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Dear Senator Roth: 

In response to your request, we have assessed the Department of 
Defense’s (DOD’S) progress in implementing its spare parts initiatives. 
The Secretary of Defense announced the initiatives in July and August 
1983 to improve the procurement of spare parts. A more detailed discus- 
sion of these initiatives and the results of our review are provided in the 
appendixes. 

We previously reported to you on spare parts procurement at the San 
Antonio Air Logistics Center, Aviation Systems Command, Ships Parts 
Control Center (SPCC), and Defense Electronics Supply Center.’ Our 
follow-up review was performed at these same activities. This report 
presents the results of our review at SPCC and the Aviation Supply Office 
(ASO). ASO was not part of our previous report. Our work at SPCC included 
the following: 

l Information on price growth during the two periods we examined. (See 
app. III.) 

l An evaluation of the adequacy of the price analysis procurement offi- 
cials performed during each of these periods. (See app. IV.) 

l An assessment of the personnel changes made in response to the initia- 
tives. (See app. V.) 

Although ASO was not included in our earlier review, we expanded our 
follow-up audit to obtain additional coverage on Navy spare parts pro- 
curement. (See app. VI.) 

Our methodology is described in appendix II. Separate reports are being 
issued on the results of our work at the other locations. 

We compared the prices on 34,440 procurements totaling $509.6 million 
to determine the changes that occurred at SPCC during the 12-month 
period ending March 31, 1985. Our review showed that 10.7 percent of 

‘DOD Initiatives to Improve the Acquisition of Spare Parts (GAO/N&W-86-52, Mar. 11, 1986). 
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the procurements experienced price increases of 26 percent or more 
while 59.6 percent had either no price change or a price decrease. At 
m, we made I1 ,&40 comparisons totaling $419.3 million for the same 
period. Our review showed that over 7 percent of the procurements 
experienced price increases of 25 percent or more while 58 percent had 
either no price change or a price decrease. We could not quantify how 
much the initiatives, as opposed to other factors,2 helped achieve these 
results; however, we found evidence that the initiatives are being imple- 
mented and it is likely that they have had an effect. SPCC, for example, 
has increased the proportion of procurements involving larger quanti- 
ties, thereby supporting the initiative to avoid frequent buys of small 
quantities. SFCC and ASO have revised their personnel evaluation systems 
for contracting personnel and have established systems to reward per- 
sons achieving significant cost reductions or increases in competition. 
spcc has also provided supplemental and specialized training to its 
buyers. 

While these efforts provide reasons for optimism, at SPCC there were 
inadequate price analyses on 16.3 percent of our sampled procurements 
with price increases of 25 percent or more. Price increases of this magni- 
tude should prompt close scrutiny, particularly during periods of low 
inflation. Further, inadequate analyses occurred on 18.4 percent of sam- 
pled procurements with price increases up to 25 percent. 

At ASO we found that price analyses performed on procurements with 
severe price increases required improvement. About one in four of the 
sampled procurements with price increases of 25 percent or more were 
inadequately analyzed. Another category where analyses needed 
improvement was procurements where prices did not change. Of the 25 
procurements in this category, price analyses on 6, or 24 percent, were 
inadequate. While procurements with no change in price would receive 
less priority than those with price growth, the fact that the price 
remained unchanged should not be the sole basis for accepting a price 
change as reasonable. The Armed Services Pricing Manual (also known 
as Small Purchasing Manual) states that: 

“A price previously paid should not be accepted as a basis for determining that the 
offered price is reasonable unless it can be determined that the previous award was 

2C%anges in spare parts prices may have been the result of several factors. Certainly lower inflation 
and improvement in the economy played major roles. The attention given spare parts by top DOD 
officials and efforts by contractors to minimize price increases and avoid adverse media publicity 
may have also contributed. 
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based on adequate competition or some other valid method of establishing that the 
price was reasonable.” 

We also found procurement officials at ASO were not taking advantage of 
opportunities to consolidate purchase requests. We found seven con- 
tracts in our sample where consolidation should have occurred and also 
found additional contracts where consolidation could have occurred. In 
the latter cases, procurement officials awarded the first contract rather’ 
than wait for the necessary documents on the second buy that would 
have permitted consolidation. 

In April 1986, the Navy began to include a “voluntary refund clause” in 
contracts where competitive procedures were not followed. The clause 
was subsequently modified, but provides a contractual basis for volun- 
tary refund action and sets out contractor responsibilities for spare 
parts prices, The Council of Defense and Space Industry Associations 
protested the Navy’s action in a November 18,1986, letter to the Assis- 
tant Secretary of the Navy (Shipbuilding and Logistics). The Defense 
and Space Industry Associations pointed out that a policy on a contrac- 
tually binding refund clause should be department-wide. The Defense 
and Space Industry Associations expressed other reservations and 
stated companies have voluntarily taken action to provide the govern- 
ment with voluntary refunds. Because the Defense Acquisition Regula- 
tory Council is considering a proposal to address the spare parts refund 
issue, the Defense and Space Industry Associations recommended the 
Navy rescind its guidance pending issuance of department-wide 
guidance. 

A department-wide policy on spare parts voluntary refunds is appro- 
priate. However, we see no need for the Navy to rescind its policy until 
such action is taken. Moreover, since the Navy provides more specificity 
and guidance on the terms and conditions of voluntary refunds than the 
other services, its regulations provide a framework for the Defense 
Acquisition Regulatory Council’s use in developing a department-wide 
policy. 

DOD agreed with our report. DOD also pointed out that since our review, 
substantial progress has been made, including increased analyses of 
items that show price increases of 25 percent or more since the last 
procurement. 

As arranged with your Office, unless you publicly announce its contents 
earlier, we plan no further distribution of this report until 30 days from 
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the date of the report. At that time we will send copies to interested 
parties and make copies available to others upon request. 

Sincerely yours, 

Frank C. Conahan 
Assistant Comptroller General 
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Appendix I 

Background 

In July and August 1983, the Secretary of Defense set the tone for the 
DOD position on unwarranted price growth and excessive pricing on 
spare parts procurement. In two memorandums, the Secretary 
announced a series of initiatives such as 

l pursuing refunds on a voluntary or legal basis; 
. strengthening procedures for debarring or suspending contractors; 
l refusing to do business with contractors guilty of excessive pricing; and 
. identifying alternate sources, including foreign sources. 

The Secretary of Defense asked each service and the Defense Logistics 
Agency (DLA) to initiate comprehensive programs to fully address the 
problem. In addition, the Secretary asked for efforts by the DOD 

Inspector General and the Deputy Secretary of Defense and established 
an Office of Spares Program Management. The Secretary’s memoran- 
dums and the responses from the services and DLA have produced a cor- 
rective action plan commonly referred to as the “spare parts 
initiatives.” 

