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EXECUTIVE SUMMARY

Purpose of the Guide

The intent of the guide is to provide a comprehensive and standardized source for writing pricing memorandums.  This guide covers the “how-to” of writing a Price Negotiation Memorandum (PNM), a Price Competition Memorandum (PCM), and Specialized Negotiation Memorandum representing AFMC implementation of negotiation documentation as identified in AFMCFARS 5315.406-3(a)(90).  It identifies the basic elements necessary to completely and accurately document the price paid as well as support the conclusion that the final price is fair and reasonable.  The memorandum format and sequence of presentation are important and should flow from the proposal to the objective or most probable cost and ultimately to the final contract price.  While format is important, content is even more important.  Thus, write a historical document that captures the final price paid, the factual data relied upon, and the judgments that formed the basis of the objective and subsequent agreement on price.  In other words, one must identify the data relied upon, the extent to which the data influenced the estimates of future costs, and the factors supporting the fairness and reasonableness of the negotiated price.  When cost or pricing data is required, the PNM must also identify any data that was not relied upon, not used, or determined to be inaccurate, incomplete, or not current.

The PNM is the required formal document (FAR 15.406-3) that reflects the price agreement for all negotiated awards not based on adequate price competition.  For acquisitions that are determined to meet the adequate price competition requirements, a PCM is the required formal document.  PCM is an AFMC term of art to distinguish between competitive and sole source situation documentation.  The term PCM is not codified or defined in any of the FAR supplements; however it is addressed in paragraph 4.11 of the United States Air Force Source Selection Procedures Guide (March 2000) as documentation necessary for the Contract File, (or Source Selection File if it contains Source Selection Sensitive information, in which case it should be referenced in the contract file).  For competitive acquisitions where the only award criteria is low price/technically acceptable, the abstract may be used in lieu of the PCM.  Throughout this guide, the term PNM is used interchangeably to represent the PNM, PCM, and the abstract.  Regardless of the type of memorandum used, the document must include sufficient detail so as to reflect the actual price or cost analysis and negotiated positions that constitute price fairness and reasonableness.  The PNM/PCM must be a clear, complete and accurate documentation of the contract action.  This document will be a permanent part of the contract file.

There are two important issues the reader should note in the writing of the PNM.  The first is this guide applies to both price and cost analysis. The Contracting Officer is required to document all factors of the price negotiation.  This is critical in price analysis where the future reader could be supporting a court case with minimal data.  Second, although this document is a guide, recent IG inspections and other reviews have indicated that many Contracting Officers are not utilizing the guidance to clearly and accurately document the fair and reasonable price determination, nor are they providing sufficient data to document the negotiations leading to lack of support for pending court cases.     

Organization of this Guide

This guide addresses preparing the PNM and the PCM by introducing each element of the PNM or PCM checklist.  Since each element of the checklist may or may not apply to a specific negotiation, the PNM/PCM will be tailored to meet the needs of individual procurements. However, when an element does apply, FAR 15.406-3 requires that the memorandum discuss the element.

The checklist should be used as an outline when writing the memorandum.  The checklists are provided at attachments A, B and C to this guide.    


CHAPTER 1
GENERAL

1.1 Overview

	a.	Before negotiations can begin, the contracting officer must first determine the methodology that will be used to establish the pre-negotiation objective(s).  The level of analysis required will vary based on the total amount of dollars proposed and the complexity of the pricing action involved.  Therefore, each memorandum will vary in structure and content relative to the scope and depth of analysis performed.  It should be understood that each pricing action must be supported by sufficient written detail to demonstrate that the price is fair and reasonable.  For PNMs, this documentation should include:

		(1)	The identification of all data supplied by the contractor(s).
		(2)	Explanation of what data was used in developing the objective.
		(3)	Which factors persuaded the negotiator to use a specific figure for either the objective
		or considered negotiated position.
		(4)	Identification of errors found within the proposal or supplemental cost or pricing data.
		(5)	Applicable areas of the PNM checklist

	b.	This information will be critical if defective pricing issues should arise.  A well written PNM can speed the resolution/disposition of defective pricing or the successful prosecution of a fraudulent action.  Therefore, the outcome of these actions often rests with the PNM’s ability to clearly communicate how the government used the factual data disclosed during negotiations.

