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UNITED STATES GENERAL ACCOUNTING OFFICE

REGIONAL OFFICE
502 U.S, CUSTOMHOUSE, SECOND AND CHESTNUT STREETS
PHILADELPHIA, PENNSYLVANIA 19106

Gorandt Y iiunieions Cormiand Ry

Dover, New Jersey 07801 LMo92568
Bear Sirs

We have made a review of the procedures and practices of the
Frankford Arsenal, Philadelphls, Pennsyivanis, for negotiating flixede
price contracts during Fiscal vear 1969. The review was directed
primarily toward determining whether fair and reasonable prices hod becon
cbtaired under negotiated fixcdeprice coutracts valuad at $100,030 or
more. Awsrds for 20-mm. projectiles includad advertised coatrscis. Lo
considered these procurcments in our evsiuation. In addition, we tcotod
options for additional guastities valuod st $I00,080 or more that were
exercised under the provisions of sclected contracis.

Gur review showed there is a need for the Arscnal to make closer
cvalustions of (1) the adeauscy of srice compstition before cceopiing
a tow bid as being falr and reassonable and (2) the use of optlons for
the purchase of additional quantitzies of ltems to assure that they ave
exercised only when advantageous.

These matiers asre discussed more fully below.
NEED TO _IDENTIFY QUESTIOUABLE

COMPETITICN WHEN CONTRACTORS PAVE
APPARENT DETERMINATIVE ADVANTAGE

We believe there Is 2 need for the Arsenal to glve closer attention
to the adequacy of compatition when such competition Is to be used az a
basls for accepting the low bid as belng fair and reasonsble, This Is
especially important whan the Tow bidder may have a determinative advan=
tage which places him In g preferred position over other potcontial
producers, as outlined in A%8PR 3«007.1 and explained in the Armed
Sepvices Procurement Regulstion Menust Tor Contract Pricing, chopter 3.
For example, a determinative advantage con exist when substantial costs,
gsuch as startup costs, have already been absorbed in eonncetion with
previous contracts.

The Arsensi negotiated 63 contracts, valued at $65 milllon, without
tho benefit of cost date on the sssumption that edeguate price campelie
tion existed in accordance with ASPR 3«307.1, We fdentified 16 of these
negotiated contracts, valuad st 517 million, on which we belleve the




adoquacy of competit

fon was gquestioncble because some centraciors had

i
roceived repeated awords Tor tho some item over an extended pepiod of

tima and appeared to have an advantoocous position in

competition,

i)

seet Lo any
Four advertiscd procurncnts, valuced gt $9 million, ziso

did not appear to have adcguate competition for the same roosons. Ths
advantages which put those contractors in & favored position inciuded

extensive Govermment=furnished equipwent

at tha contractoris

(e}
rior absorption of ecuipment scguisition and stavtup cosis, and the less
q ) &

tangible advantage of being continuously in production on an

The following schedule summarizes, by Ttem, the fiscal year 1989
procurements Tor which wa belleve compatition as a basis for evaluating

price was inappropriate.

Number of Quantity
contracts purchased
Commod ity swnrded {units) Dollap valua
20-mm. Projectiles i2 68,043,325  515,585,736°
h5«Caliber carteidges 3 304,670,000 4,786,055
MI9AT Ammunition boxes ¥ 3,886,025 4,561,172
30-Caliber cartridge clip,

Seround 1 15,749,343 605,059
M105 Telescope H 252 80T, 340
Ls=Laliber wadcutter i 4,024,000 237,416
M134 Telascope mounts i 2 180,749

®includes & contracts, For k0,221,070 projectiles valued at $9,445,130
which were swarded on ah adveriised basis.

20=pm, Projectiles

The sward of contracts for 956 percent of the 20-nm. projectiles proe=
P

cured from fiscal year 1966 through 1969 was made to the same four cone
tractors=~Harvey Aluninum, iInc., Zaller Corporstion, Amron Corporation,
and Z, D, Products, Division of Wells Marine, Inc. 'Our analysis for
Tfiscal vear 1969 projectiie requirements showed the bids were such that
the four contractors appeared to share the market with a minimum of
genulne compatition.

None of the four contractors had the capacity to produce the toial
projectiie requirements for any yvear since fiscal year 1966, The pro-
duction capacities of all Four contractors would have besn nceded to
satisfy the fiscal year 1969 procurement requirements even If they worled



on & 2-shift basis. We Found that thess contractors had the advantiages
of a continulty of production at thelr respective plants and the use of
extensive amounts of Goversmente-furnizhed equipment.

Our review of the fiscol vear 1969 bids from companies competing
against the Tour major producers showed that:

. Three companies bid on g small portion of the Arscnalls
vequirements., Two of them had had production problems on
small swardz in the past and the third had an extremely
limited capacity.

2. Two additional bidders submitted proposals for larger awards
but they were not in competitive range.

3. Reasons clted by other commaerclial manufacturers for not
bidding were primarily thelr fnability to produce or deliver
in accordance with the Arsensils requiremenis.

