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ABSTRACT

In this day of acquisition reform Gover nnent
contracting officers are continually urged to “think out of
the box” for ways to deliver better contracting products
and services to custoners. Award term incentive, a
variation of the award fee incentive described in FAR
16. 405-2, was first used in Governnment contracting in 1997.
It has been used in those situations where a long-term
business relationship is seen as being advantageous to both
the contractor and the Governnent. The purpose of this
thesis is to evaluate the critical issues associated wth
establishing strategic long-term purchasing relationships
between U. S. Naval procurenent activities and their
suppliers through the use of the award termincentive. The
thesis considers the elenents of the award term incentive
in order to identify the barriers to successfully
i npl enenti ng this best comer ci al practice. The
met hodol ogy enployed to gather data was a survey
distributed to Navy contracting activities. The survey
data was analyzed to identify the key issues of effectively
utilizing the award term incentive. The thesis concl udes
wi th recommendations for inplenmenting the use of award term

at Naval procurenment activities.
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. 1 NTRODUCTI ON

A PREFACE

The use of best commercial practices in Departnent of
Def ense (DOD) acquisitions received heightened attention in
2000. In Novenber 2000, Dr. Gansler, Under Secretary of
Def ense for Acquisition and Technology released a
menorandum outlining the results  of a price-based
acqui sition (PBA) study conducted earlier in the year. Dr.
Gansl er stated that:

PBA is one of a nunber of strategies that we are

pursuing to nmove towards greater access to

commerci al technol ogi es, products, and processes,

as well as to achieve far greater efficiency and

ef fecti veness from our traditional def ense
suppliers. [Ref. 1]

The study group made a nunber of recomendations for
enpl oying best comrercial practices to DOD acquisitions.
These recomendati ons i ncl uded:

1. Require Qperational Users to State Wiat They are

WIlling to Pay for an Acquired Capability in the
Oper ational Requirenments Docunent (ORD)

The intent of this requirement is to ensure that
program estimates are updated to reflect changi ng
requi renents and to establish oper at i onal user
accountability for the total price of the requirenent.
This ensures that DOD acquisition nonies are efficiently
di stri but ed.

2. Use Value-Based Pricing to Determne Price

Reasonabl eness

This pricing technique determ nes price reasonabl eness

based on the quantifiable benefit or utility that a user
1



derives from consuming a product or service. Thi s
nmeasurenent i s independent of the actual cost of producing
or providing the product or service.

3. | nvesti gate Performance-Based Paynents

Linking a contractor’s paynents to critical aspects of
techni cal and schedul e performance prior to contract award,
i nstead of basing the paynents on cost, allows the paynents
to be a sort of earned value nmanagenent system For ci ng
the contractor and Governnment to develop neaningful
criteria early in the acquisition process results in pulse
points, or performance indicators, that can be used
t hroughout the life of the program

4. Consi der Devel opi ng I ncentive-Term Contracts

This incentive provides the contractor wth the
opportunity to earn additional contract Ilength for good
contract per f or mance. The addi ti onal peri ods of

performance are the incentive, rather than award fees.

In January 2001, Dr. Gansler signed out the Guidebook
for Performance-Based Services Acquisition (PBSA) in the
DOD. The thrust of this docunent is that since acquisition
of service is becomng a bigger conponent of DCD
procurenents, DOD should strive to adopt best comerci al
practi ces. Doing this allows DOD to reach world-class
commercial suppliers, gain greater access to technol ogica
i nnovations, maximze conpetition and obtain best value

whi | e achi eving greater savings and efficiencies.

The goal s of the gui debook are:

. To pronote performance-based strategies for
services acqui sitions t hr oughout t he
Departnent of Defense.

2



. To educate the acquisition workforce and
highlight the key elenments of performance-
based services acquisition.

. To encourage innovative business practices
wi thin the DOD acqui sition process.

. To increase awareness that performance-based
services acquisitions require participation
from al | st akehol ders (the users,
acqui sition wor kf or ce per sonnel and
industry) to ensure the requirenment is
adequately satisfied. [Ref. 2]

Contracting areas that would benefit from the use of
i nnovative business practices are discussed in the
gui debook. Such areas incl ude:

. Devel opi ng performance-based work statenents.

. Contractor performance nmanagenent.

. Source Sel ecti on.

. | ncenti ves.

. Contract Adm nistration. [Ref. 2]

Under i ncentives, the award term incentive is
di scussed in detail. Award term is |ooked at as a means

for establishing strategic purchasing relationships wthin
the DOD procurenment environnment. As long as the contractor
neets the established standards, the contract is extended
up to the maxinmum nunber of ternms identified in the
contract [Ref. 3].

The fact that the award termincentive is nmentioned in
both of Dr. Gansler’s docunents suggests that it is a topic
worthy of additional research. Al though award term

3



arrangenents are relatively new, the Air Force has already
utilized this incentive in a nunber of its contracts and
ot her Services are beginning to consider its use. In this
chapter, the research objectives, questions and nethodol ogy
are identified. Research scope, limtations and benefits
are al so descri bed.

B. RESEARCH OBJECTI VE

This research evaluates the critical issues associated
W th est abl i shing strategic | ong-term pur chasi ng
rel ati onshi ps between U.S. Naval procurenment activities and
their suppliers through the wuse of the award term

i ncentive. It also considers the elenents of the award
term incentive — contractors, nature of the buy, |Iegal
i ssues and acquisition professional skill mx — in order to

identify barriers to successful inplenmentation.
C. RESEARCH QUESTI ONS

Research conducted on the award term incentive
concentrates on one prinmary and three secondary research
guesti ons.

1. Pri mary Research Question

The primary research question is: VWat are the
primary factors involved in the decision to utilize the
award term incentive at U. S. Naval procurenent activities,
and what are the issues involved in the effective
application of this incentive?

2. Secondary Research Questions

. What is the background and history of the award
termincentive?

. Wat are the advantages and di sadvantages of the
award termincentive?



. Wat are the key issues involved wth the
Governnment’s attenpt to inplenent the award term
i ncentive?

D. SCOPE AND ORGANI ZATI ON

The scope of this thesis includes: (1) A review of the
hi story and regul ations regarding the use of award termin
Governnment procurenent; (2) An examnation of current
contracts wutilizing award term in DOD procurenent; (3)
Presentation of issues and concerns associated wth
utilizing award term at a representative U S.  Naval
procurenent activity; (4) Analysis of conditions required
to be met in order to successfully use award term and (5)

Revi ew t he benefits associated with using award term

This research is broken out into five chapters: (1)
Introduction of the topic; (2) Background information on
the award termincentive; (3) The Navy’'s use of award term
(4) Analysis of the information gathered with a survey; and
(5) Conclusions and recommendations for further study.

E. METHODCOL OGY

The nethodol ogy used in this thesis research consists
of several steps. First, a conprehensive literature review
of books, magazine articles, CD-ROM systens, Governnent
reports, | nt er net based materials and other library
information resources was conducted. Second, data was
collected on award term usage via a survey. The survey was
conducted online wth the assistance of the Naval
Post graduate School (NPS) Ofice of Strategic Planning,
Educati onal Assessnment and Institutional Research (SPEAR).
The purpose of the 16-question survey was to assess current
awareness of the award term incentive and to capture any
concerns or issues present with contracting officers at

5



U.S. Naval conmmands. The survey consisted of a mx of
mul ti ple-choice and fill-in-the-blank questions. The
survey was sent out to seventy conmands and a response rate
of 26% was achi eved. The last step involved conducting
i ntervi ews, either in person or by telephone, wth
acquisition professionals at u. S Naval pr ocur enent
activities. I nterviewees were selected based on responses
received from the survey. The purpose of the interviews
was to allow for follow up questions to survey responses.

F. BENEFI TS OF THE RESEARCH

This thesis is intended to primarily benefit U S.
Naval procurenment activities, in regards to inplenenting
the use of the award term incentive. By analyzing the
i ssues associated with the award term incentive, this
research wll provide guidance for utilizing this type of

contract incentive.



1. BACKGROUND

A AVWARD TERM — CONTRACTI NG S NEWEST | NCENTI VE

Under acquisition reform Gover nnent contracting
officers are continually urged to “think out of the box”
for ways to deliver better contracting products and
services to custoners. Award term incentive, a variation
of the award fee incentive described in Federal Acquisition
Regul ations (FAR) 16.405-2, was first used in Governnent
contracting in 1997 even though it was not expressly stated
in the FAR as an authorized incentive [Ref. 4]. It rewards
a contractor’s good performance by extending the contract
period w thout conpetition.

The award term process is alnost identical to award
fee procedures [Ref. 5]. The Award Term Review Board
(ATRB) uses an Award Term Plan to rate contractor
performance and nmakes a recomendation to a Term
Determning Oficial (TDO [Ref. B5]. The TDO nekes the
final decision on the contractor’s score for the period.
The contractor’s performance period my be extended or
reduced based on the contractor’s cunul ative score. |If the
contractor earns an award term it is entitled to the
extension as long as the Governnment has a continuing need
for the service and funds are avail able. As is the case
with award fee contracts, a cost benefit analysis should be
performed to show that the expected benefits justify the
expenditure of tinme, noney and nmanpower in nonitoring

contractor per f or mance.

There are two basic approaches used in evaluating

contractor performance [Ref. 6]. The first is the “Pass-

7



Fail” met hod. The TDO rates performance during an
eval uati on peri od as “excel l ent”, “accept abl e” or
“unaccept abl e” overall. The contractor receives feedback

during the evaluation period, and an award term is earned

if performance is rated “excellent” overall. The second
approach is the "“incremental point scoring” nethod. Her e,
the TDO awards performance points periodically. The

contractor accunul ates points during the evaluation period
until an award termis earned or the period expires. Bot h
approaches can be very subjective in nature; however, award
term contracting is nost effective when the performance
metrics chosen are objective goals [Ref. 6].
B. AWARD TERM DEFI NI TI ONS

1. Award Term

An award termis used to extend the contract period of

per f or mance. The contractor earns the award term by
renderi ng excellent service. An award term is not an
opti on. An option is exercised as a unilateral right of
the Governnent. An award term entitles a contractor to an

extension as long as the Government has a continuing need
for the service and funds are avail abl e.

An award term incentive requires three contractua

el enent s:

. A contract line item for each prospective award
term

. An award term clause that describes the terns of
the incentive.

. An award term plan that describes the incentive
criteria.

2. Award Term C ause



An  award term clause describes the rights and
obligations of the Governnent and the contractor under the
incentive. Appendix A contains an exanple of an award term
cl ause.

3. Award Term Pl an

The award term plan lays out the Governnent’s
obj ectives, performance criteria, performance standards and
length of the award term performance evaluation periods.
Appendix B contains a generic exanple of an award term
pl an.

