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Statement WAeER 8224,02

SUBJECT: Pricing Procedures, FP

1. PURPCSE AND SCOPE. To update pricing procedures for FP
products. The statutory |language in 18 U S.C. 8§ 4121 et seq.
requi res that federal agencies nust purchase those goods
available from UNICOR as |listed in the Federal Prison Industries,
Inc. (FPI) Schedul e of Products at not to exceed current market
prices. FPlI's pricing objective is to support its operations

wi th adequate earnings, while providing good value to the Federal
gover nnent cust oner.

Prices that are established too | ow deprive FPI of revenues
needed to sustain its operations. At the sane tine, FPI nust
ensure that its prices are established within the current narket
price. Appropriate pricing wll ensure self-sufficiency and fund
t he expansion required to keep pace with i nmate popul ati on

gr owt h.

This pricing policy does not set an arbitrary profit percentage
for FPI. Rather it recognizes that conpetitive pressures in the
Federal market will determ ne market price naturally. FP
sonetinmes responds to these pressures with product or service
pricing at less than full cost recovery, to ensure that it has
enough work to keep a requisite nunber of inmates occupi ed.

2. SUWARY OF CHANGES. This Program Statenent clarifies the
definition of product as it relates to pricing procedures and
requirenents.

3. PROGRAM OBJECTIVE. The expected result of this programis:
FPI prices will be established not to exceed the current narket

price, and absent a current nmarket price, at a price that yields
a reasonable rate of return.
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4. DI RECTI VES AFFECTED
a. Directive Rescinded
PS 8224.01 Pricing Procedures, FPI (2/18/98)
b. Directives Referenced

Federal Acquisition Regulation (FAR), Subpart 8.6,

Acqui sition from Federal Prison Industries

U S. Departnent of Justice, Ofice of Legal Counsel Opinion
re: Application of the FAR to Federal Prison Industries
(9/13/93)

United States General Accounting Ofice Report GAQ G&D 98-
151 to Congressional Requesters: Federal Prison Industries
| nformation on Product Pricing (8/24/98)

5. STANDARDS REFERENCED. None
6. DEFI NI TI ONS

a. Current Market Price generally refers to a conpetitive
price range.

0 The current market price for FPlI products and services
is the price which could be obtained from conpetitors
for the sane or equival ent products or services when a
contract is awarded.

O

To conply with the statute, FPI prices nmust fall within
the conpetitive range of prices for like products, in
i ke quantities and delivery schedul es.

FPI does not consider distressed pricing in the private sector,
or pricing otherw se designed to undercut normal market
condi tions, when determ ning current market price.

b. Product Cass refers to a broad category of i ndividual
itens simlar in function, configuration, and raw materi al
conposi tion.

o Exanpl es i ncl ude ergonom c chairs, systens
wor kst ati ons, and stand-al one desks. Wthin each of
these classes a specific item my have features or
accessories distinguishing it fromother simlar itens
conpeti ng manufacturers sell
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o) A conparabl e product from conpetitors is one whose
features nost closely resenble those of one produced by
FPI within the product class.

7. RESPONSI BI LI TI ES/ DELEGATI ONS.  General Managers or their

desi gnees are responsi ble for establishing a product or service
selling price. The General Manager will al so define what product
cl asses exist within his or her business group and ensure that
price conparisons are nmade for at |east one itemwthin each

cl ass.

Factory Del egation. For sone product famlies, such as sone
service industries where the custoner deals directly with the
factory, the CGeneral Manager nmay del egate pricing authority to
field |l ocations.

o The General Manager nust approve prices determ ned
| ocal ly.

8. PRI CE DETERM NATI ONS

a. Establishing Prices. Each General Manager will be
responsi ble for his or her own business group’ s pricing strategy.
Thi s includes docunentation of supporting infornmation used to
establish selling prices on products or services and conpli ance
with current market price nmandates.

Price determ nation strategies may include reference to past
sales price history, docunented current market price information,
present or projected increases to costs to manufacture, etc.

b. Arriving at a Current Market Price. FPlI uses four
principal nethods to establish a product or service selling
price:

(1) Catalog Itenms. FPI (often using GSA Schedul e prices)
conducts a review of prices in a simlar private sector product
class and attenpts to set prices wthin the price range.

o) When private sector catalog prices exist for the
sane or simlar FPlI product class or service, FP
will establish its prices through a review of
avai |l abl e published data on these groups.
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(2) Conparative Pricing (Wen an Acknow edged Private Sector
Price, or Range of Prices Exists). The custoner advises FPI of
the prevalent price range within the private sector to provide a
portion of the contract requirenents. |f FPlI cannot quote a
price wiwthin the range, the business may be decli ned.