1.2 Format

	a.	Many readers with different purposes will read the memorandum.  While format is not as important as substance, a professional looking document may make the difference in a reader understanding what is meant by the documentation. An accurate and comprehensive document may be confused with an inadequate or ambiguous document if the reader cannot logically follow the thought process throughout the document.  The buying organization and location should be clearly identified on the face page of the memorandum; this may be accomplished by using organizational letterhead.  Stated below are the types of procurements and the recommended memorandum format for each one.

	b.	MICRO-PURCHASE:  FAR 13.202(a)(3) limits the requirement for verification of price reasonableness on micro purchases.  Thus, the documentation for micro purchases should be minimal but commensurate with the level of verification of reasonableness required.  Therefore, prepare a memo for record to the file documenting the determination of a fair and reasonable price.  

	c.	SIMPLIFIED ACQUISITION:  Acquisitions that are at or below the Simplified Acquisition Threshold ($100,000), should generally limit the documentation associated with the determination of price reasonableness.  Therefore, the Specialized PNM Format in the AFMC PNM/PCM Guide may be used when documenting simplified acquisitions.  Commercial item acquisitions not exceeding $5,500,000, as well as acquisitions below the Truth In Negotiations Act (TINA) threshold ($650,000) and above the Simplified Acquisition Threshold, may also require limited documentation.  The Specialized PNM Format may also be used in these cases.



	d.	Adequate Price Competition 

		(1)  When a contracting officer has made a determination of adequate price competition, and the action is above the Simplified Acquisition Threshold ($100,000), the PCM format should be used.  Within the PCM, address all applicable areas of the AFMC PCM Checklist.  If at any time during the source selection process it is determined that adequate price competition does not exist, the PNM format will be used in lieu of a PCM.  For all awards where low price/technically acceptable is the only specified criteria, the abstract may be used in lieu of the PCM.  Include on the abstract the award winner, a statement of adequate price competition, the determination of the price reasonableness, and a statement on the outcome of the technical review if needed.  Where other solicitation procedures, e.g. Broad Agency Announcement (BAA), Program Research and Development Announcement (PRDA), Architect & Engineering (A&E) are followed, the contracting officer needs to consider whether there is competition and the type of competition (i.e. price or technical).  Adequate price competition leads to PCM documentation while anything else leads to PNM documentation.  

		(2) When source selection evaluation is conducted, the Contracting Officer (Under $10M) or the Source Selection Authority (SSA) (Over $10M), may combine the PCM and Proposal Analysis Report (PAR).  There is no restriction on using the PAR to also satisfy the PCM (or PNM for other commands) requirement.  Regardless of the type of memorandum used, if the pricing memorandum is combined with the PAR, the PAR must include sufficient detail so as to reflect essential summary information, market research results, the actual price or cost analysis, and negotiated positions that constitute price fair and reasonableness.  (See Chapter 6)

	e.	Sole Source Acquisition:  The PNM format will be used for all sole source acquisitions, regardless of whether cost or pricing data is obtained, and for competitive acquisitions where adequate price competition does not exist.  It is also used for sole source commercial actions using FAR Part 12 procedures.  The PNM must document any exceptions granted as defined in the Truth in Negotiation Act (TINA) in acquisitions that meet the threshold for requiring cost or pricing data.  The PNM format is flexible enough to be used for acquisitions where price analysis alone was performed, as well as those cases where a complete cost analysis was required.  Within the PNM, address all applicable areas of the AFMC PNM Checklist.  

	f.	COMPETITIVE SINGLE SOURCE:  If only one response to request for quotations is received and the offer is clearly proposed based upon competition, a PCM or abstract, as appropriate, may be used.  If only one response to requests for quotations is received and the offer is not clearly proposed based upon competition, negotiation and documentation may be facilitated via  a PNM or streamlined PNM format.

1.3 Documenting the Negotiation

In accordance with FAR 15.406-3 and DFARS 215.406-3, a PNM is required to ensure proper documentation of the principle elements of the negotiated agreement. A preliminary PNM (pre-PNM), where used, should detail the proposed and objective positions and provides management with the necessary insight into the development of the Air Force Negotiation Team (AFNT) position before granting approval to begin negotiations.  After successfully completing negotiations, a final PNM will document the amounts considered negotiated by the government team, and will incorporate the unchanged pre-PNM.  The pre-PNM may be either integrated into a single document, which addresses both pre and final PNM information, or included as a stand-alone attachment to the final PNM.  Regardless of the option chosen, the document must accurately describe the proposed and objective positions at the time of clearance.  Any subsequently revised proposal or objective occurring after execution of the clearance document must be described in the body of the PNM unless the changes to the proposal/objective are substantial and require a revised clearance.  In these instances, an addendum to the narrative PNM or revised briefing charts will address both the original and the revised proposal/objective.  Although the clearance process allows for use of the briefing chart format to present the pre-PNM PNM information, that format does not adequately support the documentation requirement for the final PNM and, therefore, must not be used as the sole documentation of the pre-PNM PNM position in the final PNM.  The PNM document(s) must tell a complete story and should contain enough detail to allow reconstruction of the actions and decisions that took place as well as verification of the reasonableness of price.