4. Award Ter m Revi ew Board ( ATRB)

Common responsibilities of the award term board are:

Review the Performance Monitor’s evaluation of
t he contractor’s per f or mance, consi der al

information from pertinent sour ces, prepare
interim performance reports and arrive at the
earned award term points recommendation to be

presented to the Term Determning Oficial. The
ATRB will also recommend changes to the award
term plan. An assessnent of the contractor’s
performance wll be done on a yearly basis.
[ Ref . 5]

5. Award Ter m Revi ew Board Chair person

Common responsibilities of the ATRB chairperson are:

Chairs the neetings of the ATRB and appoints the
non- mandatory nmenbers of the board and the

Performance Monitors. The ATRB chairperson
briefs t he Term  Determ ning Oficial on
recommended ear ned term anmounts and t he
contractor’s overall performance and recommends

award term pl an changes. [Ref. 5]



6. Award Term Revi ew Board Recorder

The ATRB Recorder coordinates the admnistrative
actions required by the Term Determining Oficial, the ATRB
and the Performance Mnitors.

7. Contracting Oficer

Common responsibilities of the contracting officer

i ncl ude:
The |iaison between contractor and Government
per sonnel . Subsequent to the Term Determ ning

Oficial’s decision, the contracting officer
evaluates the award term points available and
nodi fies the contract period of performance, if
necessary, to reflect the decision. [Ref. 5]

8. Per f ormance Monitors
Common responsi bilities of performance nonitors are:

Maintain witten records of the contractor’s
performance in their assigned evaluation areas so
that a fair and accurate evaluation is obtained

Moni tors prepare interim and end- of - peri od
evaluation reports as directed by the ATRB.
[ Ref. 5]

9. Strategic Partnerships
A strategic partnership is defined as:

An agreenent between a buyer and a supplier that
involves a commtnent over an extended tine
period, and includes the sharing of information
along with a sharing of the risks and reward of
the relationship. [Ref. 7]

10. TermDetermning Oficial (TDO
The Term Determning O ficial:

Approves the award term plan and any significant
changes to it. The TDO reviews t he
recomrendati ons  of the ATRB, considers all

10



pertinent data and determnes the earned award
term points for each evaluation period. The TDO
appoi nts the ATRB chairperson. [Ref. 5]

C. COMVERCI AL USAGE

The award term incentive is an attenpt to incorporate

commer ci al best busi ness practices into Gover nnent
contracting. Private conpani es devel op | ong-term
relationships wth suppliers of their choosing. The

success of the relationship depends on the supplier’s
ability to perform As long as the supplier is able to
perform satisfactorily, the relationship continues. | f
performance becones unacceptable, a private conpany is free
to take its business elsewhere. This is award term
contracting in its purest form The use of the award term
incentive provides a simlar approach in Governnent
contracting.

D. REGULATORY | SSUES

DOD acquisition has been the subject of nunerous
comm ssions calling for reform to streamine the process,
cut costs and mamintain or inprove mssion capability. Sone
of the recommendati ons incl ude:

e Enulation of private sector buying practices
(1983 Grace Conmi ssion).

* Decreased wuse of mlitary specifications
(M1 specs) and increased use of comerci al
products (1983 Gace Comm ssion and 1986
Packard Commi ssion).

* Use of comercial style conpetition rather
than price-based conpetition (1970 Fitzhugh
Comm ssion and 1986 Packard Conm ssion).
[ Ref. 8]
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The Federal Acquisition Streamining Act (FASA) of
1994 and the Federal Acquisition Reform Act (FARA) of 1996
were enacted to enable DOD to devel op ways to reduce costs.
FARA requires conpliance with 41 U S . C 404, which states
that governnent-w de procurenent policies, regulations and
pr ocedur es nmust pr onot e econony, ef ficiency and
effectiveness in the procurenent of property and services

by the executive branch of the Federal Governnment [Ref. 8].

The 1970 Fitzhugh Comm ssion and the 1986 Packard
Comm ssion call for the use of best comercial practices

whenever possi bl e.

Best commercial practices are those practices
that have proved to be successful by the
commercial sector as evidenced by quantifiable
cost reductions or gains in conpetitive advantage
that can be replicated. [Ref. 8]

DOD's use of commerci al purchasing practices in
response to the acquisition reforminitiatives was limted
t hrough the m d-1990s. Research conducted by the Air Force
Institute of Technology (AFIT), *“suggests that using
commercial practices and renoving regulatory obstacles
enhances the potential for reducing costs [Ref. 8].” | t
follows then that if DOD inplenents the use of commercial
best practices, the Governnent may achieve significant

savings in DOD acquisition prograns.

The use of the award term incentive is an attenpt to
enploy a commercial idea within the framework of the rules
that govern Governnent contracting. The commrercial sector
recogni zes that the best way to notivate a firmto provide
excellent service is to offer the prospect of additional
sal es. This can be done wthout contractual terns and
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conditions in the comrercial world. The Government cannot
do this. The Governnent’s conpetition rules, like the
Competition in Contracting Act (CICA), “require agencies to
take an express and formal approach to applying conmercia
i deas. This requires careful pl anni ng, design and

adm nistration [Ref. 8].

I ncentives described in the FAR include fixed price
incentives, firm fixed price wth award fees, cost plus
incentive fee and cost plus award fee. Each of these
incentives promses to reward excellent performance wth
additional profit or fee. Award term incentive 1is
different because it does not prom se additional profit or
fee, but instead it offers additional sales as its
incentive. This is a long-termincentive that is nmuch nore
attractive to many contractors than the prospect of short
term gains. In that respect, award term incentive is nuch
closer to a commercial incentive than any of the incentives

covered in the FAR

As stated earlier, award term incentives are not
di scussed in the FAR Proponents of award term argue that
since award term is an incentive and not a contract type
its use is covered under FAR 1.102-4(e):

If a policy or procedure, or a particular
strategy or practice, is in the best interest of
the Government and is not specifically addressed
in the FAR, nor prohibited by law (statute or
case law), Executive order or other regulation,
Government nmenbers of the Team should not assune
it is prohibited. Rat her, absence of direction
should be interpreted as permtting the Team to
i nnovate and use sound business judgnent that is
otherwise consistent with law and wthin the
l[imts of their authority. Contracting officers
should take the lead in encouraging business

13



process innovations and ensuring that business
deci sions are sound. [Ref. 9]

Opponents of the award term incentive argue that a
contract that includes an award termincentive is in fact a
new “type” of contract. Since they consider it a new
contract type, opponents cite FAR 16.102(b) to support
their position:

Contract types not described in this regulation

shall not be used, except as a deviation under
Subpart 1.4. [Ref. 9]

Since award term is considered by opponents to be a
contract type, FAR 1.102-4(e) woul d  not give the
Contracting O ficer the authority to utilize it. Its use
would be further Iimted because of the FAR 16.105
requirenent to add the FAR 52.101 “solicitation provision”

to solicitations:

Type  of Cont r act (APR 84) The  Gover nnent

contenpl ates award of a [ Contracting
Oficer i nsert specific type of contract]
contract resulting from this solicitation. [Ref.
9]

Addi tional argunents against the use of the award term
incentive are that its use would violate the requirenents
of CICA and/or the Anti-Deficiency Act (ADA). Supporters
contend that award termuse is consistent with C CA because
the sane rules that apply to the exercise of options apply
to award ternms. As long as the request for proposal (RFP)
states the maxinmum length of the contract, including all
prospective award terns, includes separate line itens for
each prospective award term and requires each prospective

award term to be priced, CICA requirenents are being net.
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These conditions in the RFP will help prevent buy-in from
the contractor. ADA requirenments are net as long as the
contract states that the Governnent’s obligation wth
regard to the award term extensions is conditioned upon the
avai lability of funds and that no work is permtted to
commence during any award term extension before funds are

made avail abl e.

Since the use of award term is a relatively recent
event, judicial challenges to the use or inplenentation of
the award term incentive have not occurred. A search of
the Lexi s-Nexis database yielded no court cases and no GAO
protests were found. Protests and court cases wll be
expected in the next couple of years, as the first
contracts utilizing the award term come to the end of the
base contract agreenents and get into the award term
peri ods.

E. AWARD TERM USE | N THE GOVERNMENT

The use of the award term incentive would be

beneficial in those situations where:

. There is a requirenent for services that extends
more than five years, either for a definite
period or indefinitely.

. Contractor performance above a m ninum standard
woul d be beneficial and desirable.

. The desired level of performance is attainable,
but difficult to achieve.

. The advantages of establishing a long-term
strategi c partnershi p outwei gh the di sadvant ages.

DOD began using the award termincentive in 1997. The
first service to utilize this tool was the Air Force. The
Air Force Materiel Command, based out of Wight-Patterson

AFB, believes in the award term concept so nuch that it set
15



up a separate award term operating cell. A recommendat i on

to include the award term incentive in the AFFARS has al so

been subm tted. Exanpl es of how the award term incentive

has been used i ncl udes:

Air Force acquisition of sinmulation services
where the contractor maintains ownership of the
system Contractor maintains system concurrency
with the aircraft and provides |ogistical support
for the system Base contract is for seven years
with the possibility of earning eight annual
award terns, for a potential contract |ength of
15 years. Earned award term periods nay be |ost
based on contractor performance.

Air Force acquisition of network services. The
contractor provides network service that |inks
together distributed mssion training to provide
partners with the capability to conduct team
trai ni ng. Service includes daily operations and
support. Base contract is for five years wth
the possibility of earning 11 annual award terns,
for a potential contract Ilength of 16 vyears.
Base years and earned award term periods may be
| ost based on contractor perfornance.

Air Force acquisition of aircraft engine overhaul

and repair services. Contractor is responsible
for scheduled overhaul mai nt enance and for
di agnoses and repair. Base contract is for seven

years wth the possibility of earning eight
annual award terns, for a potential contract
length of 15 years. Base years and earned award
term periods may be |ost based on contractor
per f or mance.

Navy acquisition for engineering services for
Fi xed Surveillance Systens. Contractor provides
SPAWAR PMW 181 with technical and engineering
services to support desi gn, devel opnent,
integration, logistics, life cycle support and
training for Fixed Surveillance Sensor Systens.
Base contract is five years with the possibility
of earning 10 annual award terns, for a potenti al
contract length of 15 years. [Ref. 10]
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. Navy acquisition for port services in Yokohams,

Japan. Contractor provided services include:
stevedoring, long shoring and allied services.
Base contract is for one year wth the

possibility of earning five annual award terns,
for a potential contract |ength of six years.

. GSA acquisition of information technol ogy support
services under the Mllennia Lite program
Contractor-provided services include: engineering

and manuf act uri ng, testing and val i dati on,
reliability and mai ntai nability, reverse
engi neering and statistical anal ysi s. Base

contract is for three years with the possibility
of earning 10 annual award ternms, for a potential
contract length of 13 years. [Ref. 11]

. NASA acquisition of institutional services at the
NASA Goddard Space Flight Center’s Wallops Flight
Facility, Wal | ops | sl and, VA, Cont r act or
provides janitorial servi ce, security, fire
protection and grounds nmintenance. Base
contract is for four years with the possibility
of earning six annual award terms, for a
potential contract length of 10 years. [Ref. 12]

None of the exanples above are into the award terns as

of yet.

