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As part of our tontfnui~g frttereat 50 the Sacramento Arcxy Depot's 
1 (SAAD) procuremexnr o= z Closed Circuit SMpboard l'eleviszke Systm 

(TV systems) far the zavyp we -ed SAAD'S action fss oegotiatixg 
a fire-fhed unit pr$.ce UniIer rquirwent coiltract s1A?+GO8-74-D-9344. 
On June 27, 1974, MAD awarded International Video Corporation (FTC), 
Sunnyvale, California, this contract for up to 118 TV systems, parta 
and services. The negotiated unit price for the basic TV system 

i - totalled $54,736, as amended, and the estinated total contract value 
was $6,458,8#. 

Our examination was concerned with the extent your actititg 
fo3J,omci appropriate Departneut of Defense price negotiation 
p&Xc&es and techuiques fn the procurenent of 'IV system frm IVC. 
Ia this regard, the Armed Services Procurement Regulatioa (ASPR)3-801.1 
states: 

"It is the policy of the Department of Defense 0% ,. . . 
to procure supplies and setices from responsible 
sources at fair and reaeouable prices calculated 
to result in the lowest ultimate overall cost to 

the Government. Good pricing depends primarily upon 
the exercise of sound judgment by all persome 
concerned with-the procurement." 

We found that SAAD failed to perform tha type of pricing 
evaluation requtied by ASPR to assure that the negotiated price is 
fair and reasonable. We further noted this occurred despite your 
staff being alerted by us to a srtmflar prob3em iu prfcing an earlier 
procurement from XVC. Although we discussed some of our ubservatfons 
vith Colonel Renderson and staff, fae consider it prudent to ammarize 
these apparent weaknesses so that you can evaluate thCgl and take 
whatever action demed necessary to assure future adherence to sound 
and requPred pricing techniques. 



A brief background followed by a d&mxssion of the weaknesses 
are praented in the folkowi~ 3ectiona. 

Ea.rl.ia~ this~year we became aware that SAM? was procur2n.g video 
tape recorders (!323M-nra) frm IVC under contract DAAGOS73-C-0102. 
!&mtgh Septed8r 1973, SAAB had procured lots of 78, 78 aud 15 
rwder# at a $4,830 unit price fop: an est~ted cost totalmlg 
$82S,SSS. Thb negotiated price was based 021 the contractor'8 
$6,200 catalog ptic,e less a 22.5 percent quantity d9scount plus 
$24 to covei the em3t of Source h3peetioIL Ivc CIM the . 
reccmdaw a at-d camerebl. prductwhfchwaa ~033 at a 
$5,084 unit prioe (cattiog l&t price lesa 13 percent) to the 
Government under a GeneraI Setias Ad&n&st,ration (GSA) federal - 
supply &bdale corttract, sm granted zvc catalog exemption froan 
tha suMsssion of emt and prM.ng data without receiving the 
appropr%ate DD yam 633-7, and accepted the proposed price eveu 
though the GSA prfce was limited to single orders not to exceed - 
$250,000 and two SAA&D orders exceeded t'aat limit by $126,724 -. 
(51 percent)* Pinaltly, we found ZVC failed to disclose to SAAD 
that they: (1) seldom sell the recorder in large qua&&ties to 
the Government at tha GSA dimmunt price, and (2) offer original 
equipment manufacturers discount term9 up to 38 percent for 
quant&tiea comparablpa to the SAAD procurement. 

By letter dated April 24, 1974, we brought these matters to 
the attention of ColoneS Dukes aud questioned the adequacy of 
&I&D's procurement practices in nezotlattig a reasonable price 
for the recorder. Also, we wanted to alert SAAD to TVC's 
apparent profft margin on the tideo equipment. Xn our tiew, this 
infarmatfon was bpartant background to the forthco&ng SAAD 
negotiations with IVC i.nvo1tin.g the purchase of tha previously 
referred to TV system whfeh Gzcludes two recorders as components, 

During the week endtig October 12, 1974, we examined SAAD'a 
actTon in negotiating a reasonable price for the TV system. We 
noted your staff’s apparent failure to adequately consider our 
letter because they did not perform the required pricing review 
of the contractor'e cost data to assure negotiatfon of a fafr 
and reasonable unit price. 

Requirementsfor cost analy329_ 

The Procurfng Contracting Officer (NO) is required by 
ASPR 3-80?.2(a) to obtain some form of price or cost analysis. 
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The method and extent of analysis depends on the procurement and 
prich3g smlation. 113 this connection, a cost analysis nrust be 
performed whenever the contractor is,required to submit cost or 
prick data; whereas, a price analysis shall be used in all 
other came* . 