Current market price is determ ned by reviewing prices paid
to private vendors for the sane or equival ent product. The
Department of Defense often has nmultiple sources of supply to
ensure a “nobilization capacity.” Prices can vary by supplier
based on the volune and actual cost to produce.

If the contracting officer believes a price is too high, it
may be negotiated with FPI. Thus, the process of arriving at
current market prices is undertaken jointly with the custoner.

When the sanme or conparabl e product has been previously
purchased, the price paid at that time with an adjustnent for
inflation, may be used to establish a current market price.

(3) Cost Plus (Wen Conparative Pricing is Not Possible).
When an itemis unique in its characteristics or specifications
and there is no ability to nake a price conparison within a
product class, pricing will be set on a cost plus basis.

o} Cost plus is set by using FPI's cost (actual
production costs and general and adm nistrative
costs) plus an allowance for a reasonable rate of
return.

Cost plus is used nost often with national stock nunber
specification itens, such as many of the cables and wire
har nesses manufactured for the Departnment of Defense, for which
FPI has been the only producer in recent years.

0 Customnmade itens in other business group areas
are also priced in this manner.

Cost -based pricing for FPI products mnust include the
recovery of risks associated with the nature of the specific
product or service, i.e., purchase or |ease of specialized
equi pnent, probability of repeat business, etc.

(4) Conpetitive Bids. FPlI service contracts, such as those
for printing, may be secured through conpetitive bid with other
vendor s.
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o) The custoner is not conpelled to buy from FPI and
wll solicit other vendors if FPI’s price is too

hi gh.

It is the General Manager’s responsibility to ensure FPI’'s
price is conpetitive, based on market information and custoner
f eedback.

C. Docunent ati on

(1) For catalog itens or for those products where
conpar abl e products are ot herw se avail able commercially, the
basis for determning price, including current costs to
manuf acture, information on price negotiations wth customners,
exanpl es of conpetitors’ prices, and other relevant data, nust be
i ncluded routinely as part of the contract file.

(2) Each business group nust establish pricing files for
one item from each product class wthin a nmajor business area,
e.g., a workstation for systens furniture. Typically these
sanple files nust include the information used to derive the
prices, as specified above, and any supporting data.

o Busi ness group staff (or factory |ocation staff if
so del egated) nust nmaintain these files.

o At | east one itemfrom each product class nust
have a pricing file.

When information is not reasonably avail able to support a
mar ket price conparison fully, the General Manager nust ensure
that a supplenentary pricing narrative is prepared to justify and
docunent the basis for determ ning the product price.

(3) General Manager Contract File Review. Each Genera
Manager will review his or her contract files at |least twice a
year. One or nore of the primary pricing nethods (schedul e
pricing, industry conparison, cost plus, or conpetitive bid)

di scussed previously nust have been used as the basis to
determ ne a current market price for the products or services in
his or her business group.

9. SUPPORT FOR MARKET PRI Cl NG
a. Price Reviews of Non-Contract/Catalog Itens. At |east once

every three years, business groups nust review prices of their
maj or product classes and conpare them w th conparabl e products
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or services provided to federal custoners by private sector
manuf act ur ers.

Through a conbi nation of custonmer feedback (via Corporate
mar keting staff, business group managers, and periodi c surveys)
and conparison to docunented published sources, FPlI nust
determ ne the current market range where various FPlI product
class prices fall. This will enable FPI to conduct appropriate
price conparisons.

b. Market Research. Business groups may enlist support from
t he Research, Activation, and Corporate Support (RACS) Branch to
perform periodic price reviews on selected product classes to
ensure FPI conplies with its pricing guidelines.

o) In performng price reviews, the RACS Branch shoul d
ensure those itens reviewed represent the product
cl asses established by the business group’ s Ceneral
Manager .

c. Program Reviews. The Bureau’s Program Review Division wll
review pricing file docunentation during schedul ed program
revi ews.