,The Congress, also concerned with spare parts procurement, enacted the 

’ 
/“Defense Pro~curement Reform Act of 1984)11requiring DOD to address 
spare parts pricing problems by j/ 

l refusing to enter into contracts unless the proposed prices are fair and 
reasonable; 

l continuing and accelerating ongoing efforts to improve defense con- 
tracting procedures to encourage effective competition and ensure fair 
and reasonable prices; 

l using standard or commercial parts whenever such use is technically 
acceptable and cost effective; 

l acquiring replenishment parts in economic order quantities and on a 
multiyear basis whenever feasible, practicable, and cost effective; and 

l reexamining the policies relating to acquisition, pricing, and manage- 
ment of replenishment spare parts and technical data related to such 
parts. 

In 1984, several congressional requesters asked us to analyze growth in 
spare parts prices and to discuss DOD'S improvement initiatives and their 

‘Section 1201 of tk$-e~ense kuthorization Act of 1986 was designated the Defense Procurement 
Reform Act of 1984. 
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Appendix I 
lkwlcground 

status. Our previous report2 on these matters indicated that from Jan- 
uary 1980 through August 1983, 

l significant price growth occurred in the procurement of spare parts at . 
four Don locations; 

l contractors’ prices were, in many cases, accepted by DOD procurement 
officials (buyers and principal contracting officers) without challenge; 

’ . management emphasized the number of awards made rather than the 
quality of prices obtained; 

. procurement officials were encouraged to limit the amount of analysis 
done on low dollar value procurements; and 

l DOD announced the spare parts initiatives and established a system for 
monitoring their progress. 

In 1985 the Chairman, Senate Committee on Governmental Affairs, 
requested a follow-up review. As agreed with the Committee’s repre- 
sentatives, we did the follow-up at the same M3D locations where we did 
our earlier work and are reporting the results separately by location 
(Air Force, Army, DLA, and Navy). This report presents the results of 
our follow-up review at spcc, as well as our work at ASO, which was not 
included in our earlier review. 

SPCC SPCC functions as the Navy’s inventory control point responsible for the 
management of repair parts for ships. As such, WCC establishes require- 
ments, procures material, and directs distribution of items to satisfy 
requirements. 

WCC manages more than 500,000 items, and has responsibility for identi- 
fying almost 2 million parts used in 400,000 different pieces of Navy 
equipment. SPCC items are stocked at 40 principal stock points; more 
than 90 other naval activities, and on board various supply ships. Every 
ship in the Kavy carries SPCC supported repair parts necessary for lim- 
ited maintenance and repairs at sea. 

WCC employs about 4,000 civilian and military personnel, including 395 
buyers, contracting officers, and other employees in the contracting 
department. For fiscal years 1983,1984, and 1985, WCC obligated about 
$4.2 billion for fleet support items, as follows: 

“DOD Initiatives to Improve the Acquisition of Spare Parts (GAO/NSIAD-86-52, Mar. 11. 1986). 
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Table 1.1: WCC Contract Actions 
Dollars in billions 

Fiscal year 
1983 
1984 
1985 
Total 

Contract 
actions 

83,500 
58,041 
52,78@ 

194,335 

Value 
$1.480 

1.322 
1 .424a 

$4.926 

TIepresents number of actions through July 1985. Value is for entire fiscal year. 

As0 ASO functions as the Navy’s inventory control point responsible for the 
management of repair parts for aviation equipment. It is responsible for 
estimating requirements, procuring material, and directing the distribu- 
tion of items. 

MO manages about 257,000 items and its inventory is valued at about 
$13.6 billion. Almost all i tems are stocked at 40 activities. A%) distrib- 
utes items to Navy Supply Centers, Naval Air Stations and Marine Corps 
Air Stations in the United States, afloat units, Marine air groups, and 
small overseas activities. 

There are about 2,700 civilian and military personnel employed at ASO, 
including 330 buyers, contracting officers, and other employees in the 
purchase division. For fiscal years 1983, 1984, and 1986, about $8.6 bil- 
lion was spent for aviation material as follows: 

Table 1.2: AS0 Contract Actions 
Dollars in billions 

Fiscal year 
1983 
1984 
1985 
Total 

aAs of August 31, 1985. 

Contract 
actions 

53,980 
66,983 
47,364a 

168,327 

Value 
$2.445 

2.567 
3.606" 

$8.618 
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I bppendit II 

Objectives, Scope, and Methodology 

Our objectives were to determine whether 

l growth in spare parts priees had improved; 
0 the improvement shows that the initiatives were working; 
l the adequacy of price analyses performed by procurement officials on 

individual procurements had improved as compared with the results 
shown in our earlier report; 

l personnel changes required by the initiatives had been implemented; 
and 

l changes, other than personnel related changes, showed that various ini- 
tiatives are being followed. 

To meet these objectives, we did the following: 

l Identified price changes that occurred in procurements made during the 
12-month period ending March 31, 1985, and grouped these changes into 
four categories: price decreases, prices that remained unchanged, price 
increases of up to 24.9 percent, and price increases of 25 percent or 

more. 
. Analyzed whether factors such as competition, changes in quantity, and 

dollar value influenced price behavior. (We performed the same anal- 
yses during our previous review.) 

l Selected a statistical sample of 182 procurements (contract files) from a 
universe of 58,423 procurements to evaluate the adequacy of price anal- 
yses performed by procurement officials on individual procurements 
and compared the results to those from our previous review. 

l Determined if SPCC had made changes in its personnel evaluation system 
as required by the initiatives. 

l Determined the number of competitive awards and the number of 
procurements for which quantities had increased from previous buys. 
(The initiatives emphasize the need for competition as well as buys in 
larger quantities to avoid frequent buys of small quantities.) 

To make unit price comparisons, we obtained the SPCC automated pro- 
curement history file. This file contains detailed procurement informa- 
tion on all SPCC procurements. Since we were concerned only with 
replenishment spare parts, we eliminated procurements that did not 
meet that definition from the data file. 
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We also excluded unpriced orders because price comparisons cannot be 
made on spare parts procured under such agreements.1 We included 
basic ordering agreement@ and other similar agreements in our sampling 
unless the final price determination was made by government represen- 
tatives at contractor plants or other locations. We excluded those 
procurements because our objective was to assess the adequacy of price 
analyses at spcc. 

We used computer analysis to compare price changes for each item. This 
analysis compared the most recent unit price within our time frame 
(April 1, 1984, through March 31,1985) to the second most recent unit 
price and then compared the second most recent unit price to the third 
most recent unit price. If an item was procured only once during our 
review period, no comparison was made unless a procurement occurred 
between January 1,1980, and April 1,1984. 

This process resulted in 34,440 unit price comparisons. We adjusted per- 
centage price changes if the interval between purchases exceeded 1 year 
by dividing 365 days by the number of days between procurements and 
multiplying this amount by the actual percentage price change: 

Annual percentage = 
365 

price change Number of days x 
between procurements 

If the interval between procurements was less than 
adjustment. 

Actual percentage 
price change 

1 year, we made no 

Our review covered replenishment spare parts procurements for 1 year 
and compared them with procurements which had occurred in that same 
year or earlier, as far back as January 1, 1980. Our earlier report cov- 
ered procurements for 3-l/2 years between January 1,1980, and 
June 30,1983, in which both procurements had to occur. Because of the 
differences in design, the earlier study contained a higher proportion of 
more frequently purchased items and used a shorter period for devel- 
oping comparisons. These differences could affect the proportion of 
items purchased at relatively longer intervals included in the two 

‘We performed a separate review of unpriced orders for the Senate Committee on Governmental 
Affairs. 