The PC0 requ9lred the contrsctor to submit cost and pricing 
data, but then failed to obtain the required cost analysis. 
Accordina; to negotiation records, the basb~ for the negotiated 
$56,971 unit price wae a local ptice analysis aii en&zeer* 
Evaluation. The pric&ng report disclosed that the proposed price 
I&S considered reasonable because it compared favorably with the 
prsvious buy's $48,005.60 price adjusted by a 14.9 parcent cost 
increase resulti~ from a decrease in the dollar's buy$ng power. 
The report disclosed other factors impacting on price, but failed 
TV etd.da@ an element: by 43k?uent ar%dyS%s of the ContrF&Or's 
ct%3t data. According to the PC%, SAAD performed only a price 
analysfs because a pm-award audit was not obtained to facilitate _ 
a cost analysis. 

Lack of field pricfng support 

Althmgh the PC0 has ultimate responsibtiity for determining 
the reasouabJ.eness of a contractor's proposal, he ia required by 
ASPR 3-801.5(b) to obtain field prfcing assistance to evaluate cost 
or pricing proposal. data which contractors are requil-ed to s&nit 
unless &nformation already available to the contracting officer is 
adequate to deters&xx the reasonableness of the proposed cost or 
prke. Field assistance is provided by the responsible Defe~e 

Contract Adminfstration Servicea Region (DCASR). 

SA&I requested field pricing support frum DCASR on MIay 20, 1974. 
. .- The p&&g report was to include an audit, technical evaluation, and 

price analysis of the cost and price proposal to be supplied by DC. 
!!%a contractor submitted the proposal, but by letter dated June II, 1974, 
DCASR adtised SAAD that they were unable to commence the retiew because 
the contractor had refused to submit accurate, complete and current 
east and pricing data to supportthe proposed $54,760 unit price. 
For instance, DCASB pointed out that IVC had not provfded the nethod 
of computation and application of overhead expenses. To that tzxtEnt* 
DCASB requested that tha contractor submit cost breakdowns, trends, 
and budgetary data to provide a basis for a cost analysis. 



t&k 313~ 17 and 18, 1974, the coi~traetor protided i3AAD tith 
updated cost aud prFrs&g data. whd.le ehzts data d;ltd nut meet 33,x 
oil reqmzts tha deficiemxks listed by IZ..ASl, the data could 
have pravided 8 ba55.s for an audit aud 3ub50queut cm3t 8nalpsltp. 
3tatheP thsn pars&g this caurs0 of ace&out hm?e?V@P, S.&AD 
negat3%ted with mc on June x3, 15 aud 19, 1974, a pP%ce of 
$56,973, ?idxkh apprmtit& a3 cuntractor's prupasd ptice par 
8ystm.1, 88 adjusted during negotiat;iozis. On June 36, 1974, one 
day prior ta the flnz& day of negotZations, XVC certified that 
ttha suwtt0d eo3t aad prie* data WAS acellrate, complete a& 
-t as of Juue 123, 1974. 

At!#Pd* to ?s.&u? cunmlet?3g offi.&?xs, the required cost 
%n%lp3fs w0s mt perfm bee%W0 thette was. h3llfttEc~t tfrae 
to emplete the fbld pricing retiew be&m the start of contract 
ski?sg#tiations* la this regard, we were fwxher told that SAAD’s 

- tecfmica;l dividrm (PAS&) bad applied pressure to awmd the bask 
order- agremsnt so that the TV system muld be available for 
installation on shtps upon their return to part. llomv=, our 
review of contract records and discussions with SAAD officials 
disclosed that other cout~~~t~al arrangestents were not considered 
which wmld have enabled S&U ta order the systems for the Ravy, 
and at the same time provided SAAD with the additional. time 
needed to perforoz the required pPising review. Despite the 
Lack of a required cost mal~rsis, SAAB sfficiak3 stated they 
ae?re cunv&nced a fair and reasonable price bad been negotiated 
lmh rvc. 

We Pecognkza that 8 ptice analysis is semetike3 BP apprupPiate 
pt%r&g method; however, this case clearly denonatrates the short- 
cmhga of such analysis and tha need to follow requfred prici~ 
teehuiqnas to assure the uegotiar3.m of et reasonable price. Under- 
lyfng the wziI%dity of th0 performed conpaPat%ve price analyeis 
w&5 33AAD'a bwic iu?!swpt~~ that tpley m?gotfated a rea3orrable 
price faY? the pTeBI~B bxxy of TV systens, 5xnce tl¶at price was 
projected anct then compared to IVC's proposed price, the price 
analyst saw no need to eveu review and verify the contractor's 
aubrsitterd cost data, Had the price analyst perfomed such a 

'review, however, he would have noted a major discP8pzmcp that, 
in turn, &add ham raised a question as to the reasonab~eaess 
of the previous buy’s price. Far lwrauce, $9,675 of that buy's 
$43,006 price 6aas for two 82S.N recorders. In sbaPp contrast, 
the contractor's caet data for tbe second buy disclosed only an 
astirnetted $5,987 price including ovePhead for the t3ane two 
Pecorders. This $3,688 ptrice diffePCzlM.al suggests that the 
ffPst buy's price was possibly excessive and therefore was not 
an acceptable basis for detemM.ng the reasona3Lenass of the 
second buy's prPce without pe~fornting a pore detailed cost analysis, 
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