F. CHAPTER SUMVARY

The award term incentive is such a new tool that
performance information of the adm nistration phase is not
yet avail able. However, the incentive seens to appeal to a
contractor’s desire for additional time (and additional
sales) on the perfornmance of a contract. G ven the rules
that bind Government contracting, it is a significant step
toward comrercial practices. Conversely, questions remain
in sone contracting activities about the legality of the

award termincentive.

This chapter gave a brief overview of the award term

concept and some of the legal issues that surround this
17



i ncentive. Exanpl es of contracts that have already been
awarded utilizing the award term incentive were also
provi ded. The next chapter will take a closer |ook at
advant ages and di sadvantages of the award term concept and

how this tool can be used in Navy procurenent.
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[11. NAVY' S USE OF AWARD TERM

A | NTRODUCTI ON

Chapter 1l gave a brief sumary of what the award
term incentive is and how it has been wused in DOD
procur enent . This chapter delves into the issues
associated with the use of the award term incentive — what
are advantages and di sadvantages of its use. Thi s chapter
al so discusses the factors that may drive the decision to
utilize award ternms and how the Navy can effectively
incorporate award terns into its contracts. Finally, the
chapter |ooks at how the award term eval uati on process can
flowin a Navy procurenent office.

B. | SSUES ASSOCI ATED W TH USE OF AWARD TERM
1. Award Term Benefits

Wiy is award term such an attractive option? A study
conducted by J. Ronald Fox in 1968 showed that conpanies
t ake actions to:

. Expand conpany operati ons.

. | ncrease future business. **

. Enhance conpany i mage and reputation. **

. Benefit its non-defense business.

. M nim ze | oss of skilled personnel. **

. Broaden the allocation base for fixed costs. *x
[ Ref. 13]

Al though there are a nunber of other nethods for
incentivizing contractors for excellent perfornmance, they
are limted to rewards of noney. This gives the conpany
increased profits in the short-run, however, it does very

little to address the six needs |isted above. Anward term
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incentives give a conpany additional business in addition
to additional noney. The new business gained satisfies
four of the six needs (annotated with **). In that |ight,
additional business is much nore valuable than short-term
profit; keeping highly skilled personnel gainfully enployed
is very desirable, especially if the pool of talent in the
market is snmall. By using award term incentives, the
Government sets up a long-term business relationship
conparable to what commercial industry does with strategic

pur chasi ng rel ati onshi ps.

These |ong-term business relationships are beneficial
because they provide incentive for contractors to increase
investnment in new machinery, technology and equipnent.
Having a stable source of business for an extended period
of tinme, with the added possibility of getting an extension
of the performance period, a contractor’s risk is reduced.
Wth risk lowered, a contractor is nore willing to expend
the funds required to acquire inproved equipnment and
technology; this can lead to a higher quality product or
service and lower prices for the Governnent. This is a

great exanple of a win-win situation.

Long-term busi ness rel ati onshi ps al so reduce
acquisition costs for both parties - the tinme and noney
that goes into successfully negotiating a new contract is
substanti al . As an exanple of using award terns, as |ong
as the Governnent is satisfied with contract performnce,
extending a contract from five to 15 years would
potentially save a lot in acquisition costs (for both

si des).
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Anard term contracts, if they are to be effective,
will also inprove comunications between the Governnent and
the contractor. In order for this type of contract to

succeed, constant feedback on contract performance needs to

be provided by the Government to the contractor. Thi s
feedback is what the contractor will use to adjust its
performance of the contract. Properly used, the feedback

shoul d inprove performance and increase the |ikelihood of

earning an award term O course feedback needs to be
useful information that can be used in the contractor’s
analysis of its operation. Saying that performance is

“acceptable” is not sufficient. The inportance of choosing
the correct standards to evaluate contractor performance is
apparent in this feedback phase.

2. Potential Award Term D sadvant ages

The obvious disadvantage of wusing the award term
incentive is that the nonitoring and feedback necessary for
award term contracting consunmes resources (nanpower, tine

and noney). The contracting officer nust decide:

. Who will observe contractor performance?

. What will be observed?

. When wi || observations take place?

. Where wi I | observations be nmade?

. How wi || observations be made?

These decisions nust be carefully thought out. Making

the correct decisions in this wearly stage sets the
foundation for the CGovernnent getting the perfornmance that
it desires. Resources nust be strategically utilized to
effectively nonitor contractor perfornance. A good
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nmonitoring program generates the information required to

provi de effective feedback to the contractor.

The requirenment to provide frequent feedback to the
contractor nmkes the process of nonitoring contractor
performance an extrenely tine-sensitive event. |If feedback
is not provided back to the contractor in time to influence
performance (if necessary), then the feedback is useless;
the purpose of award term contracting is defeated in this

si tuati on.

Anot her per cei ved di sadvant age of awar d term
contracting is the high level of analysis, planning and
negotiation that is required. Both parties need to have a
cl ear understanding of what the requirenents are. Metrics
must be carefully chosen — they nust be effective neasures
of performance. This in-depth analysis and carefu

sel ection of netrics again uses up val uabl e resources.

The goal of award term contracting is to establish
| ong-term business relationships simlar to what are seen
in the comer ci al sector. However , a potential
di sadvant age  of the long-term relationship is the
i kelihood of conducting business at less than an arnis

| ength basis. The |onger the Government works wth a
contractor, the greater the chance that standards wll be
rel axed and deficiencies will be overl ooked.

Long-term business relationships can also nake the
Government marketplace seem less attractive to potential
suppl i ers. Long-term relationships with one firm m ght
knock other contractors from the marketplace or prevent
others from even attenpting to enter. This can lead to
| ess conpetition, which has the potential to hurt the
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Government in the future (higher prices or lower quality

servi ce/ product s).

Anot her requi r enent when utilizing awar d term
contracting is that all contract performnce periods nust
be pre-priced [Ref. 5]. This is because the CGovernnent is
prohibited by CICA from negotiating the prices after the
contract has been signed. Boards of Contract Appeals |ook
at a lack of pre-pricing as a sole source contract action
which requires a Justification and Approval (J&A), in
accordance wth ClCA If it is determined by the J&A
approval authority that price conpetition is available, the
J&A would nost likely be disapproved. Wth that in mnd
if a contract has ten possible award ternms that can be
earned, each one of those award terns nust be pre-priced
before the contract 1is signed. That can be a scary
proposition for a potential contractor. Few contractors
may be able to reliably predict accurate prices ten years
i n advance.

C. FACTORS AFFECTI NG THE DECI SI ON TO USE AWARD TERM

A contract wutilizing award terns is involved in a
cont i nuous process t hat rewar ds good per f or mance,
incentivizes a contractor to inprove unsatisfactory
performance and records the Governnent’s evaluation of a
contractor’s performance. Using award ternms gives the
Government the opportunity to evaluate a contractor’s
performance and, if necessary, input changes in the award
term plan to accurately depict changes in Governnent

priorities.

The award term incentive mght also be appropriate in
those instances when key elenents of performance cannot be
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objectively or quantitatively mneasured. The incentive can
be (and has been) used with any type of contract vehicle
(e.g. FFP, FPIF, CPIF). Wiile it can be used in a wde
vari ety of pr ocur enent actions, t he i ncentive is
particularly suited for the procurenent of services, where
it is difficult to objectively define what is really
required and what is good effort. Before entering into a
contract with award terms, the Governnent should consider
the follow ng factors:
1. Contractor Mtivation

Using award terns notivates a contractor to allocate
resources into the areas that are critical to a progranms
success. However, the award term plan nust clearly
identify the specific areas of performance that are nost
inportant to the Governnent. The areas of performance nust
be limted in nunmber and carefully chosen. Too many
performance areas wll pull the contractor in too many
different directions, possibly resulting in unsatisfactory
performance. Poorly chosen perfornmance areas will not give
t he Governnent an accurate readi ng of actual performance.

2. Adm ni strative | ssues

The benefits received from using an award term in a
contract have to outweigh the additional costs of properly
adm nistering the contract. The wuse of award term
incentives places a big admnistrative burden on the
Governnent and the contractor. Costs to consider when
conducting the cost-benefit analysis include Governnent
man- hour s and materi al s required to nmoni t or t he
contractor’s perfornmance and perform the actual award term

review board, contractor man-hours and materials required
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to docunent their perfornmance and nake presentations to the
award term review board, and appropriate training for
Gover nent and contractor per sonnel . Due to the
requi renent for continuous performance nonitoring, this
| abor - heavy endeavor can quickly drain the Governnent’s
| abor resource pool. In this era of the shrinking
wor kforce, the use of the award term incentive mnust be
careful ly thought out.
3. Mar ket Situation

A thorough understanding of the market is critical to
the decision to wuse award terns. Communi cations wth
i ndustry nust be conducted to determ ne whether the use of
award terns is appropriate. Points to consider include:
properly defining performance levels to be rewarded,
contract types to be utilized, contract |ength, contractor
i nvestment requirenents and determning fair and reasonabl e

prices (especially for the award terns).

The wuse of the award term incentive should be
considered primarily for conpetitive acquisitions. Not
much is gained for the Governnment with the use of award
ternms in sole source situations. If there is no fear of
busi ness going el sewhere, there is not nuch notivation for
a contractor to perform above average for additional tine

on a contract.

The proper use of award terns sets the foundation for

a Wwn-win situation. Its wuse signals that quality
contractor performance will |ead to a continued business
relationship as long as the Governnent requi r enent

continues to exist and funds are available. VWhile any type
of contract type can be utilized with the award term
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incentive, it seenms that the Indefinite Delivery/lndefinite
Quantity (IDIQ contracts work best with award terns. The
use of IDIQ contracts allows the award terns to be added
wi thout having to conmt future fiscal year nonies before
t hey are appropri ated.

D. AWARD TERM PLAN

The award term strategy for a contract is outlined in
the award term plan. The plan lays out the way to properly
i npl enent the award term clauses of the contract [Ref 5].
The plan also details the nethodology for evaluating the
contractor’s performance during the evaluation periods.
Appendix B contains an exanple of a generic award term
pl an. The objectives of the award term plan are:

. Create a plan that is workable and has a high
chance for success.

. Create an effective comunication channel between
the Governnent and the contractor, especially in
regards to eval uati on procedures.

. Gve the contractor insight to what areas of
performance are nost inportant to the Government.
This allows the contractor to allocate resources
in a nost efficient nanner.

Points to consider when developing an award term plan
shoul d i nclude the foll ow ng:

1. | dentify Personnel Involved with the Award Term
Incentive and Detail Their Responsibilities

In order to avoid the need for adm nistrative changes
when individual nenbers transfer out, identify the TDO and
ATRB nenbers by title/position only.