2Basic ordering agreements are written agreements that provide the contract provisions that will 
apply to orders subsequently issued under the agreements. Orders under these agreements may be 
issued as priced or unpriced. Priced orders occur before issuance, unpriced orders are not priced until 
some time after issuance. 
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periods. Thus, the results of the two studies cannot be directly 
compared. 

Our results show price growth within each period for those procure- 
ments that met our selection criteria. They also indicate some price 
growth differences, but because of the design differences noted above, 
the exact differences between periods are not known. However, because 
of the large number of procurements involved, we believe the results ’ 
provide an indicator of change between periods. 

To measure improvement, if any, in the adequacy of price analyses, we 
randomly sampled procurements from five categories: single procure- 
ments (or buys), those procurements with price decreases, those without 
price change, those with price increases up to 24.9 percent, and those 
with price increases of 25 percent or more. 

Price analysis is defined as the process used to determine whether the 
offered price-before making a contract award-is fair and reasonable. 
To evaluate the adequacy of the price analyses performed, we used cri- 
teria contained in the Federal Acquisition Regulations (FAR), the DOD FAR 

Supplement, and the Armed Services Pricing Manual, Number 2. 

We based our analyses on the information contained in the SPCC auto- 
mated procurement data base. Although we did not perform a formal 
reliability assessment, we compared dates, quantities, unit prices, and 
contractor identities recorded on spcc’s procurement tapes to the same 
information recorded in the contract files. Since we found numerous 
errors in the data recorded on the tapes, we did not project the results of 
our sample. We did, however, make changes when required because of 
errors, and adjusted the various categories to accurately reflect the 
results of our sample. 

Our scope and methodology for the additional coverage at ASO was 
essentially the same. However, since we did not perform an earlier 
review, we have no data on the adequacy of individual price analyses in 
the earlier period. We did randomly sample 150 procurements from a 
universe of 17,989 procurements awarded between April 1, 1984, and 
March 31, 1985, to assess adequacy during our second review period. 

We do have data on price increases at ASO during the two periods. We 
made 55,701 comparisons valued at $1.8 billion for the period 
January 1,1980, through June 30,1983. We also made 11,840 compari- 
sons valued at $419.3 million for the period April 1, 1984, through 
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March 3 1, 1985. Some data was also obtained on whether changes in 
quantity and dollar value influence price behavior, 

Data extracted from the procurement information system at ASO also 
contained errors that required correction. Therefore, no projection of 
the data was attempted. 

We did not review the implementation of each initiative nor could we 
identify improvement in relation to specific initiatives. Although we did 
not evaluate the implementation of each initiative, we attempted to 
identify, based on discussions with procurement officials and a review 
of procurement files, those instances where it was evident that selected 
initiatives were not being adequately implemented. 

Our review was performed in accordance with generally accepted gov- 
ernment auditing standards. 
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Appendix III 

Spare Parts Prices at SPCC and Factors That 
lkfluence Price 

Spare Parts Prices Our review indicated that spare parts prices have moved in the right 
direction. The figures shown in table III. 1 reflect an 1 l-percent increase 
in procurements with decreased or unchanged prices, and a 40.6-percent 
decrease in procurements with price increases of 26 percent or more 
over data from our previous review. Table III.2 presents this data in 
terms of dollars and shows a 22.5~percent increase in decreased or 
unchanged prices, fewer (18.9 percent) with higher prices, and a 31-per- 
cent decrease in price increases of 25 percent or more. 

Table 111.1: SPCC Spare Parts 
Procurements by Price Change 
Category in Transactions 

Category 
Price decrease 

During, the 42-months Durin the 12months 
ended June 30,1983 ende d March 31,1985 

Number Percent Number Percent 
43.533 33.4 15,406 44.7 

No change in price 25,960 19.9 5,025 14.6 
0 to 24.9% increase 37,480 28.7 10,332 30.0 
25% or more increase 23,496 18.0 3,677 10.7 
Total 130.469 100.0 34.440 100.0 

Table 111.2: SPCC Spare Parts 
Procurements by Price Change 
Category 

Dollars in millions 

Category 
Price decrease 

During the 42-months 
ended June 30,1983 

During the 12months 
ended March 31,1985 

Awards Percent Awards Percent 
$624.4 41.5 $248.3 48.7 

No change In price 108.9 7.3 56.8 11.2 
0 to 24.9% increase 596.0 39.6 163.5 32.1 
25% or more increase 174.8 11.6 41 .o 8.0 ~- 
Total $1.504.1 100.0 $509.6 100.0 

These changes in spare parts prices could have been the result of several 
factors. Certainly, lower inflation and improvement in the economy 
have played major roles. The attention given spare parts pricing by top 
DOD officials and efforts by contractors to minimize price growth and 
avoid adverse media publicity may also have contributed. DOD'S initia- 
tives were also likely to have had a favorable effect on spare parts 
prices because: 

l WCC has increased the proportion of procurements involving large quan- 
tities, thereby supporting the initiative to take advantage of economic 
order quantities and avoid frequent buys of small quantities. 
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l SPCC has revised its evaluation system forpeopleworking inprocure- 

ment and ha3 established a system of rewards that is designed to recog- 
nize employees who obtain competition on spare parts that had been 
procured sole source. 

Another initiative calls for “instituting actions to identify disparities in 
spasepartsprices..." SPW performed two studies to identify factors 
and conditions that influence prices. These studies indicated that quan- 

tity was a major factor in unit price determ ination. SFW also briefed its 
contracting personnel on the Navy’s “Price Fighter” program  held by 
the Naval Supply Center, Norfolk. SPCC also ha3 a standard price anal- 
ysis program  and reviews “out-of-tolerance” prices. 

We believe that the spare part3 initiatives, a3 reflected in the various 
actions taken by spcc, have contributed to the favorable changes in 
pricing. However, we could not separate the effects of the initiatives 
from  the effects of other factors that have impacted favorably on SPCC 
procurement activities. 

Factors That Influence As in our previous review, we analyzed two factors to determ ine if they 

Spare Parts Prices 
influenced price behavior. These factors are quantities procured and 
dollar value of procurements. The following are the results of both our 
previous and current reviews. We also discuss the matter of competitive 
versus noncompetitive procurements which, because of SPCC procedures, 
we were unable to assess. 