¢n fiscal vear 1970 another company, without the advantages of the
four producing contractors, submitted its first bids for 20-mm. pro=
joctlles and received two contracts at the jowest prices awarded duving
the period of our review.

b5=Caliber cartridge

Contracts for 45wcaliber cartridoos ware awarded on & compatitive
basiz to Olin Mathieson Chemical Corporation and Remington Arms Compony,
inc., in Tiscal year 1968, The awards for these cartridges In this aad
prior years wave all made to these two contractors, except for an
extremely small quantity in Fiscal year 1866, in fiscal vears 1968 and ©
1969 ewards were spiit betweea the two.

Bids for 45-calliber cartridges were submitted by only onc other
manufacturer, Federal Carsridge Corporstion, during fiscal years 1967
through 1969, This manufacturers bids were not in competitive rance
and he asppeared to be at a dacided disadvantage because he {1} did not
quote In most ¢ases on a significant portion of the Arsenalis requivee
ments, which fndicated limitations on his avallable capacity, (2) wos
not currently in production of this Item for the Government, and {3} had
onily a minor awount of Goverrment-Furnished equipment compared with that
which was located at the pients of 0lin Mathleson and Remington Avms.

A preaward cost anglysis was made by the Defense Contract Audit
Agency on & Tiseal year 1968 contract to ba swarded to O0Vin Mathieson,
Exception was taken to $350,000 of the $4 million of costs estimatod



by the contractor. The c¢ost analysis, however, was not used by
Arsenal in negotiating the price and the contract, part of a spiit ows
with Remington Arms, was nogotiated and the price accepted on the bas!
of adeguate competition.

MISAT Aremunition box

Our examination of pest owards made for MIOAY ammunition boses
showed that one contractor, 3tandard Contalner Company, received cil of
the contracts awardad during fiscal veaors 1966 through 1958, and one of
two contracts awarded in fiscal year 1958. Because of s ropeated
awards, Standard was scheduled to deliver guontitles of MI9AT bowes
svery month during the period January 1966 through March 1970,

Only one other contractor, Emco Porcelain Ensmel Lompany, Inc.,
bid on more than one proposal for ¢his item since Tiscal year 1856,
This company, however, was never In competitive range and In 1969 ths
Arsenal expressed doubt that Emco could produce this box and moot Cha
delivery schedule without time-consuming expansion of itz plant. No
other bidder was In competitive range of Standsrd?s bids until fiscal
vaear 1969 when Youngstown Stesi Dooy Lo. recelved an award for a porti
of the Arsenalis requlrements. Howover, &t the time of our revicw
Youngstown was having difficulties In mecting the delivery requivements
end advised the Arscnal that they would not bid on future procurancnis
of this box,

An examination of Standard's records for the vear ending

September 28, 1969, showed that the profit on the production of MISAI
boxes was about 19 percent of costs, A fiscal vear 969 procurement of
the M2AT boxes, which are simflar to the MIOAT boxes, was also made frem
Standard, On the basis of the evaluation of the ¢osts submiticd by

tandard, the Arsenal proposcd a profit of 9.8 percent for this procurancnt.
it would appear, therefore, that Stancard had obtained a substantially
higher rate of profit for the production of MIZAT boxes in 1969 then
would have been consideraed reasonable if a cost analysis had been performed,

In Fiscal vear 1960 the Arsenal further Increased Standardis come
patitive advantage by agrecing to pay Tor the purchase of a significant
amount of new squipment and tooling as part of the costs on a contract
for the M2AT1 box. Conseguently, it is doubitful that anyonc could suce
cessfully compete ggainst Standard in any future procurements of the
MI9A1 and MZAl ammunition boxes., The acceptance of the price to be
offered by Standard on the basis of competition would not assure that
such price is fair and ressonaobie,



S0=Caltiber cartridos ¢lip. E»pound

The procurements of 30=caiiber cortridge ¢lips, 8eround, since
fiscal year 1964 have been swarded almost exclusively to BorgeWarner
Corporation. In flscal years 1965 and 1969, Borg-Warner was thoe oaly
contractor who received awards for this iten. In Fiscal year 1967
the Arsenal vaid for the expansion of Borg-<Warnerls production Yines
for the clips by allowing the costs for tooling needed for this expan=
sion to be recovered on a fiscal vear 1967 contract. o addition, ¢
Borg=Warnar is the only contractor that has Govermment-furnished
squipment specifically for the production of this cartridge ¢iip.

Other {tems

{ircumstances similar to those which we have stated Tor the cbove
ftems were presont with the contracts awarded for the MI05 telescope,
the 45ecaliber wadcutter, and the Mi3h telescope mount, §t aopoarcd
that the award winners had » determinative advantage over their come
patition. in all cases there was only one other contractor who bid on
these jtems.