10. ADDI TI ONAL CONSI DERATI ONS

a. FOB Destination Pricing. Product pricing policies nust be
fl exi bl e enough to include or exclude freight costs. This wll
ensure that FPI is conpetitive and that its freight pricing is
conparable to private industry practices.

o FPI products may be priced at either Freight on Board
(FOB) origin, or FOB destination, to suit the
custoner’ s needs.

O

FOB destination pricing on certain product |ines may
require an average transportation cost to be factored
into the catal og price.

b. Periodic Price Adjustnents. Provisions should be nmade to
adj ust prices annually as necessary, on both contract and non-
contract itens, to:

# refl ect market changes,
# raw material cost fluctuations, or
# ot her costs that may inpact the selling price.



PS 8224. 02
6/ 13/ 2001
Page 7

c. D scounts/Variances from Established Price. Genera
Managers or their designees, may extend "first time offers" to
new custoners for new business that prom ses to be repetitive.
Vol unme-price discounts for |arge-scale buys nmay al so be offered.

When FPI offers a standard di scount based on perfornance
factors such as delivery, or on quantity ordered, the discount
policy nust be clearly stated in all catal ogs and brochures.

d. Marginal Pricing. In sonme situations, prices may be set to
cover the cost of direct material, wthout covering the ful
over head burden. Wen the selling price, based on the current
mar ket price and cost to manufacture, does not allow for ful
cost recovery, the General Manager has the discretion to sell the
product or service at a price covering only the cost of direct
mat eri al .

A product or service may be sold at |less than full cost
recovery to maintain authorized i nmate enploynent |evels and
occurs generally when excess factory capacity is available. FP
can also price to a conpetitive marketplace when its cost to
manufacture is projected to decrease in the future.

e. Business G oup-Specific Pricing Strategies. Each major
busi ness group will issue specific guidance as applicable, to
describe pricing strategies for their respective product |ines
and to provide added direction for business units, marketing, and
field staff (see Business Goup Pricing Strategies
(Attachnment A)).

11. WAl VERS

a. Ganting Waivers for Price. FPlI strives to be conpetitive,
and will grant a waiver to its custoners if its price exceeds the
current market price for conparabl e requirenents.

0 Normal Iy, FPI will not grant a waiver requested solely
on the basis of price if FPI's price is at or within
the current market price.

In accord with the 1993 Departnent of Justice O fice of Legal
Counsel decision, it is within FPI’'s purview to establish a
nmet hodol ogy for determning the current market price for its
products or services. FPI will make a concerted effort to
resol ve any concerns by its custoners about price.
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Normal Iy, FPI will not deny a custoner’s reasonabl e request for
a waiver. Wen there is no genuine conparability between FPI’s
product and the product the purchaser needs, waiver requests nay
be granted even though FPI’s price does not exceed the current
mar ket pri ce.

Factors to be considered in determ ning whether products are
conpar abl e i ncl ude:

# quality and simlarity of materials,
# met hods of construction,

# product durability,

# presence of ancillary features,

# warranties, etc.

After considering these factors, the General Manager, or
desi gnated marketing staff acting on his or her behalf, is
aut hori zed to issue a waiver, allow ng the prospective custoner
to purchase the itemfroma commercial source.
o When the custoner appeals a decision rendered by
busi ness group or marketing staff, the FPI QOrbudsman
makes the final agency decision on waivers.

b. Data Tracking. Each General Manager, or the contract Sales
G oup (when responsibility for granting waivers has been
del egated to the contract sales staff) will maintain data on
wai vers requested, including waivers requested because of price.

The frequency of such waiver requests is an indicator of FPI’'s
conparability with industry prices. Data will include the nunber
of waivers requested or issued, by item custoner, and doll ar
volune, as well as FPI’'s estimate of providing the product
requested. Corporate Managenent will review information on
wai vers annual ly at the concl usion of each fiscal year.

12. EVALUATI ON AND MEASUREMENT CRI TERI A

a. General Managers, or their designees, nust conduct price
reviews on all contracts at the contract renewal date to ensure
that FPI’s price reflects current market price for the sane or
equi val ent products or services.

b. Business groups nust also performprice reviews on a
sanpling of non-contract itens at | east once every two years,
usi ng support fromthe RACS branch as necessary, to ensure
conpliance wwth this PS. Wthin each product class, a sanpling
of conpetitor offerings nust be reviewed to docunent that FPI’s
price is within current market price.
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c. The Bureau’s Program Review Division nmust review business
group pricing docunentation as part of their normal review cycle
to ensure that FPI selling prices are docunented reliably.

d. Data on waivers requested or granted based on price will be
used as an indicator for conpetitiveness of FPlI pricing. Wiver
data will be nmaintained by the Custoner Service Center.