2. Document Eval uati on Peri ods

Contract performance is split into evaluation periods.
These evaluation periods can end on specific dates or
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m | est ones. Wien nilestones are wused, the evaluation
periods shall end either at mlestone conpletion or at the
estimated mnilestone conpletion date. Eval uati on peri ods
can also be established by duration with start and end

dates. Evaluation periods need not be equal in |ength.

When setting evaluation periods, choosing the correct
length for themis extrenely inportant. Eval uation periods
that are too short do not give the contractor enough tine
to inprove identified areas of weakness. Short eval uation
peri ods beconme an adnministrative burden and |lead to rushed
eval uati ons. Lengthy evaluation periods can hinder
effective communications between the Governnent and the
contractor, dimnishing the Governnent’'s ability to
influence the contractor’s perfornmance. Choosing the
correct evaluation length is crucial to ensuring that
effective comuni cations occur between the Governnent and
the contractor. Successful wuse of evaluation periods in
the past has centered on periods approximtely six nonths
or one year in length. However, the correct length for any
given contract should be determ ned based on the specific
work that is being perforned.

3. Identify and Explain the G ading System Used for
Eval uati on Peri ods. Also List the Wighting
Scale That w il be Used (if Necessary)

The Governnment and the contractor need to understand
the criteria and its neasurement in evaluating contract
performance. An inportant step in this process is defining
the grades, categories of ©performance and evaluation
criteria. Each of these areas should be specific to the
goals of the contract. Clearly defined and understandabl e

criteria help the TDO ensure that the final determ nation
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is based on preset objectives and not subjective opinions.
Thi s is especially i nport ant Wi th a service-type
requi renent  where, despite the best efforts of the
negotiating parties, performance is largely based on

subj ecti ve opi ni ons.

Grades can be of any variety; the key is to clearly
define them Three grade (Unsatisfactory, Satisfactory,
Excellent) and five grade (Unsatisfactory, Satisfactory,
Good, Very Good, Excellent) systens are common exanpl es of
the ranges that can be used. The range of grade points
that can be assigned to each grade should be clearly
docunented in the award term plan. Fi nal performance
scores are calculated by summ ng the weighted grade points
(if weighting is used) earned in each perfornmance category.

Cat egories  of performance are tailored to the
i ndividual acquisition; there is no standard set of
categories to be used in any procurenent. The categories
chosen should reflect what is inportant to the Governnent.
Sone of the nore common categories that can be used include
cost, quality and schedule. The relative inportance of
each category depends on the needs of the acquisition.

The evaluation criteria used to grade each category of
performance nust be clearly stated in the award term plan.
The «criteria should provide the <contractor wth the
notivation to try to inprove performance. If the criteria
is not properly defined in the award term plan, confusion
will exist and evaluations will not provide proper feedback

to the contractor.

As contract performance progresses from one eval uation
period to the next, the relative inportance of specific
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performance criteria may change |[Ref 5]. Ohe way to
address this situation is to use percentage weightings to
indicate the relative priorities assigned to the various
categories of performnce. When docunenting this in the
award term plan, nake sure that the total assigned weights
total 100.

Properly defining the grading system is inportant to
t he success of the contract. Whatever evaluation format is
chosen, both sides need to understand the inplication of
its use. Agreement and understanding of the evaluation
system at the beginning of the contract avoids clains from
the contractor during or at the end of performance. Since
the CGovernnent’s award term decision is disputable under
the Contract D sputes Act, the CGovernnent nust be able to
defend its evaluation process and show that it has
conducted the evaluations in the manner specified in the
contract.

4. Docunent the Eval uation Process

The evaluation process nust be considered when the
award term plan is drafted. This critical process
determ nes what portions of the contractor’s performance
are evaluated and how they are eval uated. This function
must be clearly understood; training on it needs to be
conducted for all personnel involved. Topics that need to

be addressed i ncl ude:

. What is the award termincentive?

. What is being evaluated under this contract?

. What techniques wll be used in gathering
information/data (e.g. sanpl es, observati ons,

interview, surveys)?
. What is the frequency of data collection?
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. St andards of conduct.

There are two types of evaluations that need to be
expl ai ned:

a. | nteri m Eval uati ons

The interim evaluation is the vehicle that
ensures t hat effective, conti nual conmuni cati on is
conducted between the CGovernnent and the contractor. Thi s
comuni cation provides the information the contractor needs
to understand the Governnent’s rating of performance and
pi npoi nts the areas that need inprovenent. Formal interim
eval uations conducted during an evaluation period should
identify both strengths and weaknesses in overal
performance during a given period. Figure 1 outlines what
this process mght |ook |ike:

| ssue Interim N Per f or mance Mbnitors N Coordi nat e
Eval uati on Submit Interim wth ATRB
Remi nders Eval uati ons and TDO
\ 4
Revi ew Provide Interim
Contractor’s <« Report to
Response Contract or

Figure 1. Interim Eval uati on Process[ From Ref. 5]

The ATRB Recorder issues remnders to the
Performance Mnitors to submt their interim evaluations
bef ore t he m d- poi nt of t he eval uation peri ods.
Performance Monitors | ook at the overall performance of the
contractor and note areas that need inprovenent and areas
of strength. The ATRB Recorder consolidates all the

Performance Monitor evaluations into one report and
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presents it to the ATRB. Mnutes of the md-term
eval uati on board should be docunented and the TDO shoul d
see the report prior to sending the report to the

contractor.

The md-term evaluation sent to the contractor
should address strengths and weaknesses of performance
noted during the current evaluation period. The report
shoul d not contain any point ratings. The purpose of this
report is to give the contractor an idea of the areas that
need inprovenent; wth enough tinme to affect the changes
prior to the TDO s point determ nation. Additional reports
can be sent to the contractor during the course of an
eval uati on period; however, the docunents should be sent
through the contracting officer to the contractor. The
contractor’s response, including any plans for inproving
performance, should be studied and wused in followon

eval uati ons.
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b. End- of - Peri od Eval uati ons

| ssue End of ) Per f or mance ) Prepare

Peri od Monitors Submit Briefing for
Eval uati on End of Period ATRB

Rem nder Eval uati ons

i

TDO Deci des Brief TDO ATRB Meet s

Overal | Rating ‘ il

TDO Sends Cont r act or Cont r act

Eval uati on Letter . Debri ef > O ficer |ssues

to Contractor Modi fi cation
(i f necessary)

Figure 2. End-of-Period Eval uati on Process[ From Ref. 5]

Figure 2 shows the flow of information for the
end- of - peri od eval uati on process. The ATRB Recorder issues
remnders to the Performance Mnitors to submt their
eval uations before the end of the evaluation period. Once
recei ved, the ATRB Recorder condenses the evaluations into
a summary eval uation, which is presented to the ATRB. This
summary can al so be provided to the contractor, to give the
contractor an opportunity to review and comment on the
performance evaluation. |If provided to the contractor, the
summary should not contain any actual ratings or grades.
At this tinme, the contractor nmay subnmt a self-assessnent

of its performance during the eval uation period. The ATRB
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uses the summary eval uation, the contractor’s self-
assessment and other information deened pertinent to nmake

an award term points determ nation to the TDO.

The ATRB Chai r man briefs t he TDO on
recommendat i ons of awarded points and any changes that need
to be made to the award term plan. This briefing covers
strengths and weaknesses in the contractor’s performance
during the evaluation period. To enhance continuous
conmuni cation between the Governnent and the contractor,
the contractor may be present at this briefing; however,
the contractor should have no say in neking the final
deci si on. If the contractor is not present at the TDO
briefing, a debriefing for the contractor is appropriate.

After the TDO decides on an overall rating, the
contractor is notified of the determnation. A favorable
report does not necessarily nmean that an additional award
term is awarded at this point. As discussed earlier, if
the “increnental point scoring” nethod is utilized, the
poi nts awarded nmay not be enough to warrant the additional
award term As an exanple, assunme a contract is awarded
wth an award term clause with a base period of six years
and a contract maxi num of ten years. Also assune that base
years and earned award term periods nmay be |ost based on
contractor performance, up to a mninmm contract |ength of
four years. The award term plan specifies that +100 points
have to be earned for an additional year of contract term
and -100 points have to be earned to lose a year. The
award term plan also sets the amunt of points avail able

during any evaluation period to be +/-100 points. Table 1,
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below, is a possible representation of performance during

the first five evaluation periods of the contract:

Eval uati on Poi nt s Tot al Award Term Poi nt s
Peri od Ear ned Poi nts Ear ned? Carried

Over

1 80 80 No 80

2 75 155 Yes 55

3 -20 35 No 35

4 85 120 Yes 20

5 65 85 No 85

Table 1. Evaluation Points Scoring Exanpl e

Once the anount of points accunulated by the
contractor exceeds 100, the Governnment issues a contract
nodi fication to extend the contract term Likewise, if the
anount of points accunulated exceeds -100, then the
CGover nnent decreases the contract term

5. Identify the Process for Changing the Award Term
Pl an

Any changes to the award term plan should be
coordinated with the ATRB and sent to the TDO for approval
After the changes are approved by the TDO, the contracting
officer notifies the contractor in witing of the changes.
Unilateral changes to award term plans are allowable as
long as the contractor is provided witten notification
from the contracting officer before the start of the

eval uation period. To nmake changes during a current
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eval uation period, a rmutual agr eenent between the
Government and the contractor is required. |In the interest
of developing and nurturing the strategic partnershinp,
uni l ateral changes to the award term plan shoul d be kept to
a mni mum | ssues that call for changes to the award term

pl an i ncl ude:

. Changes in ATRB nenber shi p.
. Adj ustnents to wei ghting scal es.
. Changes to evaluation criteria.

E. CHAPTER SUMVARY

This chapter |ooked at the issues involved with the
use of the award term incentive — both advantages and
di sadvant ages. Some of the decision factors to utilize
this 1incentive were also analyzed, notably contractor
notivation, adm nistrative issues and the market situation.
Finally, the award term plan was analyzed in detail to give
the reader an understanding of what is involved in setting

up the use of this incentive.

The next <chapter wll analyze the results of the
survey that was conducted in support of this research. The
focus of the survey was to gauge the Navy’ s awareness of
the award termincentive and to see if the issues raised in

the survey match the issues found in the literature review
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V. ANALYSI S

A | NTRODUCTI ON

The preceding chapters provide background information
on the award term concept: the definition, the use of the
award term incentive and the issues that surround this new
acquisition tool. In this chapter, responses to the survey
are analyzed to answer the primary question and the three
secondary research questions. Maj ority opinions/inputs, as
well as sone mnority opinions, for each of the survey
guestions are presented. The online survey, conducted from
10 Septenber 2001 to 9 Cctober 2001, was developed wth
assistance from the NPS Ofice of Strategic Planning,
Educati onal Assessnent and Institutional Research (SPEAR).
Each survey response was assigned a nunber (e.g. Survey
One) to prevent association of any information or quote

with a specific individual or command.
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B. OVERVI EW OF DATA COLLECTED

Pl ease enter your comrmand nane. (Optional)

Pl ease enter your nane and position title. (Optional)

W=

. Please enter your phone nunber and e-nmail address.

