticn of proposed subcontract lohor hours

. and yield factors should hove besn made by RCA or obiained by ICAS ulicre

appropriatas
PRORTY PAYRS NTOOTIATCD O PROCUREMIIES

O UTUGK TUOPATR PAIGS

Wo reviewed tho nopotiation records for five recent nedilicaticns
under contract =1092, each in excoss of J3100,;000 and totalinn choub
$Lle5 millione Stock repair parts represontod cbout Slel willicn of the

totole Over %0 percent of the prices of stock repalr parts comrised

stbeontrastor material coots and RCA odd-on pricing factorss JLAso,

97 percont of the atock vepair parts had been procuved by RCA prior to
the nogotiations of the condract modificabica pricess Althouph NOA%s
cost risk aeppears o have bocn substeatially ninimizcd due to the bilgh
mobordial eontont and tho procurcment of such licos pricr to controoet
nerotiation, profit rates of 10 percont wore negotiated on four modifica~
tions and 9 porcent on the others :

The contracting officor assisned o § porcont profit facter for cost
risk on four of tho contract modifications, which is in the porccaton
renge normally assicned ©o a bigh risk fira fixcdeprice conbracts Vhilo
recornizing that the negobiabion of profilt uwnder tho wolinhied puidelines
conecpt involves considerstion of a nwiber of factors otier thom cout risk,
it oppcars that the dopres of rish assumsd by RCA moy not hove boon con-
mencurate with the prefit rates nopgotizsted, Fwrither considerction of tha
dozree of cost risk inhercont in ezch contrast wodification may be warranted
sthen establishing acceptoble profit objectives Lor negotiationse

We would appreciato being adviscd of actions token or plenned with
repard to the matiers discussed in this letiere Copics of this lelier arve
beling sent to the Commonder, Delense Contract Administration Services
Recion, Los Angeles, for commont on those watiters within his area of
rosponsibilivye An informaticen copy is also being furnishied to ihe
Rogional Monarers Defense Contract Audit Agencye

Sinceraly yours,
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He Lo KRIEGER
fegiongl ¥znager
ccs Commandary DCGASR, Lou Angcles
Rogienal Menager, DOAA, leos Angelos