Purchase Quantity Our previous review showed that for 67.6 percent of the procurements, 
unit prices decreased or remained unchanged when purchase quantities 
were increased. In our current review, the unit price decreased or 
remained unchanged for 70.4 percent of the procurements where quan- 
tities increased. On the other hand, procurements with quantity 
decreases showed price increases in 69.8 percent of the comparisons. 
(See table 111.3.) 
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Appendix III 
Spare Parts Prices at SPCC and Factors That 
Influence Price 

Table 111.3: Price Change by Purchase Quantity 
Previous review 

Quantity Quantity 
Category decrease Percent increase 
Pricedecrease 7,985 169 30,527 

Percent 
52.7 

Quantity 
decrease 

2,611 

Current review 
Quantity 

Percent increase 
25.0 11,427 

Percent 
60.1 

Nochangein 
mice 7,543 15.9 8,636 14.9 1,581 15.2 1,954 10.4 

0 to 24.9% 
increase 16,374 34.6 13,539 .__ 23.3 4,061 38.9 4,491 23.6 

25% or more 
Increase - 

Total 
15,433 32.6 5,255 9.1 2,184 20.9 1,129 5.9 

47,335 100.0 57,957 100.0 10,437 100.0 19,001 100.0 

As pointed out in our earlier report, a requisite for buying in quantity is 
accurate requirements data. Sufficient quantities must be procured to 
meet needs yet excesses must be avoided. If a large quantity is procured 
but is not enough to meet total needs, a subsequent procurement of a 
small quantity is quite likely to experience price growth; in some 
instances, 25 percent or more. As was shown in table 111.3, 20.9 percent 
of t.he procurements with decreased quantities experienced price 
increases of 25 percent or more. 

There were a larger number of procurements where quantity increased 
during our current review. As shown in table 111.4,64.5 percent had 
quantity increases. 

Table 111.4: Increased Quantity 
Procurements Previous review Current review 

Number Percent Number Percent 
Quantity decrease 47,335 45.0 10,437 35.5 
Quantity increase 57,957 55.0 19,001 64.5 
Total 105,292 100.0 29,439 100.0 

Dollar Value Severe price increases occurred on procurements in all dollar ranges and 
their occurrence was proportionate. Table III.5 shows 7.3 percent of the 
procurements for $1,000 or less experienced severe price increases and 
5.5 percent of the procurements for $100,000 or more had severe 
increases. Dollar value, therefore, did not significantly influence the 
likelihood of price increases except in the lowest dollar range. However, 
increases in this range would be less significant than those in the higher 
dollar ranges. 
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Appendix III 
Spare Parta Prices at SPCC and Factors That 
Influence Price 

Table 111.5: Total Procurements and 
Procurements Increasing in Price by 25 Procurements increasing 
Percent or More (in Dollar Ranges) Total in Price by 25 percent 

Dollar ranges procurements Number Percent 
0 - 1,000 24.544 1.796 7.3 
1,001 - 10,000 24,102 1,331 5.5 
10,001 - 25,000 5,443 316 5.8 
25,001 - 50,000 1,897 112 5.9 
50,001 - 100,000 1.317 60 4.6 
over- 100,000 1,120 62 5.5 
Total 58,423 3,677 8.3 

Competition In our previous review, we reported that SPCC had erroneously 
programmed the automated procurement information system to record 
all procurements as competitive without regard to the actual method of 
procurement. As a result, we could not analyze the effect of competitive 
versus noncompetitive procurements. SPCC told us that it would no 
longer record the data in the automated system. SPCC also pointed out 
that competitive statistics were reported to a higher naval command to 
be included in non-wide statistics under a different system, the DD Form 
350. Data in this system are reported under a different format-statis- 
tics on each procurement of $25,000 or more are provided while statis- 
tics on procurements of less than $25,000 are provided in summary 
form. To maintain consistency in our analyses, we did not analyze com- 
petition during our current review. 
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Appendix IV 

Adequacy of Price Analyses on Individual 
Procurements at SPCC 

The number of inadequate analyses performed by SPCC officials on 
procurements with price increases of 25 percent or more had a minor 
increase. Table IV.1 shows that 16.3 percent of such procurements did 
not have adequate price analyses. When price increases of this magni- 
tude occur, it should prompt close scrutiny. Another category where 
analyses needed improvement was price increases up to 25 percent. Of 
the 38 procurements where prices increased up to 25 percent, price 
analyses on 7, or 18.4 percent, were inadequate. 

To determine the adequacy of price analyses, we reviewed 182 procure- 
ments randomly selected from the universe of 58,423 contracts awarded 
between April 1, 1984, and March 31, 1985. We concluded that price 
analyses were adequate on 135 contracts and inadequate on 18 con- 
tracts, as shown in table IV.l. We were unable to reach a conclusion on 
the remaining 29 contracts for a variety of reasons.1 Our conclusions 
were based on a review of the documents contained in contract files and 
interviews with appropriate buyers and contracting officers. The inter- 
views were made to resolve any questions resulting from our review of 
the documents and to provide an opportunity for procurement officials 
to comment on aspects involving individual procurements, 

Table IV-l: Summary of WCC Price Analyses on 182 Sample Contracts Awarded During the la-Month Period Ended March 31, 
1985 

Category 
Total Adequate price analysis Inadequate price analysis No conclusion reached 

sample No. Percent No. Percent No. Percent 
Single buya 26 25 96.2 . . 1 3.8 
Price decrease 40 33 82.5 1 2.5 6 15.0 ~.... 
No change 35 23 65.7 3 8.6 9 25.7 
Price increase 0 to 24.9% 38 26 68.4 7 18.4 5 13.2 
Price increase over 25% 43 28 65.1 7 16.3 8 18.6 
Total 182 135 74.2 18 9.9 29 15.9 

aSlngle-busy items were procured only once since January 1, 1980. 

‘SPCC was not responsible for establishing unit prices on 14 contracts. Seven contracts were in 
transit and unavailable for review, five contracts should have been eliminated during edit and were 
not, and the remaining three were inappropriate for our review. 
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Buyer Actions 
Adequate 

In determining that 135 contracts received adequate price analyses, we 
relied on guidance in the FAR, the M)D FAR Supplement, and the Armed 
Services Pricing Manual, Number 2. These documents state that procure- 
ment officials are responsible for selecting and using price analysis tech- 
niques that will ensure a fair and reasonable price. For example, the 
Armed Services Pricing Manual states that: 

“For every procurement, the contracting officer must decide as to the fairness and 
reasonableness of the price he is going to pay for a product or a service. The obliga- 
tion to contract at fair and reasonable prices does not diminish as we move down the 
scale from multi-million dollar contracts for systems acquisition to the nickel and 
dime item prices for nuts, bolts, and screws . . . . The conclusion that a price is fair 
and reasonable must be based on some form of analysis. . . . How detailed the anal- 
ysis is will depend on the dollars and the nature of the product. . . being 
purchased.” 

To determine that a price is fair and reasonable, a procurement official 
may do one or more of the following: 

l compare competitive price quotations received in response to a 
solicitation, 

. compare prior quotations and contract prices with current quotations 
for the same or similar items, 

l compare proposed prices with independent government cost estimates, 
l compare proposed prices with competitive published price lists, and 
l exercise personal knowledge that the price quoted reflects the value of 

the item being purchased. 

Buyer Actions 
Inadequate 

In some cases, we found that buyers were not soliciting potential 
sources, taking advantage of procurement history data, or verifying cat- 
alogue quotes. Table IV.2 presents our reasons for concluding that pro- 
curement officials did not perform adequate price analyses on 18 
contracts. 