(Optional)

4. Has your command awarded a contract that utilizes an
award termincentive?

a. Yes b. No

5. If the answer to Question #4 is “No”, are you aware
of the award termincentive?

a. Yes b. No

6. \What product/service was procured?

7. Wat type of contract was utilized? (Check all that
appl y)

a. FFP b. FPIF c. FPIS d. CPFF

e. CPIF f. 1DQ

8. What period of tinme does the contract cover,
including the award term peri ods (Exanple: four base
years plus six award terns, for a total of ten years)?

9. Wiat type of training has been provided to your
procurenent personnel regarding the award termincentive?

10. Have you experienced any problens utilizing the award
termincentive? If so, what were they?

11. List 2-5 factors that drove the decision to utilize
the award termincenti ve.

12. List 2-5 major issues involved with properly
i npl ementing the award termincentive.

13. List 2-5 advantages you see for utilizing the award
termincentive.

14. List 2-5 disadvantages you see for utilizing the
award termincentive.

15. If your organization does not use the award term
incentive in its contracts, why not (Exanple: |ack of
training, legal concerns, etc.)?

16. O her coments? Thank you for your tine!

Tabl e 2. Survey Questions
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As Table 2 shows, the survey was conprised of sixteen
guestions, wth the first three questions designed to
collect information on the respondents. The questions, a
mx of rmultiple choice and fill-in-the-blank types, were
sent out via e-mail to seventy commands. Commands that had
a high probability of having a contracting organization
were chosen to receive the survey. Responses received
total ed twenty-seven, representing eighteen conmands, for a

command response rate of 26%

The two npbst basic questions in the survey were
structured to gauge know edge of and use of the award term
i ncentive. Knowl edge of the award term incentive 1is
i nportant because if there is no know edge, then there is
no way that it can be used. Since the award termincentive
is a relatively new concept, the nunmber of commands wth
knowl edge of the incentive was expected to be |ow even
though the concept has been discussed in recent DOD
writings and pr of essi onal j ournal s (e.q. Cont r act
Managenent ) . It was not known to what extent Governnent
acquisition professionals are able to stay current wth
acquisition trends. Figure 3 shows that Governnent
contracting officers do keep up with the current trends and
ideas - 83% of the survey respondents were aware of the
award termincentive.
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Commands Aware of Award Term Incentive
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Figure 3. Commands Aware of Award Term I ncentive

The nunber of commands that actually used the award
term incentive was expected to be relatively |ow
D scussion of the concept just started showing up in
witings in 2000, so Navy usage was not predicted to be
especially high. The survey results validated that
assunption, showing that only three of +the eighteen
commands that responded have actually used the award term
incentive (see Figure 4). Addi ti onal surveys stated that
contracts wutilizing the incentive were in the pipeline;
however, those responses were from organizations that

al ready used the incentive.

Wth the basic questions of awareness and use of the
award term incentive answered, the focus of the next

sections is to analyze the issues, problens, advantages and
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di sadvantages that were listed by the respondents. What
has been procured using the award term incentive will also
be | ooked at to see if a pattern of use is established for

ot her commands to foll ow.

Commands That Used Award Term Incentive
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” 15
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S 15
£
£
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5
=
E 5 3
z

0 .
Yes No

Figure 4. Commands That Used The Award Term I ncentive

C. ANALYSI S

1. What is Being Procured and How is it Being
Procur ed?

Three conmmands responded that the award term incentive
was being utilized in sonme of their contracts. Al of the

contracts invol ved services, including:

. Progr am managenent .

. Logi stics managenent.

. Engi neeri ng.

. Fi nanci al managenent .

. Port Handl i ng services.
. War ehousi ng servi ces.
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. Del i very services.

The scopes of the contracts vary considerably. I n
one case, the managenent of fasteners was chosen as a test
case to neasure the effectiveness of the award term
incentive. It is a newly awarded, small contract providing
war ehousi ng, quality assurance, delivery, troubleshooting
and sone technical research. If this test case works out,
the intent is to use the incentive in other contracts. The

specific comment is as foll ows:
Survey Ni ne:

So given the nature of the other services
required above and beyond | ust provi di ng
fasteners, there is a huge service conponent of
this contract. Therefore, since nuch of the
services can be tracked and neasured, it nmade
perfect sense to use a termcontract.

That award term incentive is being used in the
procurenent of services is not surprising;, all contracts
utilizing the award term incentive awarded to date have
been for procuring services. In the initial survey
responses, the procurenent of fasteners (Survey N ne) was
the first instance of wusing the incentive to procure a
commodity item  Foll ow up, however, showed the acquisition
was in fact nore of a service contract.

The survey found that the award term incentive was
primarily used in IDIQ contracts (two of the three commands
used IDI) although firm fixed-price contracts also used
it. This follows the research conclusion that the
incentive functions best wth the IDQ type contract
because it does not require commtting future fiscal year
funds before the noney is appropriated.
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Under st andably, lengths of the contracts vary. The
contracts from the survey all had a base year and then
possi ble award terms ranging fromthree to ten years. One
of the contracts added option years to the mXx. Awar d
terms generally were in the three to four year range. This
relatively short length of time is probably because the
incentive is still new and Governnment contracting officers
want to see how the incentive works before commtting to
addi ti onal years.

2. What Type of Training has been Provided to Your
Pr ocur enent Per sonnel ?

The nmmjority opinion in regards to training is that
little or no training is provided on the subject. Sone of

the comments incl ude:
Survey Fifteen:

Anvard term training was a one-hour training
sessi on conduct ed by t he Smal | Busi ness
speci al i st.

Survey Fourteen:

No formal training has been provided. Have seen
briefings tal king about it.

Despite the lack of training, contracting personnel
are learning about the incentive through other resources.
One survey respondent commented that despite the |ack of
command training, he has been exposed to the incentive via
Def ense Acqui sition Uni versity ( DAU) cl asses and
pr of essi onal publ i cati ons like Cont r act Managenent .
Several respondents also reported attending award term
sem nars conducted by M. Vernon J. Edwards, a speciali st

in Federal contracting who has witten numerous articles on
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t he subject. Know edge of the award term incentive is
slowy nmaking its way into Navy procurenment activities;
however, a nore aggressive training program needs to be
adopted to use it nore wi dely.

3. Have Any Problens been Experienced Utilizing the

Award Term I ncentive?

There has been insufficient contract adm nistration
time to determine if there are any problens associated with
the use of the award term incentive. One respondent did

raise the legal issue that was di scussed earlier:

Survey One:

Local counsel does not feel that award term
contracts are conpatible with the FAR and has
therefore disallowed its use at this activity.

This one individual’s narrow interpretation of a FAR
par agr aph, despite the support of the Under Secretary of
Def ense for Acquisition and Technol ogy, prevents a conmand
from utilizing a comrercial best practice tool. At the
sanme tinme, another command that reports to the same SYSCOM
uses the incentive in one of its contracts. This is a good

exanple of conflicting views of the incentive.

Anot her interesting comment offered to this question
revol ved around know edge and trai ni ng:

Survey Twenty- Three:

This is the first contract wth award term
i ncentives for us. Since the concept is new, it
was very hard for us to have the requiring
activity under st and it. Per f or mance- Based
Services Acquisition (PBSA) concepts have not
been famliar to the requiring activities
(commands vice contracting offices). Since we
have not trained well in this new concept, it is
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hard for us to answer all of their questions.

Before the award term incentive will be wdely used
and accepted, the know edge has to be in the contracting

wor kf or ce. The knowl edge is not just for the benefit of
the contracting personnel, but also for the requiring
activities and the contractors. If the Governnent

contracting of ficer cannot adequat el y expl ain t he
incentive, no one is going to want to use it. Pr oper
training is a nust.

4. What are the Key Factors in Deciding to use the

Award Term | ncentive?

The factor nost cited by the survey respondents was
the desire to incentivize strong contractor performance.
That thought showed up in every response. The next nost-
popul ar response was the need to develop a long-term
relationship with a quality contractor. These factors fall

inline wth the procurenment of services.
Survey Twenty- Thr ee:

Managenent direction to increase the nunber of
PBSA contracts was a driving factor in the
decision to utilize the award termincentive (USD
AT&L direction that DOD establishes, at a
m ni mum t hat 50% of service acquisitions,
measured in both dollars and actions, are to be
per f ormance- based by year 2005). The award term
incentive is the nobst understandable concept to
the customers (extending the termis simlar to
option exercise).

If a quality contractor provides excellent service,
why should the service be re-conpeted at the end of a
t hree-year period? The costs and risks associated wth

putting out a new RFP for the services do not nake good
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busi ness sense. | ndustry would not do that. If the
Government is to truly adopt commercial best practices, it
shoul d have the opportunity to continue dealing with that

contractor on a | ong-term basis.
Survey Seven:
Award term incentive incentivizes the contractor

to provide quality service at reasonable prices.
Al ows a program nanager to keep an incunbent if

he is happy with performance and price. Al | ows
the contractor to wunderstand our business and
help us inprove our business practices. Al | ows

the contractor to make long-term conmtments with
t heir subcontractors.

The benefits of a long-term relationship affect nore
than just the Government and the contractor. The
relationship allows the contractor to foster long-term
relationships with its subcontractors. The ripple effect
of a relationship fostered by the award term incentive is

felt far down the supply chain.

One respondent expressed cynicism for the use of the
i ncentive:

Survey Eight:

The award term incentive 1is an acquisition
buzzword that people wanted to state has been
i npl enented at their comrand.

Certainly, sonme comrands m ght award a token contract
utilizing the award term incentive just to be able to say
that the incentive was tried. If the Governnent truly
wants to adopt best commercial practices, this tenptation
must be resisted. Effective training is essential to

br eaki ng down any cynici sm
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5. What are the Mjor | ssues with Properly

| mpl enenting the Use of the Award Term I ncentive?

Comruni cation was the issue that appeared on nost of

the surveys. The inportance of constant, effective
communi cations was stressed in many of the survey
responses. As presented in the literature review in
regards to the award term incentive, good comrunication is

the foundati on for successful contract execution.
Survey Twenty-Five:

On-goi ng comruni cati on between the Governnent and
the contractor on perfornmance is required. | f
the contractor’s performance is not going well

t he Governnent nust denonstrate the conmtnent to
follow through with not awarding additional terns
(use the hanmer).

In addition to effective conmunication, the need to
properly anticipate the workload requirenents of award term
utilization was raised as an issue. In this era of
downsi zing, taking on additional responsibilities wth

fewer people is an area of concern for some of the

conmands.
Survey Six:
The admnistration tinme required to properly
i npl enent interim eval uations, end of year
evaluations and nonitor reports is a ngjor
concern.