/sl
Kat hl een Hawk Sawyer
Director
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FEDERAL PRI SON | NDUSTRI ES - BUSI NESS GROUP PRI CI NG STRATEG ES

The main goal of FPI pricing strategies is to achieve the
opti mum price and val ue conbi nation available. This will ensure
repeat business of custonmers and sustain i nmate enpl oynent.

As a general rule, FPlI uses "cost-recovery" nethodology with
conparison to current market prices. FPlI's operations are priced
to ensure a return commensurate with the conpetitive market
because FPI experiences conparable costs, risks, and efforts to
those of its conpetitors.

When determning the prices for its various goods and
services, FPI will follow a set of specific pricing strategies.
Many of the following pricing strategies take into consideration
the definition of current market price as a range of market
prices.

OFFI CE FURNI TURE PRI Cl NG
FPI office furniture pricing strategy is as foll ows:

o] FPI will give consideration to the wide range of quality and
price levels available in the Federal marketplace. FP
products will be ained toward quality and price |levels
normal | y expected by governnent buyers and end-users.

o] Where feasible, lower-priced products with fewer features
wll be offered to custoners who are especially price-
conscious. At the sane tinme, added val ue services (quick
ship, installation) will be offered (for slight prem uns) to
custoners | ooking for higher levels of service.

o] Desi gn and proposed pricing of products for specific market
niches will continue, working with organi zations such as the
Desi gn Advi sory Council (DAC).

ELECTRONI CS PRI Cl NG
The FPI electronics pricing strategy is as foll ows:

o] Any conpetitive bids and history of recent buys will be used
to determ ne the market price for the product in question.
In instances where there is no conparable current narket
price, such as for custom products with no historical
conpetitive bids, the cost plus nethodology will be used.
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The resulting price offer is ainmed at ensuring repeat

busi ness. Though the price may not always cover factory
costs and Corporate overhead, FPI depends on its ability to
cut costs and inprove efficiencies in order to make the
product a good value for the Corporation and its custoners.

FPI electronics pricing will continue to devel op nati onal
stock nunber-specific product costing and pricing for every
j ob.

CLOTHI NG AND TEXTI LES PRI Cl NG

The FPI clothing and textiles pricing strategy is sunmarized as
fol |l ows:

o

Contract prices are negotiated with the custoner. The

hi story of recent buys is used to determ ne the market

price. These negotiations ensure that the contract price is
fair for both FPI and the custonmer. |In cases where the
custoner relies on nultiple sources for itens procured from
FPI, this process, in effect, builds on the conparison of
conpetitive bids fromnultiple vendors, resulting in an

equi tabl e nethod to set contract prices.

Catal og pricing is based on existing contract prices, and is
established after thorough analysis with the custoner.

| NDUSTRI AL PRODUCTS PRI CI NG

The FPI industrial products pricing strategy is sunmari zed as
fol | ows:

o

FPI strives to be a | owcost vendor; however, quality and
price points are optimzed to ensure best value for our
cust omers.

Enphasi s shoul d be on reducing future prices whenever
possi ble. Using this approach, there is always the
nmotivation to cut costs, save noney, innovate and becone
nmore efficient.

Different itenms generate different margins of profit. The
i ndustrial products strategy nust account for varying
earnings levels of each itemin the product I|ine.
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GRAPHI CS AND SERVI CES PRI ClI NG

The FPI graphics/services pricing strategy is summari zed as
fol | ows:

o

Since FPI is not a mandatory source for printing services,
its prices are, by default, wthin the current market range
offered. FPI may not be the | ow cost provider for printing
services due to FPI's efforts to nmaxim ze the |abor-

i ntensi ve aspects of its printing operations. To pronote
repeat business, FPI ensures that its printing custoners
receive a high level of service typically provided by FPI
factories and busi ness group nanagers.

Quotes used for FPI custom sign products are the equival ent
of custoner contract negotiations since each job is a custom
bi d.

Mandat ory source does not apply to any FPI service
operation. Thus, in pricing its services, FPlI nust show a
di rect budget benefit to the custoner.

Data service jobs are usually negotiated contracts. FP
uses "cost-recovery" nethodol ogy with conparison to current
mar ket prices.