Table IV.2: Reasons for Inadequate 
Price Analysis Inadequate competition 7 

Procurement histories not always used 
Effect of larger quantity on price not always considered 
Other 

3 
4 -~- 
4 

Total 18 



Inadequate Competition In 7 of the 18 cases of inadequate price analyses, the buyers justified 
accepting the contract prices based on adequate competition. Although 
DOD procurement regulations state the adequate competiton is presumed 
to establish a fair and reasonable price, the regulations also state that j 
the following conditions must exist to satisfy the adequate competition 
requirement: 

l Proposed prices must be similar enough to be considered truly 
competitive. 

. Responsive offers must be received from two or more independent 
offerors. 

. Qualified offerors must not be denied an opportunity to compete. 

We questioned six procurements because buyers did not solicit potential 
sources identified in the contract files or ignored the competitive code. 
We questioned another award because the buyer did not follow up on an 
unsolicited proposal. For example, SPCC procured a unit at a cost of 
$10.65 each for 11 units. Three months earlier, WCC had purchased 12 
units for $3.69 each. The unit was coded for competition; however, since 
the buyer’s normal practice was to solicit only one source when the pro- 
curement is under $600, only one source was solicited. 

We recognize that buyers must balance the amount of time spent on an 
individual procurement with the dollar value of the award, However, in 
the above example, the item was coded for competition, available 
sources were identified, and simplified purchasing procedures could 
have been used. Under these procedures, the buyer solicits bids, usually 
three, by telephone and awards the contract to the lowest bidder, The 
next time this item is bought, the historical record will show the buyer 
that the item was procured noncompetitively at $10.66. Buyers gener- 
ally look at the most recent previous buy to see how it was procured 
(competitive or noncompetitive) and to compare offered prices to the 
previous price. The buyer’s action in the above example could, there- 
fore, lead to additional high prices in the future. 

Buyers Did Not Always Use spcc maintains an automated procurement information system that pro- 
Available Procurement vides information on past procurements of the same and interchange- 

Histories able items. In addition to providing statistical data to SPCC management, 
the system also provides a readily available source of information to 
buyers, such as quantity procured, price paid, date of last award, how 
the item was procured, and the identity of the last supplier and other 
qualified sources. A buyer can use the procurement history to compare a 
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Appendix Iv 
Adeqmcy of Price Analyses on Individual 
Prcmmmenti at SPCC 

proposed price to previous prices paid and, in many cases, this is the 
only price analysis performed. When the available price history is not 
used, a buyer does not have a basis for comparison. For example, SPCC 
procured 12 units at a price of $3.14 each from a local retail store. Three 
days later, another contract was awarded to a local manufacturer for 
the same item at a unit price of $32.50 each for two. The buyer who 
awarded the contract for two units was unaware of the retail store as a 
potential source. Had this buyer obtained the procurement history 
record, the previous buys, including the identity of the retail store, 
would have been known. 

Buyers Did Not Always As indicated by our review and studies by SPCC, quantity has a major 
Consider Effect of Quantity influence on price. Buyers, therefore, should be keenly aware of this 

on Price influence and alert to unexpected behavior such as increases in unit 
prices, although quantities have increased. We did not find this aware- 
ness in all cases. For example: 

l SPCC procured 250 units at a price of $290.44 each. About 6 months ear- 
lier another procurement of the same unit was made for a quantity of 86 
at $187 each. The buyer for the most recent buy requested proposals 
from several sources, including the previous supplier. The previous sup- 
plier did not respond, and all proposals received were significantly 
higher than the previous price paid for a smaller quantity. The buyer 
did not attempt to find out why the price had increased by 55 percent in 
6 months during a period of low inflation nor did the buyer try to find 
out why it increased so severely while the quantity procured tripled. 
Since the total value of the procurement was $72,600, we believe further 
analyses and inquiry was warranted by the buyer. 

l SEC procured three units at a unit price of $4,571. In an earlier buy, the 
same unit was procured at a unit price of $3,361.65 for a quantity of 
four. In short, SPCC paid more for three units, the more recent buy, than 
it had paid for four units. Because of our interest in this item, SPCC con- 
tacted the contractor and questioned the large variation in the price 
break of this item. The contractor later refunded $3,628.05, in essence, 
selling SFCC the three units at the earlier unit price of $3,361.65. 

Other We questioned the price analyses on 3 of the 18 cases, because of buyer 
error. In one case, no price analysis was performed; in another, the 
buyer did not provide an adequate item description; and in the third, the 
analysis was incomplete. 
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We questioned a fourth analysis because the buyer did not verify or con- 
firm the catalog quote. For example, SPCC procured eight units at $31.34 
each. On an earlier buy for the same unit, spcc paid $22.20 each for 
eight units. Both buys were from the same contractor. The contractor 
furnished a copy of its catalog to support its quote. The buyer, however, 
did not verify the quoted price to the catalog. A comparison would have 
shown that the price quoted was in error and not for the requested item. 
The catalog price for the requested unit was $22.20-the same as the 
previous buy. 

The acquisition regulations permit buyers to accept contractor offered 
prices based on catalog prices. The catalog must be published, available 
to the public, and represent prices based on substantial sales to the 
public. When these conditions are met, acceptance of catalog prices 
instead of price analyses seems reasonable. However, we believe buyers 
should confirm or verify the catalog quote to assure its existence and 
accuracy. 
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Appendix V 
* I 

SPCC Personnel Changes and Other Programs * 
Related to Spare Parts Initiatives 

SFCC made a number of changes in personnel policies and practices 
related to the initiatives. For example, SPCC made changes in its perform- 
ance appraisal system to highlight competition and price reasonable- 
ness. It also established an awards program designed to recognize 
accomplishments for increasing competition or achieving significant 
price reductions. In addition, SPCC provides supplementary and special- 
ized training to contracting personnel, and has initiated a number of 
other programs aimed at improving its ability to obtain reasonable spare 
parts prices. 

Performance 
Appraisals 

The spare parts initiatives required the services and DLA to 

“revise performance evaluation factors for acquisition and logistics managers to 
include emphasis on spare parts pricing, breakout, and competition. .” 

At spcc, performance standards ranging from highly satisfactory to 
marginal were revised to include the following: 

. Work reflects high level of awareness and application of seeking out 
meaningful competition to attain high level of quality, ensure best pos- 
sible price, and expand industrial base supporting spcc. Recognizes and 
applies practical and sound judgment in ensuring best value plus opti- 
mized prices, considering relative importance of quality, timely delivery, 
and competition in each case. 

0 On at least two occasions in the rating period, price reasonableness 
determinations were found to be inadequate or indicative of poor judg- 
ment. The failure to seek meaningful competition, without proper justi- 
fication, was evidenced on two occasions during the rating period. 

Before this revision, employee performance appraisals were based on 
other elements which did not specifically address competition or price 
reasonableness. 

SPCC’S policy calls for the performance standards to be discussed with 
each employee so expected performance is understood. The standards 
are then used as yardsticks to measure how well work has been accom- 
plished and expressed in quantitative terms to the extent possible. 

Incentive Awards 
Program 

SPCC designed an incentive awards program to recognize employees who 
achieve significant price reductions. One of the Secretary’s initiatives 
suggested “reward of employees who rigorously pursue cost savings.” 