Survey Ei ght added:

Wor kl oad consi derations, economc conditions and
numer ous other variables raise serious questions
about the wutility and variability of the award
term incentive. Adm nistrative burden of
conducting award termdeternmi nations will be big.
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6. Wat are the Advantages of Uilizing the Award
Term I ncentive?

An advantage that contradicts the issue of the extra
admnistration tinme that is required with the use of the
award term incentive is the tinme saved by not having to

conduct foll owon procurenent for recurring services.
Survey Two:

Reduced nan-hours based on no need to do follow
on procurenent for recurring services.

Survey Three:

Savi ng t he adm ni strative cost and tinme
associated with new acqui sitions.

Survey Six:

Should save the Governnent tinme and noney (for
re-conpetes of pr of essi onal support servi ces
contract every five years, time is usually |ost
when t he services transition to a new
contractor).

If time is added to one portion of the acquisition
process (e.g. contractor performance eval uations), but tine
is saved on another portion of the acquisition process
(e.g. re-conpetes for services), is there a real problen?
Acquisition is all about tradeoffs and the use of the award

termincentive is no exception.

O her advantages nentioned include incentivizing good

perforners, establishing long-term relationships wth
worl d-class contractors, allowing the contractor to
maintain a stable workforce and fostering inproved

communi cations and teammrk between the CGovernment and the
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act or. Survey Thirteen sumed up the advantages

ward termincentive:
Busi nesses want “repeat business”. Anard term
contracts provide excellent incentives — in many

cases, this is probably a better incentive than
an extra percent or two  of award fee.
Potentially provides a trenendous reduction in
adm ni strative expenses associated wth planning,
soliciting, evaluating and awarding contracts,
since a single “expenditure” of the contract
award process can support a program for many
years (e.g. potentially up to 15 years).

of

7. What are the Disadvantages of Utilizing the Award

Term I ncentive?

Accurately forecasting Governnent requirenents
term pricing in the out-years is a major concern

urvey respondents.
Survey Six:

The ability to accurately forecast Governnent
requi renents for such a | ong peri od of
performance is a di sadvantage. Are our forecasts
for the out-years going to be neaningful, fair
and reasonabl e?

Survey Fifteen added:

Significant changes occur over tine that just
cannot be anticipated both in terns of the
requi renents and services provided. Assurance of
a fair and reasonable price over the long run is
par anount .

Even if the wuneasiness of forecasting prices

rements far into the future is overcome, there

and
f or

and

is

the contractor’s unfamliarity with the award term

must to be addressed. For exanple, ensuring that

term review board is involved in the process
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eval uates performance in accordance with the provisions set
forth in the contract is inportant to the contractor.

However, as Survey N ne points out:

For contractors who have had award fees in the
past that are usually paid each year, this is an
i ncome stream Were a term incentive contract
has no incone, there will be no benefits realized
until the end of the contract. | f the need goes
away prior to exercising any of the award terns,
the terns are lost and the contractor gets

not hi ng. If I was a vendor and | had a
relatively guaranteed income as conpared to a
potential term extension, | think that the

Governnment mght see sonme reluctance on ny part
for using award terns.

Al though contractors are accustoned to this type of
relationship in the comercial world, it is a new idea in
the Governnment sector. Od mndsets nust be broken for
this incentive to generate the desired results. Once
again, effective training plays a significant part in
contractor education.

8. I f Your Organization does not Use the Award Term

| ncentive, Why Not ?

Answers to this question mrror issues already
di scussed. |ssues nentioned the nost include:

. Legal issues.
. Lack of understanding and training

. Too new of a tool to use.

The newness of the concept |eaves people unsure of the
real benefits of its use. Survey 15 expressed one such
concern:

This is not considered advantageous when all the

factors are considered. It requires close
nmonitoring and/or nuch nore detailed research to
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inplenent and still have an expectation that
prices will remain conpetitive in the 1ong-run,
especially consi deri ng bot h i nt er nal
or gani zati onal changes and external influences.

Survey 22 also expressed sone doubts as to the
incentive's real value:

A tool that may be of marginal value in support

services contracts. | believe that the best-

val ue source selection, enconpassing evaluation

of past performance, incentivizes contractors to
t he extent necessary.

Survey 3 echoed this feeling:

A properly structured conpetitive pr oposal
eval uation, which gave appropriate weight to past
performance, should theoretically be able to
reward good performance w thout the concom tant
inflexibility and difficulties associated wth
the award term vehicle.

9. VWhere to Go with the Award Term | ncentive

The results of the survey confirm what has already
been witten on the award term incentive. No new issues
advant ages or di sadvantages of its use were uncovered. The
survey did show that some uncertainties exist as to the use
and worth of the award term incentive. However, survey
respondents understand the value of establishing |ong-term
relationships with contractors, especially when contracting
for services. Lack of knowl edge and training are the
bi ggest hurdles that nust be overcone for the Navy to

effectively utilize this incentive.

Bef ore tackling the know edge and training issues, the
Navy needs to make a deci sion. Does the Navy want to use

the award termincentive in its contracts? |In his nenp of
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Novenmber 2000, Dr. Gansler listed the award term incentive
as one of t he pri ce- based acqui sition t echni ques
recommended to nove towards greater access to commerci al

t echnol ogi es, products and processes [Ref. 1]. The O fice
of the Assistant Secretary of the Navy for Research,

Devel opnent and Acquisition (DON RD&A) needs to mneke a
determ nation of the legality of the award term incentive.

It does not nmke sense to have one command under a SYSCOM
not use the incentive because of the legal concerns while
anot her command under the sanme SYSCOM uses it. The | ega

i ssue should be resolved at the top of the chain. If the
incentive is deened |legal, then DON RD&A shoul d prepare and
submt the |anguage for a FAR/ DFARS entry detailing the use
of the award term incentive. If the Navy is serious about
acquisition reform the |eadership nust becone involved and
drive the issue.

Once the legal issue is settled, the next step is to
develop training for the contracting commands, contractors
and users. Each of the groups needs to have an
understanding of the incentive. Government contracting
officers and contractors need in-depth know edge; however,
the users also need to understand how the incentive affects
their relationships in the procurenment of services. The
Air Force is a good source of information for devel oping
trai ni ng requirenents. Having set up an office at the Ar
Force WMateriel Comrand that deals exclusively with award
term issues, the know edge there would be invaluable in
setting up a Navy training program The National Contract
Managenent Association (NCMA) is another good source of
training informtion. Having already developed a fast

response semnar on the topic (which has already been given
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to sone Navy commands), it can provide additional sem nars.
Web-based tutorials can also be developed and placed on
websites such as the Department of the Navy's acquisition

website, ww. acqg-ref.navy.ml, or the Naval Supply Systens

Command (NAVSUP) website, www. navsup.navy.ml. Ef fective

training gives all parties concerned a level of confort in
using the incentive. Once the training is in place, the

next step is to actually use the incentive in contracts.

The first contracts using the award term incentive
should be basic procurenents - just enough to get
contracting personnel (Governnent and contractor) exposed
to the wuse of the incentive. As people get nore
confortable with using the incentive, procurenents of a
nore anbitious scope can be attenpted. From the readings
and the survey, the incentive works best in the procurenent
of services; so these types of contracts should be the
first to use the incentive. As famliarity and skill in

using the incentive increases, other uses can be expl ored.

Protests have not yet been an issue with the award
term incentive. That can change as the first contracts to
utilize the incentive begin to approach the award terns.
The acquisition reform offices at DON RD&A and NAVSUP wi | |
have to work with the Ar Force award term office and
nonitor the Air Force contracts that first wused the
i ncentive. As issues are brought up with those contracts,
| essons learned from the contracts can be used in future

Navy contracts.

If DOD really wants to pursue commerci al best

practices and have the PBSA and PBA initiatives gain
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momentum the use of the award term i ncentive must succeed.

As Survey Twenty-Three stated it:

Anvard term incentive is the nost understandable
initiative to custoners and contractors.

If an initiative that is so <close to existing
contracting vehicles (e.g. award-fee and options) cannot
succeed, how can the nore anbitious initiatives that are
proposed in Dr. Gansler’s meno of Novenber 2000 hope to be
incorporated into Governnment contracting? The answer is
that with direction fromthe Navy’'s acquisition |eadership,
training and careful planning, the award term incentive
will be a success.

D. CHAPTER SUMVARY

Information collected from the on-line survey was
anal yzed to neasure the Navy's awareness of the award term
incentive and to gauge its wllingness to utilize the
i ncentive. Survey responses show that know edge of the
incentive is high, but confusion as to its legality and use
exi st. Actions that the Navy can take to clear up the
i ssues surrounding the incentive and pronote its use were

di scussed.

The final chapter focuses on the conclusions and
recommendations developed during this research. The
primary and secondary research questions are summarized and

revi ewed, and areas for further research are proposed.

54



V.  CONCLUSI ONS AND RECOMMENDATI ONS

A CONCLUSI ONS AND RECOMVENDATI ONS

This research was undertaken to determ ne the Navy’'s
awar eness of the award term incentive. The purpose of the
research was to identify the factors and issues integral to
the successful inplenentation of the award term incentive
in Navy contracts. From the research, a nunber of points
can be made:

1. The Navy is Aware of the Award Term I ncentive

The results of the survey show that Navy contracting
officers are aware of the award termincentive. This shows
that Navy contracting professionals keep up wth the
current trends in Government contracting. The exposure to
the new trends and ideas conmes from various sources:
command training, DAU courses, professional organizations
(e.qg. NCMA) and professional journal s/ nmagazines (e.qg.
Contract Managenent). It is inportant for contracting
officers to stay abreast of the changes, especially wth
today’s pressure to nove towards commercial best practices.
It is equally inmportant that the Navy |eadership allow its
contracting pr of essi onal s t he tinme to keep their

contracting skills up-to-date.

2. The Legality of Award Termis Still a Question at
Navy Comrands

Survey results show that |egal issues prevent sone

commands from using the award term incentive. That does

not nake sense given the Under Secretary of Defense for
Acqui sition and Technol ogy’s endorsenent of its use. Navy

| eadership nust reiterate that the use of the award term
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incentive as a best comercial practice is encouraged.
Take the decision to use the award termincentive away from
the individual command l|legal officers and give it to the
contracting officers. Each contracting officer should have
the award term incentive available for use. It is not
effective in every situation; however, that should be for
the contracting officer to decide, not the |egal officer.

