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ROOM 7054, FEDERAL BUILDING 9 L&
300 NORTH LOS ANGELES STREET L'}
f

Los ANGELES, CALIFORNIA 90012 N b

NOV 25 870

Mr. J. G, Welden, General Menmger -ﬂ(\
The Bendix Corporaticn, Electrodynemies Divisien (§*
11600 Shermen Way : (:ﬁk

North Hollywood, California 91605 Y

Dear Mr. Weldon: : s
/\ST‘.
Thiz is to advise you that we have completed our review of the \}g
prices negotiated for contract NDOEOL-68-C-0h53 and purchase crder -
8120Kb1G22 awarded to the Bendix Corvoration, Fleetrodynamics Division. \é’
The contract was lssued by the U, 8. Favel Supply Center, Pearl Harbor,i) .
Hewaii, on April 19, 1968, for the overhaul end repair of 135 submarine NG
valves. The purchase order was issued by Pan American World Airways, Inc.,
on Mey 8, 1968, under a prime contract with the Air Force Eastern Test CK%;M”}
Range, Patrick Alr Foree Base, Florida. The purchase order was for 20 4 € ‘
scougtie transponders. Our review was directed towards determining the
ressonableness of propoged contract eosts In sccordence with the require-

ments of Public Iaw 87-653,

OOS‘O’?

We found thet the proposed material costs for eontract ~0US3 were
higher then indicated by svaileble cost information by about $8,900,
including applicshle overhead and profit. With respect to purchase
order 8120KL1G22, we 1dentified cases where the most current, complete,
and accurate cost informetion was not used in estimeting proposed material
gests resulting in an inecrease in the purchase order price of about
’3., ,gﬁﬂ ] .

The resulis of our review, which were discussed with the Division
Controller and other company officiels at the completion of our work,
are discussed in greater detail as follows.

Contract NOOEOL~E8-C-0hs53

We found that materisl costs were proposed on the basis of existing
information contained in estimeting files from prior propossls. In meny
cases, the informetion was not updeted to reflect the meost current
purehase history although the date wes often 3 and ) yeers old. For
exsmple, & unit cost of $6.41 was proposed for part number 3058045
based on & price paid in 196L for S units. However, the most recent
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‘purchese prior to contract negpotistions wes 00 units at $0.68 & unit.

Since the proposed gusntity for eontraet -0453 wes comparsble to the
most recent purchese, we believe $0.€8 would heve been s more reasonable
basis for sstimating contract sopty for this item.

Ye slso found that the cost of component parte wes estimaiad
separately for easch contract line item although many of the perts
wers included in wove then one line iiem. For evsmple, & unit cost
of $55.60 was proyposed for three units of part mumber 1012180 under
one line ltem of the contrset bused on the Dollowing price guotation:

Quantity Imit price
3 $55.60
7 29,60
12 25.60

Our reviev showed that this part susber wes Included in several line
itens snd that at lesst nine urits were reguired under the contractk.
We believe, therefore, that & unit vrice of 329.£0 would have been

2 more represontative estivate of future coptroct costs Tor this ftem.

Baged on the resultis of cur review, we egtimate that proposed material

gosts were hisher thern indiested by sveilable cost information at
the date of contrect nepotistions by about $8,900. including appliceble
overkend and profit.

Oontractor officiels ginted thet limited time 4o prepore the cost
proposel was the primery rveason for not estimsting proposed costs on
the bsgls of the most eurrent aveilsble cost dets. However, we feel
thet the cost informatiop used, in some cases & yesrs old, sbould have
slerted the eatimating personnsl 10 consider the avellability of more
current cost deta in preperisg the provosal.

Contractor officisls alze gteted thet total meterial reoulrements
hed rot been considered in computing proposed cogis beesuse of the
uwncertainty that the conpany would receive a coutraet for the total
guantity iv the reguest for propesal. Fevertheless, we believe that
tobal known veouirements at the dete of solicitetion iz the only reason-
able bagis for estineting contract cosis.

Parchane Order S120Kb1IGPP

Althowsh we hove no major guestions converning the pricing of
this purchese ovder, we did note several instences in whiech either
non-current cost data were used or ingpyropriate cost Iinformation
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was included irn the proposed meteriel cogts resulting in an increase
of sbout £1,200 in the purchase order price.

For your informstion, thie matter iz being referred to the
sitention of the Defense Contreet Audit snd Contract Administration
Services personnel st Bendiz for considersiion in their continuing
surveillance of your cost estimsting system.

W e R e

HWe would llke to take thisz opportunily ¢ scknowledge the
courbesy and cooperation extended to our representetives during the
review. Any comments you may wish to make on the peiters discussed
in this letter would be apprecisted. We would slso be plessed to
meet and diseuss these metiers In further dotail i7 you so desirs.

For your informatiorn, we are also reporting the results of
our review to the Commending Officer, V. 5. ¥avel Supply Center,
aad to the Comswnder., Alr Force Bastern Test Fange.

Very truly yours,

ﬁe Eﬁs Kl‘iegeg:

E. L. ERIEGER
Begionel Mannger

bee: Associate Director, DD - J. H. Hammond

Mr. R. A. Bononi
. Mr. D. A. MeCargar
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