SPCC’S program provides for awards ranging from $50 up to $1,000. 
Awards can be made to employees on an individual basis or group basis. 
During fiscal year 1985, SPCC presented 62 awards totaling $28,350. In 
the first quarter of fiscal year 1986, 18 awards were made totaling 
$15,050. 

We also inquired as to whether any procurement personnel had been 
disciplined because of negligence or lack of adherence to the spare parts 
initiatives. The Secretary’s initiatives had provided for disciplinary 
action as well as rewards. An WCC official stated that it was not neces- 
sary to take such action against any contracting department employees. 

Training The spare parts initiatives also called for 

“expanded training to ensure proper emphasis, understanding, and skill levels for 
personnel engaged in the acquisition of spare parts.” 

In addition to mandatory training required of all contracting department 
personnel, SPCC offered supplementary or special training. The training 
consisted of the following: 

l Product familiarization seminars for buyers to acquaint themselves with 
products being procured. Through December 1985, four seminars had 
been held. 

l Contracting personnel were briefed on the Navy’s “Price Fighter’* pro- 
gram. The program is held at the Naval Supply Center, Norfolk, and con- 
sists of detailed government estimates of what selected items should 
cost. These estimates are then made available to SPCC personnel. 

. A special course on small purchases ($25,000 or less) was held with 58 
personnel, or about 15 percent of the contracting department employees 
in attendance. 

Other Programs SPCC has instituted a number of other actions to improve spare parts 
prices. Some of these require contractors to provide selected informa- 
tion Others, such as value engineering and price analyses filters, are to 
avoid or prevent overpricing or achieve more reasonable prices. Some of 
these actions are briefly summarized in the following paragraphs. 

Breakout SPCC is including a clause in its solicitations requiring contractors to cer- 
tify as to whether they manufacture, buy, assemble, or test the items 
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Appendix V  
SPCC Pemomel Chnges and Other Programs 
Related to Spare Pa&a Initiatives 

being procured. This information can then be used to determ ine if 
breakout? is feasible and appropriate. SPCC has also developed proce- 
dures to implement Naval Audit Service recommendations to obtain lists 
from  administrative contracting offices located at contractor 
plants.These lists, screened for breakout, consist of Navy managed items 
that contractors purchase completely from  subcontractors. 

Contract Management WCC includes a value engineering2 clause in all contracts for spare parts 
and repair kits of $25,000 or more, unless the items are standard com- 
mercial parts. WCC has also assigned personnel to do value engineering 
reviews of spare parts purchases. 

Voluntary Refund Policy The Navy adopted regulations in April 1986 which required including a 
refund clause in all contracts that could require spare parts. The clause 
provided a contractual basis for voluntary refunds. Contracts awarded 
as a result of competitive small business procedures were excluded. The 
basis for a voluntary refund was the difference between the item ’s price 
and the item ’s intrinsic value. Intrinsic value was defined as the price 
one would expect to pay based on the cost to manufacture, using 
standard labor, material, and shop costs. 

The regulation also cited examples of conditions that could lead to a 
refund request or pricing adjustment. They were: 

l A technical or engineering analysis, such as that done by “Price 
Fighter,” results in a determ ination that the intrinsic value is signifi- 
cantly lower than the historical price. 

. The price paid for an item  bought competitively in similar quantity and 
circumstances (e.g., urgency, delivery terms) is significantly less than 
the former sole-source price. 

. P rices paid to the manufacturer of an item  indicate the amount previ- 
ously charged by the prime contractor for the item  significantly 
exceeded the value added by the prime contractor’s efforts in providing 
the item . 

l Postaward audit reports identify overcharges. 

‘The term breakout has two meanings. One involves buying parts directly from manufacturers that 
were previously bought from prime contractors that did not actually manufacture the part. The 
second involves seeking alternate sources for parts previously furnished by only one source. 

2Value engineering examines how costs can be reduced when a product is redesigned using different 
materials, applying new technology or more efficient production processes, or by eliminating unneces- 
sary parts of the product. 
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Pricing 

The Navy has modified its refund policy several times. The regulations 
have been changed to 

* exclude contracts awarded on the basis of adequate price competition, 
. revise the definition of intrinsic value to “the price one would expect to 

pay for an item based on the cost to manufacture the item in economic 
production quantities,” 

. expand the definition of intrinsic value to recognize established catalog 
or market prices, 

9 establish a 4-year time limit for obtaining voluntary refunds (the orig- 
inal regulations did not have a time limitation), and 

l include provisions for a contractor to certify that the proposed price 
would exceed intrinsic value. If the contractor certified and met other 
specified conditions, the liability would be eliminated. 

The Council of Defense and Space Industry Associations protested the 
Navy’s revised spare parts refund rule in a November 18, 1986, letter to 
the Office of the Assistant Secretary of the Navy (Shipbuilding and 
Logistics). The letter indicated that any policy on voluntary refunds 
should be on a department-wide basis. The letter also noted that the 
Defense Acquisition Regulatory Council was considering a proposal to 
address the spares refund issue. The Defense and Space Industry 
Associations recommended that the Navy rescind its refund rule until a 
department-wide policy is established. 

We agree that the refund issue should be considered on a department- 
wide basis. Now each service has its own procedures which differ mark- 
edly from each other. For example, the Air Force refund policy is some- 
what less aggressive and more informal than the Navy’s. However, we 
do not believe the Navy should recind its refund policy until a depart- 
ment-wide policy is established. Moreover, since the Navy provides more 
specificity and guidance on the terms and conditions of voluntary 
refunds than the other services, its regulations provide a framework for 
the Defense Acquisition Regulatory Council’s use in developing a depart- 
ment-wide policy. 

WCC has taken action to provide buyers with visibility of all inter- 
changeable part numbers within a given family group. It has also devel- 
oped a formal program to do in-depth reviews of out-of-tolerance prices, 
In addition, efforts to establish price analyses filters in the standard 
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price analysis program were ongoing. Contractors were also being moni- 
tored to ensure they were meeting their commitments not to bid on spare 
parts when they do not add value. 
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Appendix VI 

Spare Parts Procurements at AS0 

Spare Parts Prices Our review at ASO indicated that spare parts prices are moving in the 
right direction. The figures shown in table VI. I reflect a 22. l-percent 
increase in procurements with decreased or unchanged prices, fewer 
(11.3 percent) procurements with higher prices, and a decrease of 46.5 
percent in procurements with price increases of 25 percent or more over 
data from  the previous period. Table VI.2 presents this data in terms of 
dollars and reflects a 28.6~percent increase in decreased or unchanged 
prices, fewer (6.4 percent) with higher prices, and a decrease of 66 per- ’ 
cent in price increases of 25 percent or more. 