3. | mpprove Training and Use Award Term Incentive in

Contracts

There is no question that award term training needs to
i nprove; there are nany issues relating to setting up the
incentive and nonitoring contract performance that need to
be expl ai ned. The award term incentive is so simlar to
existing tools (e.g. options and award fee) that it should
be relatively sinple to develop a good training program
If the Navy is serious about acquisition reform one of the
Navy acquisition reform offices should take up the effort
to develop a conprehensive training plan for Navy
contracting officers. DON RD&A' s Acquisition Reform Ofice
has a m ssion to:

Lead the Departnent of the Navy in continuously

inproving acquisition processes essential to

delivering better products and services to the

Warfighter in a smarter, cheaper, faster fashion.
[ Ref . 14]

NAVSUP' s Acqui sition Reform Ofice has a m ssion to:

Advocate and facilitate activities necessary to
acconplish the cultural and process changes
needed to affect the acquisition reform goals of
reduci ng acquisition costs, reducing process |ead

tinmes, and I nprovi ng product/ service
avai lability, performance and reliability. [Ref.
15]
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Devel oping a wuseful training guide for award term
applies to either of those mssion statenents. One of the
acquisition reform offices should take the lead on this
not only for award term but also for all the other
initiatives that are being pushed. This action is in the
scope of the mssion statenents, plus it provides a
valuable service to the subordinate conmands. The
acquisition reform offices do not have to do this alone
Contact the Air Force for lessons |learned from Air Force
contracts. They can contact the NCVA to see how it
developed its Fast Response Seminar on the award term
i ncentive. Talk to the Navy commands that have already
used the incentive in contracts. There is a lot of
information on the topic available; sonmeone needs to tap
into that information. An acquisition reform office is a
| ogi cal choi ce.

Once the training is in place, the next step is to
actually wuse the incentive in a contract. Pick sone
contracts that are a good fit for the award term incentive
and use them as test cases. The test cases can be snal
contracts; the key is to use the incentive and see how it
wor ks for the command. If the test cases do not work out,
use the |l essons learned to inprove the use of the incentive
in another contract. If after wusing the incentive the
feeling is that the incentive does not work for the
conmmand, do not use the incentive in followon contracts
It is inportant to try these new initiatives; it is the
only way to find out if they work for the command.

4. Anvard Term Renmnins Untested in dains and
Protests
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I nsufficient contract admnistration tine exists to
determine if there are any problens related to the use of
the award term incentive. As previously stated,
acquisition reform offices at DON RD&A and NAVSUP need to
monitor the Air Force contracts for protests and clains as
those contracts begin to approach the award term peri ods.
As |essons are learned from those contracts, training
prograns can be wupdated to allow the know edge to be
incorporated into upcom ng Navy contracts. The few Navy
commands that have used the award term incentive can also
feed the Ilessons l|earned from their contracts to the
acquisition reformoffices. This feedback to a centralized
location is ideal for distributing the information to all
Navy contracting conmands.

B. SUMVARY AND REVI EW OF RESEARCH QUESTI ONS
1. Wat are the Primary Factors Involved in the
Decision to Uilize the Award Term Incentive at
U S. Naval Procurenent Activities, and what are
the Issues Involved in the Effective Application
of this incentive?

The two major factors involved in the decision to
utilize the award term incentive are the desire to foster
long-term rel ationships with world-class suppliers and the
need to incentivize strong contractor performance. Awar d
term is as close as the Governnent can get to the
comercial best practice of working with whonever it wants.
Using award term gives the Governnment the opportunity to
develop relationships with these world-class suppliers by
of fering extended | engths of contract performance in return

for outstanding contract support.

The nmain issues involved in the decision to utilize
the award term incentive are training, choosing evaluation
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criteria and comrunication. A proper training program
erases many of the uncertainties that surround the award
term incentive. Training will help with choosing the
correct evaluation criteria. Choosing the correct
eval uation criteria gives the contractor an idea of what is

inportant to the Governnent in the performance of the

contract. The right evaluation criteria gives the
contractor direction and wll give the Governnent the
service it desires. Training also helps establish the

i nportance of frequent conmunication between the Governnment
and the contractor. Communi cation is a critical conponent
to making the award term incentive an effective tool.
Failure to communicate |eads to m sunderstandings during
per formance eval uati ons, which eventually degrades contract
per f or mance.

2. What is the Background and History of the Award

Term I ncentive?

Anard termis a relatively new concept that was first
used by the Air Force in 1997. It is described as a
variation of the award fee incentive and is also simlar to
options. This tool has received attention recently, after
it was touted as a nethod for wutilizing commercial best
practices in Governnent contracting. Mentioned in a
Novenmber 2000 Under Secretary of Defense for Acquisition
and Technol ogy menorandum and the Decenber 2000 Gui debook
for Performance-Based Services Acquisition in the DOD
articles on award term have been appearing in contracting
publications and websites. VWhile not used widely in the
Navy at this tinme, it is expected that nore contracts wll

utilize this tool as awareness of the incentive increases.
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3. Wat are the Advantages and D sadvantages of the
Award Term I ncentive?

Advant ages of using the award termincentive include:

. Saves time and noney by not requiring frequent
re-procurenment costs for recurring services.

. Good way to incentivize good perforners wth
addi ti onal busi ness.

. Using a comrercial best practice attracts world-
class suppliers to Governnent contracting.

The biggest advantages revolve around attracting the

best suppliers wth the Jlure of long-term business
arrangenent s. A benefit of engaging in long-term
relationships is that the re-procurenent costs for

recurring services are significantly decreased for both the
Government and the contractor - a definite wn-wn

si tuati on.

Sonme di sadvantages related to the use of award term

exi st:
. Pricing of award terns in the out-years.

. Unfamliarity with award termincentive

Pricing of the award terns years in advance is a mgjor
issue for contractors. There is no fool proof way of
predicting what prices will be ten years in the future.
Starting with shorter contract tinmelines when first using
the incentive is one way to approach the problem but then
the advantage of not having the frequent re-procurenent
costs is dinnished. Communi cation is the key to this
problem The benefits of a long-termrelationship outweigh
the uncertainty of future prices. If both parties are
serious about nurturing a relationship, the price issue can

be resolved to the satisfaction of both sides.
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Unfam liarity with the incentive will go away as the

tool is wused. Testing the incentive in small contracts
will help identify the problens and make its wuse in
additional contracts easier. Wat chi ng how ot her comrands
use the tool will also provide insight and under st andi ng.
4. Wat are the Key Issues Involved wth the
Governnment’s Attenpt to Inplenent the Award Term
| ncentive?

Training and comunication are the two mmjor issues
involved with successfully inplementing the award term
i ncentive. One of the Navy's acquisition reform offices
must take the lead on developing an effective award term
training program Good training sets the foundation for
successful inplementation of the tool in Navy contracting.
By doing this, the acquisition reform office can set
precedence for developing training prograns for the other
best commercial practices that are being touted (e.qg.
evol utionary devel opnent strat egy, shar e-i n-savi ngs
contracts and fixed-price vari abl e out cone (FPVO
contracts).

Comruni cation is also inportant to the success of the
i ncentive. Ef fective communi cation provides the direction
the contractor needs to provide the desired support. Two-
way conmmunication provides a neans for defusing potenti al
problens early in the process. It is mandatory in a good
| ong-termrel ati onshi p.
C. SUGGESTED AREAS FOR FURTHER RESEARCH

A goal of this research was to gauge award term
i ncentive | evel - of - knowl edge in Navy pr ocur enent
organi zations. The know edge is out there, but the use of
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the incentive is still in the infancy stage. Areas for

future studi es include:

Conduct a followup survey of Navy procurenent
activities to mneasure usage of the award term
incentive; conpare those results to the usage
rate in 2001.

Conduct research on the Air Force contracts that
first used the award term incentive as they
operate in the award term periods. Determ ne how
claimtse and protests affect the wuse of the
incentive in followon contracts.

Conduct a cost-benefit analysis to determne if
the re-procurenent costs saved using the award
term incentive outweigh the costs incurred by
having to evaluate contractor performance during
the life of the contract.

Anal yze award term training prograns that are
bei ng used by Navy pr ocur enent comands.
Determ ne whether a centralized training program
for commercial best practices would better serve
Navy contracting officers.
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APPENDI X A.  SAMPLE AWARD TERM CLAUSE [ FROM REF. 8]

(a) The initial

period] nay be extended or reduced, on the basis of

_____ year [contract term or ordering
contractor performance, resulting in a(n) [contract term or

ordering period] lasting a m ninmm of years from the

date of contract award to a naxi mum of years fromthe

date of contract award.

(b) Mnitoring of Perfornmance. The contractor’s
performance against the neasures of merit will be
continually nonitored by the Performance Mnitors whose
findings are reported to the Award Term Review Board
(ATRB). The ATRB recommends award term points to the Term
Determining Oficial (TDO who mekes the final decision of
the award term points based on the contractor’s performance
during the award term eval uati on peri od.

(c) Award Term Pl an. The evaluation criteria and
associated grades are specified in the award term plan.
The evaluation periods wth the associated award term
ext ensi ons/reductions and per f or mance criteria W th
associ ated award termtines are also specified in the award

term pl an.

(d) Modification of Award Term Pl an. Uni | at er al
changes nmay be nmade to the Award Term Plan if the
contractor is provided witten notification by the PCO
before the start of the wupcomng evaluation period.
Changes affecting the current evaluation nust be by
bi | ateral agreenent.
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(e) Self-evaluation. The contractor wll submt to
the Contracting Oficer (CO wthin wor ki ng days
after the end of each award term eval uation period, a brief
witten self-evaluation of its performance for that period.
This self-evaluation shall not exceed pages. Thi s
self-evaluation [will or may] be considered in the ATRB s
evaluation of the contractor’s performance during this

peri od.

(f) Award Term Extension. The contract-ordering
period may be wunilaterally nodified to reflect the TDO
deci si on. The total contract-ordering period including
extensions under this clause wll not exceed years.
If at any time the ordering period or contract term has
_____ years or |less remaining, the operation of the award

term feature will cease and the ordering period wll not
extend beyond the termset at that tine.

(g) Award term determ nations and the nethodol ogy for
determining award term are unilateral decisions nmade solely

at the discretion of the Governnent.
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APPENDI X B. SAMPLE AWARD TERM PLAN [ FROM REF. 5]

A | NTRODUCTI ON

a. This award term plan is the basis for the [title
of progran] evaluation of the contractor’s performance and

for presenting an assessnent of that performance to the

Term Determining Oficial (TDO). Eval uation for term
points wll begin at the start of the contract. An
adjustnment to the award termwll not result in a contract

ordering period of less than [mninum contract tern] or
greater than [maxi num contract term from the award of the
contract. This plan describes the specific criteria and
procedures to be used to assess the contractor’s
performance and to determne the anobunt of award term
poi nts earned. Actual award term determ nations and the
met hodol ogy for determning the award term are unil ateral
deci sions nade solely at the discretion of the Governnent.

b. Any contract term extensions earned wll Dbe
reflected in unilateral contract nodifications based upon
points earned as determined by the TDO The award term
earned will be determned by the TDO based upon review of
the contractor’s perfornmance against the criteria set forth
in this plan. The TDO may unilaterally change this plan
prior to the beginning of an evaluation period. Changes to
this plan that are applicable to a current evaluation
period will be incorporated by nmutual consent of both
parties.

B. ORGANI ZATI ON

The award term organization consists of the Term
Determning Oficial (TDO; an Award Term Review Board
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(ATRB) which consists of a chairperson, the Contracting
Oficer, a recorder, other functional area participants,
and advisor nmenbers; and the Performance Mnitors. The
TDO, ATRB nenbers, and Performance Mnitors are listed in
Annex 1.