Conclusions

Wa believe that there i35 & neced for the Arsenal to glve closer
sttention to negotiated contracts on which adequate competition is cited
as the justification for accepting the prices as being falr and reascnabic,
We bolieve that lower procuremcnt prices may be obtained {f cost anaiysis
is employed when there are indicaticns that the iow bidder has a detcew
minstive advantage over i¢s competitors, Such indications Include infore
mation at the agency concerning (1) the zbserce of startup costs to ba
asbsorbed by the contractor due to repetitive awards and continuous
production of the same or a similar ftem, (2} extensive amounts of
Government=furnished equipment located at the contractor's plant,

{3} payment on one contract for a significant acquisition of tooling
and equipment, and {4} restrictions placed on proposals which give the
previous producer a further bidding advantage.

NEED FOR CLOSER EVALUATIONS OF OPTICHS

There {5 a nced for closer evaluation of options to be used for the
purchase of additional quantities of items to assure that contract modiw
fications are being awarded at the most advantageous price to the
Covernment, in the three Instances we reviewed we found that if the
Arsenal had tested the market they might have procured certain iftems ot
Jower prices. in another instance wo found that if the Arsenal had
realistically evaluated delivery capabilities of the contractors, they
could have exercised the option with the low=cost produceyr rather than



¢the higher cost producer. We estimats that tho Arsenal might have been
able to reduce procurement ¢osts by more than $270,000 in the above
instancas alone if greater care had been taken in the exercise of optioas,

in the determination of whether & price is most advantagecus to the
Government in the exercise of ontions, A58R 1-1505(d} provides, in part,
that the procurement agency necd not test the market if the time botwoen
award and exercise of the option i3 so short that it indicates the option
oirice is still the lowest obtalnsble. Conversely, it should be clcer
that the market should be tested If & significant period of time has
eiapsed from the date of award and there Is no way to evaluate the grice
other than by comparison with the basic award,

We made a selective review of options which were exerciscd more
than a hundred days from the date of award et the some unit price as in
the basic award and for which a downward trend In the price paid for tha
items had been experienced over the past few vears, The following thioo
options met this criteria and were analyzed further.

Days betwaen

Ontion contract awerd
fontractor ftem value and ontion
Associated Spring Corp. Clip $835,500 129
Wire & Metal Specialtles, lnc. Cilip L2l 600 i78
RKings Point Manufacturing Co. Bandoleer 257,600 161

In evaluating the option prices, Arsenal procurement personncl made
no test of the market, formal or Informal, nor did they obtain data on
current cost experience from any of the contractors to support the option
price., Contracts for these commodities awarded subsequent to these
options showed a continuing downward trend in prices. We estimate that
it the Arsenal had tested the market and obtained reductions In price
comparable to those on subsequent procurements they would have achieved
savings of over $70,000 for the three procurements. Other possible
savings might have been achieved due {0 ncw contractors? receiving
awards at prices even lower than these contractors recelved,

in another instance wa found that the Arsenal had exercised an
option with Emco Porcelain Enamel Co., Inc., for 500,000 ¥M2A1 ammunition
boxes at a cost of $350,000 on the basis of urgent delivery requiremonts,
Another contractor, Standard Container Company, was producing the same
boxes and could have delivered them 1 to 2 months later at a price at
least $200,000 lower than that pald to Emco.

Although the Arsenal was sware of the potentlal savings available
through the alternate course of action, nc evidence was found that ths
Arsenal had verified that Emco could produce these items and meet the



delivery sequirement before exercising the option. The Tiles showed,
however, that prior to exercising the option, the Arsenal was notificd
by the DCASR representative that Emco wouid be delinguent In delivering
the basic contract guantitics due to cxcessive employes abscentesism,
breakdowns of machinery, and & wiidecat ctrlke. As had been predicted
by the DCASR represcntative, EBmco waos dolinguont and almost 50 percent
of the option quantity was delivered 1 tc 3 months subseguent to the
scheduled period, as shown in tha following scheduls.

Emco Standard
Required Actual Delivery
HMonth dellveries deifveries capabiiity

Nov, 1963 250,000 10,955
Dec. 1969 250,000 249,255

Jan, 1970 14y, 7b4 500,0C0
Feb, 1270 §1,252
Har. 1970 10,784

500,000 500,000 . 508,000

Conclusions

We believe that the above instances polint up the need for closer
evaluation of the exercise of options, Factors such as the presence of
competition, a significant lapse of time from the basic award, and a
downward trend in the price of an ltem may reduce oy eliminate the advane
tages of an option., Hence it is imperative that the market be testced
prior to exercising gn ostion. in addition, there is & need for cicser
evaluation of delivory capabilities of a contractor when an option ic <o
be exercised on the basis of urgent deiivery reguivements., This polnt
gaing added signiflicance when, In effect, a premium is baing paid for

early delivery.

Othor matters

A related reviow has also bsen made at Mechanical Products, South
El Monte, California, on contract DANAZS-69=-(=0343, Any report on that
review will be issued by our Lous Angeles vegional office which is meking
the veview, :



We thank you for the coopersiion oxtended to our staff during this
review., We will be glad to discuss the above matters furiher and will
apsreciate any comments regarding actions taken or to be token a3 &
rasult of the review,

Sincerely yours,

JAMES H. ROGERS '

James H. Rogers
Begional Manager

¢c:  Commanding Officer
Frankford Arsenal