Table VLl: AS0 Spare Parts 
Procurements by Price Change 
Category in Transactions 

CatePorv 

During the 42-months Durin the 12-mo’nths 
endedJune30,1983 ende t March 31,1985 

Transactlions Percent Transactions Percent - - 
Price decrease 19,668 35.4 5,690 48.1 
No change in price 6,765 12.1 1,173 9.9 
0 to 24.9% increase 21,802 39.1 4,111 34.7 
25% or more increase 7,446 13.4 866 7.3 
Total 55,701 100.0 11,840 100.0 

Table Vl.2: AS0 Spare Parts 
Procurements by Price Change 
Catego’ry (Dollars in Millions) 

Cateoorv 

During the 42-months Durin the 12 months 
end’ed June 30,1983 ende CB March 31,1985 

Awards Percent Awards Percent 
Price decrease $616.9 34.2 $215.1 51.3 
No change In price 202.4 11.2 29.8 7.1 
0 to 24.9% increase 698.6 38.7 151.9 36.2 
25% or more increase 287.4 15.9 22.5 5.4 
Total $1,805.3 100.0 $419.3 100.0 

Changes in spare parts prices could have been the result of several fac- 
tors. We could not, however, separate the effects of these factors from  
the effects of the initiatives. Nonetheless, we believe the initiatives are 
likely to have had a favorable effect on spare parts prices because ASO: 

l Beginning in fiscal year 1986, included an evaluation of individuals’ 
efforts to maximize competition in performance appraisals. It also 
designed a system of incentive awards to recognize individuals who 
achieve significant cost reductions. 

9 Implemented a program  to obtain voluntary refunds from  contractors 
that have overcharged the Navy. 

. Has an ongoing effort to do in-depth reviews of out-of-tolerance prices. 



ASQ has a number of other efforts underway, many of which are similar 
to wcc’s. (See p. 25.) 

Factors That Influence We obtained some data from ASO on the use of competition, quantities 

Spare Parts Prices 
procured, and dollar value of the procurement. 

Competition ASO reported that, as part of its ongoing efforts, it had: 

. Completed full screen breakout efforts on 7,711 items and identified 
5,410 that could be procured competitively or directly from the 
manufacturer. 

l Completed limited screen breakout efforts on 57,938 items and identi- 
fied 5,457 items that could be procured competitively or directly from 
the manufacturer. 

The terminology “full screen” and “limited screen” is used to indicate 
the amount of time and depth used to review items for breakout. A lim- 
ited screen may indicate that a full screen is appropriate. 

Purchase Quantity Price changes at MO appear directly related to quantities procured. Our 
analyses show that 60.1 percent of the procurements with an increase in 
quantity experienced decreases in price. In contrast, 25.8 percent of the 
procurements with a decrease in quantity experienced decreases in 
price. The same relationship exists with procurements experiencing 
severe price increases of 25 percent or more. Procurements with a 
decrease in quantity experienced severe price growth in 12.8 percent of 
the comparisons versus 4.8 percent when quantities increased. 

These data indicate that consolidating purchase requests is beneficial. 
Although all requests cannot be consolidated, the potential for lower 
prices or avoiding severe price growth emphasizes the importance of 
this step. 

Dollar Value Severe price increases occurred on procurements in all dollar ranges, but 
most frequently in the lower dollar value ranges. Table VI.3 shows 4.8 
and 4.9 percent of procurements for $10,000 or less experienced price 



increases whiIe 3.4 percent of procurements for $100,000 or more expe- 
rienced such incremes. Thus, severe price increases are more likely to 
occur in low dollar value procurements, but when such increases occur 
in the higher dollar ranges they are apt to be more significant. 

Table Vl.3: Total Procurements and 
Procurements lncreasin~g in Price by 25 Procurements increasing 
Percent or More (In Dollar Ranges) in price by 25 percent or 

Total more 
Dollar ranges procuremlentq Wmber Percent 
$0 - $1,000 2,540 122 4.8 
1,001 - 10,000 9,249 452 4.9 
10,001 - 25,000 3,002 162 6.1 . 
25,001 - 50,000 1,141 36 3.2 

866 34 3.9 
over$lOO,OOO 1,191 40 3.4 
Total 17.9%9 $66 4.8 

Adequacy of Price 
Analysis 

To determine the adequacy of price analysis, we sampled 160 procure- 
ments from the universe of 17,989 contracts awarded between April 1, 
1984, and March 31,1986. We concluded that price analyses were ade- 
quate on 130 contracts and inadequate on 20 contracts, as shown in 
table VI.4. 

Table Vl.4: Summery of ASO Price 
Analyses on 16g Sample CoIntracts Total Adequate price analysis Inadequate price analysis 
Awarded During the 124Wonth Period Category sample No. Percent No. Percent 
Endled lMarch 31,1985 Single buy@ 30 28 93.0 2 6.7 

Price decrease 35 33 94.2 2 5.7 
Nochanae 25 19 76.0 6 24.0 

Pric~;nc;e9a;e 0 
Price increase 

over25% 
Total 

35 31 88.6 4 11.4 

25 19 76.0 6 24.0 
150 130 86.7 20 13.3 

'Single-buy items were procured only once since January 1, 1980. 

Six, or 24 percent of the 26 sampled procurements with price increases 
of 26 percent or more were inadequately analyzed. There is ample 
opportunity, therefore, for improvement because price increases of this 
magnitude should prompt close scrutiny. 
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Another procurement category where analyses needed improvement 
was procurements where prices did not change. Of the 26 sampled 
procurements, price analyses on 6, or 24 percent, were inadequate. 
While procurements with no change in price should receive less priority 
than those with price growth, the fact that the price remained 
unchanged should not be the sole b’asis for accepting a price change as 
reasonable. 

Buyer Actions 
Inadequate 

Table VI.5 summarizes our reasons for concluding that procurement 
officials did not perform adequate price analyses on 20 contracts. 

Table Vl.5: Reasons for lnadequats 
Price Analysis Failure to consolidate ourchase reauests 7 

Procurement histories not always used 4 

Acceptability of price not supported 3 
Potential sources not solicited 
Other 
Total 

2 
4 

20 

The first two categories, which account for over half of the inadequate 
analyses, are briefly discussed below. 

Failure to Consolidate 
Purchase Requests 

We questioned the acceptance of proposed prices on seven contracts 
because buyers did not consolidate purchase requests. In each of these 
cases, purchase requests were open concurrently and documents for the 
second procurement were received in procurement before award of the 
first contract. For example: 

l ASO awarded separate contracts for the same items to the same con- 
tractor on the same day. The buyer had accepted quotes for the con- 
tracts 1 week apart. 

We identified other instances where two purchase requests were open 
concurrently. The contracting officer stated that the purchase requests 
could not have been combined because documents for the second con- 
tract were not received in the procurement department until after award 
of the first contract, Although we did not categorize these instances as 
inadequate, we believe that when purchase requests are received at a 
distribution point and indicate the existence of an earlier purchase 
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request for an item not yet procured, the second request should be expea 
dited to the buyer rather than routinely processed. Of course, because 
administrative lead time and timely award of contracts is important, the 
potential for delay should’be considered, along with potential savings, in 
deciding whether or not to consolidate requirements. 

’ Buyers Did Not Always Use We questioned the acceptability of proposed prices on four awards 
Procurement Histories because the buyers did not obtain current procurement histories. As a 

result, they did not have information that could have been used to better 
analyze the proposed price, For example, A%I awarded a contract for 71 
units at $43.18 each. Three months earlier, another buy had been made 
for 58 units at $36.94 each. The buyer did not obtain a current procure- 
ment history, and therefore, was unaware that ASO had paid 17 percent 
less for a smaller quantity 3 months earlier. 