C. RESPONSI BI LI TI ES

a. Term Determining Oficial. The TDO approves the
award term plan and any changes. The TDO reviews the
recommendation(s) of the ATRB, considers all pertinent

data, and determnes the earned award term points for each
eval uation period. The TDO appoints the ATRB Chai r person.

b. Award Term Review Board. ATRB nenbers review
performance nonitors’ eval uation of the contractor’s
per f or mance, consi der al | information from pertinent

sources, and arrive at an earned award term points
recommendation to be presented to the TDO The ATRB may

al so recommend changes to this plan.

c. ATRB Recorder. The ATRB recorder is responsible
for coordinating the adm nistrative actions required by the
Performance Mnitors, the ATRB and the TDO.

d. Contracting Oficer. The COis the liaison between
contractor and Governnent personnel. The CO nodifies the
contract ordering period if necessary to reflect the

deci si on.

e. Performance Monitors. Performance Mbonitors
mai ntain witten records of the contractor’s performance in
their assigned evaluation area(s) so that a fair and
accurate evaluation is obtained. Monitors prepare interim
and end-of-period evaluation reports as directed by the

ATRB.
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D. AVARD TERM PROCESSES

a. Available Award Term Points. The earned award term
points will be based on the contractor’s performance during
each evaluation period. The available points for each
eval uation period are shown in Annex 2. An accunul ation of
positive [insert nunber of points] points is required for a
one year extension and an accunul ation of negative [insert
nunber of points] results in a decrease in the contract
ordering period of one year.

b. Evaluation Criteria. If the CO does not provide
specific notice in witing to the contractor of changes to
the evaluation criteria prior to the start of an eval uation
period, the same criteria fromthe preceding period wll be
used in the subsequent evaluation period. Any changes to
evaluation criteria wll be made by revising Annex 3 and

noti fying the contractor.

c. Interim Evaluation Process. The ATRB Recorder
notifies each ATRB nenber and Performance Monitors [insert
nunber of days] calendar days before the mdpoint of the
eval uati on period. Performance Monitors subnmt their
evaluation reports to the ATRB [insert nunber of days]
cal endar days after this notification. The ATRB
Chai rperson determnes the interim evaluation results and
notifies the contractor of the strengths and weaknesses for
the current evaluation period. At this tinme, the ATRB may
al so recommend any changes to the award term plan for TDO
approval. The CO may also issue letters at any other tine
when it is deemed necessary to highlight areas of

Gover nnent concern.
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d. End-of-Period Evaluations. The ATRB Recorder
notifies each ATRB nenber and Performance Mnitor [insert
nunber of days] calendar days before the end of the
eval uation period. Performance Monitors submt their
evaluation reports to the ATRB [insert nunber of days]

cal endar days after the end of the evaluation period. The

contract or presents its self-assessnent. The ATRB
Chai r per son pr epar es its eval uati on report and
recommendation of earned award term points. The ATRB

Chai rperson briefs the evaluation report and recommendati on
to the TDO The TDO determnes the overall grade and
earned award term points for the evaluation period wthin
[insert nunmber of days] cal endar days after each eval uation
peri od. The TDO letter inforns the contractor of the
earned award term points and the total cunulative points.
Upon the accunulation of sufficient award term points, the
CO issues a nodification within [insert nunber of days]
cal endar days after the TDOs determnation 1is nmade
authorizing award extension or reduction reflecting the

earned award term anmount.

e. Contractor’s Self-Assessnent. The contractor’s
self-evaluation is submtted to the CO wthin [insert
nunmber of days] calendar days after the end of the
eval uation peri od. This witten assessnment of the
contractor’s performance throughout the evaluation period
may also contain any information that may be reasonably
expected to assist the ATRB in evaluating the contractor’s
per f or mance. The contractor’s self-assessnent nmay not

exceed [insert nunber of pages] pages.
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E. AVWARD TERM PLAN CHANGE PRCCEDURE

The TDO may unilaterally change this plan prior to the
beginning of an evaluation period. In addition, the
contractor may recomend changes to the plan no later than
[insert nunber of days] days prior to the beginning of the
new eval uation peri od. The contractor will be notified of
changes to the plan by the CO in witing, before the start
of the affected evaluation period. Changes to this plan
that are applicable to a current evaluation period wll be
i ncorporated by the nutual consent of both parties.

F. ANNEXES
1. Award Term Organi zati on

Menber s
Term Determining Oficial: [Position Title][Ofice Synbol ]
ATRB Chai r per son: [Position Title][Ofice Synbol]

Award Term Revi ew Board Menbers:

Deputy Program Director [OFfice Synbol ]
Pr ogr am Manager [OFfice Synbol ]
Contracting Oficer [OFfice Synbol]
Recor der [OFfice Synbol]
Legal Staff Menber [OFfice Synbol]

Fi nancial Mnt Staff Menber [OFfice Synbol]

Pl ans Staff Menber [OFfice Synbol]
Director of Logistics [OFfice Synbol]
Di rector of Engineering [OFfice Symbol ]
Director of Configuration [OFfice Symnbol ]
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Maj or User Rep
DCVA Rep
Per f or mance Monitors

Area of Eval uation

Pr ogr am Managenent

Cost and Schedul e Managenent
Qual ity Assurance

Technol ogy I nsertion

Subcontract Managenent

[OFfice Symbol ]
[OFfice Symbol ]

Per f or mance ©Monit or

[OFfice Symbol ]
[OFfice Symbol ]
[OFfice Symbol ]
[OFfice Symbol ]
[OFfice Symbol ]

2. Award Term Al | ocation by Eval uation Peri ods

The award term earned by
determned at the conpletion of

t he

eval uation periods shown

contractor wll be

bel ow. The award term points shown corresponding to each

period is the nmaxi mum avail able award term anount that can

be earned during that particul ar period.

Eval uati on Peri od From

To

Avail abl e Award Term

First

Thr ough

Last Peri od
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NOTE: The award term arrangenent will continue using
the yearly evaluation period during any additional vyears
awar ded up to a maxi mum  of [insert nunber of
years/periods]. If at any time after the conpletion of the
transition period, the ordering period does not extend nore
than [insert time required for re-conpete of requirenent]
from the TDO decision, the operation of the award term
feature will cease and the ordering period will not extend

beyond the termset at that tine.

+[insert nunber of points] award term points = 1 year
t erm ext ensi on

-[insert nunber of points] award term points = 1 year
termreduction

3. Evaluation Criteria (Sanple)

Pr ogr am Managenent 25% of Tot al

Cost and Schedul e Managenent 25% of Tot al

Qual ity Assurance 25% of Tot al

Technol ogy I nsertion 15% of Tot al

Subcontract Managenent 10% of Tot al

Technol ogy Insertion: (Specific area of interest:
contractor’s support of technical insertion into the
system which increases mssion effectiveness, “openness”

of system to accept new conponents and to interface wth

ot her systens).
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Unsati sfactory

Contractor fails to inplenent technica
devel opnents, which | ead to degradati on of

trai ning service.

Sati sfactory

Contractor inplenents technica

devel opnments, which i nprove services.

Very Good Contractor inplenents technica
devel opnents, which significantly inprove
servi ces.

Excel | ent Contractor inplenents |eadi ng edge

t echnol ogy i nprovenents, which

substantially inprove services.

Subcontract

Meeti ng goal s of

Managenent : (Specific areas of interest:

smal | busi ness (SB) subcontracting).

Unsati sfactory

Contractor fails to neet goals of SB

subcontracti ng pl an.

Sati sfactory

Contractor neets goals of SB

subcontracti ng pl an.

Very CGood SB percentage of total contract val ue
bet ween goal and %
Excel | ent SB percentage of total contract val ue

exceeds %
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4. Award Term Conversi on Tabl e

Rati ng

Award Points

One- Year Cycle

6 Month Cycle

Unsati sfactory -100 to -1 -50 to -0.5
Sati sfactory 0 to +33 0 to +16.5
Very Good +34 to +66 +17 to +33
Excel | ent +67 to +100 +33.5 to +50
5. Sequence of Events — Award Term Process

Interim Evaluation (IE)

period):

(6 months into evaluation

14 days prior
to I E

Recorder notifies each ATRB nenber and

Per f or mance Moni tor.

7 days prior
to I E

Per f ormance Monitors subnmt eval uati on
reports to ATRB.

14 days after
| E.

ATRB Chai rperson determ nes interim
eval uation results and notifies contractor

of strengths and weaknesses.

Nor mal | y at
| east 90 days
prior to ECP.

ATRB may reconmend any changes to Award
Term Plan to TDO (tinme nust be allowed for
negotiation with contractor and possible

ADR procedures).
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End-of -Period (EOP) (End of 12 nonth evaluation

peri od) :

14 days prior Recorder notifies each ATRB nenber and

to EOP. Per f or mance Moni tor.

14 days after Performance Monitors submt eval uation

EOP. reports to ATRB. ATRB forwards a copy to
contractor. Contractor submts self-
assessnent to CO

21 days after Per f ormance Monitors give oral

EOP. presentati ons of evaluations to ATRB.
Contractor has opportunity to address
Per f ormance Monitor Eval uation Reports.

30 days after |ATRB briefs evaluation report and

EOP. recommendation to the TDO  Contractor has
opportunity to brief TDO

45 days after |TDO informs contractor and CO of the

EOP. earned award term points.

15 days after CO i ssues a contract nodification

TDO s reflecting the earned award term points.

deci si on.
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11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

APPENDI X C. LI ST OF ACRONYMs

ADA

AFFARS

AFI'T
ATRB
Cl CA
CPI F
DAU
DCD

DON RD&A

FAR
FARA
FASA
FFP
FPI F
FPVO
DI Q
J&A

NAVSUP

NPS

Anti -Deficiency Act

Air Force Federal Acquisition Regulations
Suppl enment

Air Force Institute of Technol ogy
Award Ter m Revi ew Board
Conmpetition in Contracting Act
Cost Plus Incentive Firm

Def ense Acquisition University
Depart ment of Defense

Depart ment of the Navy Research
Devel opnment and Acqui sition

Federal Acquisition Regul ations

Federal Acquisition Reform Act

Federal Acquisition Streamining Act
Firm Fi xed Price

Fi xed Price Incentive Firm

Fi xed Price Variable Qutcone

Indefinite Delivery Indefinite Quantity
Justification and Approval

Naval Supply Systens Command

Nat i onal Contract Managenent Associ ation
Naval Postgraduate School

Oper ati onal Requi renments Docunent
75



22.

23.

24.

25.

26.

27.

PBA

PBSA

RFP

SPEAR

TDO

usD

Price-Based Acquisition
Perf ormance Based Services Acquisition
Request for Proposal

Strategi c Planning, Educational Assessnent
and Institutional Research

Term Determining O ficial

Under Secretary of Defense
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