Personnel Changes ASO revised its performance appraisals for contracting personnel and 

Related to Spare Parts 
adopted an incentive awards program to recognize persons who achieve 
significant cost reductions. Both of these actions were called for under 

Initiatives the spare parts initiatives. 

Revised Performance 
Appraisals 

Beginning in fiscal year 1986, performance appraisals at ASO were to 
include an evaluation of the individual’s efforts to maximize competi- 
tion. Under ASO’S performance appraisal system, standards for highly 
satisfactory and marginal levels of work were to be developed for crit- 
ical job elements and discussed with employees. These performance 
standards were then used as yardsticks to measure how well the indi- 
vidual accomplished the desired goal. The following example for the 
position of Contract Specialist shows the revised critical elements in 
Aso’s performance appraisal process. 

l Previous standard: Reviews incoming purchase requisitions and all cor- 
respondence to determine appropriate course of action, takes appro- 
priate actions, and issues solicitation or delivery order. 

9 Revised standard: Reviews incoming purchase requisitions and all corre- 
spondence to determine appropriate course of action, takes appropriate 
action, and issues solicitation or delivery order. Ensures action taken 
maximizes opportunity for competition. 
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Awards Pmgram k&o gave monetary awards to employees to recognize their cost reduc- 
tion achievements. In fiscal year 1986,66 awards totabng $10,775 were 
made to employees. Gontratiting personnel received 10 awards totaling 
$2,325. The dollar value of awards ranged from $100 to $300. 
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Letter From. the Assi&ant Secretary of Defense 
for Acquisition and hgistics 

ACQUISITION AND 
LOGISTICS 

L(SPM) 

ASSISTANT SECRETARY OF DEFENSE 

WASHINGTON, D.C. 20301~0000 

t 4 h?PR ;::‘I 

Mr. Frank C. Conahan 
Assistant Comptroller General 
National Security and International 

Affairs Division 
US General Accounting Office 
Washington, DC 20548 

Dear Mr. Conahan: 

This is the Department of Defense (DOD) response to the 
General Accounting Office (GAO) draft report, "SPARE PARTS - 
NAVY : Follow-up on Initiatives at Ships Parts Control Center and 
Aviation Supply Office," dated February 17, 1987 (GAO Code 
396411/396418) OSD Case 6851-D. The DOD agrees with the report. 

The Navy has been realizing significant reductions in the 
cost of spare parts. The Buy Our Spares Smart (BOSS) Annual 
Report for FY 1986 is a recent testament to the efforts that have 
been applied to spares issues. The DOD commends the Navy for its 
proactive program that saved $902 million in FYs 1984-1986 on an 
investment of $187 million. There is every reason to believe 
that these successes will continue. 

Although the GAO examined data for the 12-month period 
ending March 31, 1985, additional, substantial progress has been 
made in the intervening two years, including increased analysis 
of items that show a price increase of 25 percent or more since 
the last procurement. Progress is also evident in the other 
Services and the Defense Logistics Agency, and recently confirmed 
by the DOD Inspector General in the "Summary Report on the 
Follow-up Defense-Wide Audit on Procurement of Spare Parts," 
dated February 17, 1987. 

The DOD considers the Navy's spares program an unqualified 
success, and one that will continue to receive emphasis for years 
to come. The DOD appreciates the opportunity to comment on the 
draft report. 

Sincerely, 
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Letter From. the Assistant Secretary of Defense 
for Acquisition and Logistics 

ACQUISITION AND 
L0015TtCS 

L(SPM) 

ASSISTANT SECRETARY OF DEFENSE 

WASHINOTON, 0.C. 20301-8000 

14 APR ;..:? 

Mr. Frank C. Conahan 
Assistant Comptroller General 
National Security and International 

Affairs Division 
US General Accounting Office 
Washington, DC 20548 

Dear Mr. Conahan: 

This is the Department of Defense (DOD) response to the 
General Accounting Office (GAO) draft report, "SPARE PARTS - 
NAVY : Follow-up on Initiatives at Ships Parts Control Center and 
Aviation Supply Office," dated February 17, 1987 (GAO Code 
396411/396418) OSD Case 6851-D. The DOD agrees with the report. 

The Navy has been realizing significant reductions in the 
cost of spare parts. The Buy Our Spares Smart (BOSS) Annual 
Report for FY 1986 is a recent testament to the efforts that have 
been applied to sparee issues. The DOD commends the Navy for its 
proactive program that saved $902 million in FYs 1984-1986 on an 
investment of $187 million. There is every reason to believe 
that these successes will continue. 

Although the GAO examined data for the la-month period 
ending March 31, 1985, additional, substantial progress has been 
made in the intervening two years, including increased analysis 
of items that show a price increase of 25 percent or more since 
the last procurement. Progress is also evident in the other 
Services and the Defense Logistics Agency, and recently confirmed 
by the DOD Inspector General in the "Summary Report on the 
Follow-up Defense-Wide Audit on Procurement of Spare Parts," 
dated February 17, 1987. 

The DOD considers the Navy's spares program an unqualified 
success, and one that will continue to receive emphasis for years 
to come. The DOD appreciates the opportunity to comment on the 
draft report. 

Sincerely, 
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request for an item not yet procured, the second request should be expe- 
dited to the buyer rather than routjmely processed. Of course, because 
administrative lead time and timely award of contracts is important, the 
potential for delay should be considered, along with potential savings, in 
deciding whether or not to consolidate requirements. 

Buyers Did Not Always Use We questioned the acceptability of proposed prices on four awards 
Procurement Histories because the buyers did not obtain current procurement histories. As a 

result, they did not have information that could have been used to better 
analyze the proposed price. For example, ASO awarded a contract for 71 
units at $43.18 each. Three months earlier, another buy had been made 
for 68 units at $36.94 each. The buyer did not obtain a current procure- 
ment history, and therefore, was unaware that ASO had paid 17 percent 
less for a smaller quantity 3 months earlier. 

Personnel Changes ANI revised its performance appraisals for contracting personnel and 

Related to Spare Parts 
adopted an incentive awards program to recognize persons who achieve 
significant cost reductions. Both of these actions were called for under 

Initiatives the spare parts initiatives. 

Revised Performance 
Appraisals 

Beginning in fiscal year 1986, performance appraisals at ASCI were to 
include an evaluation of the individual’s efforts to maximize competi- 
tion Under ASO’s performance appraisal system, standards for highly 
satisfactory and marginal levels of work were to be developed for crit- 
ical job elements and discussed with employees. These performance 
standards were then used as yardsticks to measure how well the indi- 
vidual accomplished the desired goal. The following example for the 
position of Contract Specialist shows the revised critical elements in 
Aso’s performance appraisal process. 

. Previous standard: Reviews incoming purchase requisitions and all cor- 
respondence to determine appropriate course of action, takes appro- 
priate actions, and issues solicitation or delivery order. 

l Revised standard: Reviews incoming purchase requisitions and all corre- 
spondence to determine appropriate course of action, takes appropriate 
action, and issues solicitation or delivery order. Ensures action taken 
maximizes opportunity for competition. 
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