1.4 FOR OFFICIAL USE ONLY (FOUO)

Except as specifically provided for in FAR 3.104-4, FAR 24.2, DoD 5200.1-R, Appendix C (Information Security Program), AFI 37-131, (Freedom of Information Act Program), Section 10.4, and AFFARS 5303.104-4, no person or other entity may disclose contractor bid or proposal information or source selection information to any person other than a person authorized, in accordance with applicable agency regulations or procedures.  Contractor bid or proposal information and source selection information must be protected from unauthorized disclosure in accordance with FAR 3.104, applicable law, and agency procedures.  The PCM or its attachments contains source selection information from both the government and the contractor and must be safe guarded from being released under the Freedom of Information Act Program.  Therefore, mark the unclassified document containing FOUO and Source Selection Sensitive information with "For Official Use Only"  and “Source Selection Information - See FAR 3.104”.  This should be marked on the top and bottom of the face or cover page, and on the bottom of each successive page containing FOUO and source selection information, including the back page or cover.  This should be capitalized and in bold format.  Also, mark other records or attachments to the PNM, such as computer printouts, slides, etc. “Source Selection Sensitive” and "For Official Use Only" so the receiver or viewer knows the record contains this type of information.

1.5 Discipline

	The amount of documentation within the memorandum requires discipline to enable the reader to understand how the proposed, the objective and considered negotiated positions have been developed, and which facts influenced the negotiator to move to a particular position.  The PNM should be balanced and not inundate the readers with every piece of data given at the time of negotiation.  The PNM should address any significant data that was relied upon during negotiations, and noting any other data determined to be irrelevant.  Discipline in PNM documentation also includes adherence to policy such as FAR 15.402(b), which states the contracting officer shall price each contract separately and independently and not:

	a.	Use proposed price reductions under other contracts as an evaluation factor.

	b.	Consider losses or profits realized or anticipated under other contracts.

	c.	Include in a contract price any amount for a specified contingency to the extent that the contract provides for a price adjustment based upon the occurrence of that contingency.  For example, include contingency costs for potential delays in delivery of GFP or for potential government directed design changes. 

1.6 Addendum

After the PNM has been completed and signed, any subsequent changes to the PNM should be incorporated through the use of an addendum.  Typically, an addendum may be required due to late contractor sweeps/adjustments for current cost and pricing data.  The addendum is typically a one or two page document that will be attached to the face of the PNM.  It should be a stand-alone document that clearly discusses those changes different than the original signed PNM.  To adequately explain the changes to the final PNM, the addendum should include the subject block and be in the same detail as the final PNM.

1.7 Integrated Product Team (IPT) Pricing

The use of IPT pricing teams/techniques may be established or organized in many different ways.  For those acquisitions that use IPT pricing, the format of any Pre-PNM or Final PNM will be similar to any normal PNM but tailored to the IPT methodology employed.  In one scenario, the cost element summary may display the contractor's proposal, the IPT objective, and the considered negotiated position even though the team provided input into the development of the contractor's proposal.  In another scenario, where there may be a theoretical agreement on all elements, the cost element summary may show the proposed and IPT objective as one next to the negotiated position.  It should be noted that even if the IPT positions are identical with the contractor's, the formal submission of the proposal is required for purpose of establishing the pricing proposal of record and allowing the contractor to submit any later cost or pricing data.  It is not acceptable to accept the contractor's proposal as an agreed to representation of the acquisition serving as the PNM documentation.  This approach ignores the need to track/document the negotiated IPT methodologies and the settlement of elements that comprise the contractor's proposal.  Without documenting how elements were settled during the upfront proposal development process between the parties, a post award review cannot establish whether the agreed-to price is fair and reasonable.  An IPT PNM must identify (a) background information contained in chapters 2, 3, and 5, and (b) essential elements contained in chapter 4.  Tracking the methods, processes, and technical understanding that resulted in the IPT proposal is paramount.  This information cannot be lost as part of the IPT proposal preparation process.  While this information does not need to be explicitly spelled out in the proposal of record it must be documented in the government file.  Therefore, capture the salient essence of the methods, processes, and technical understanding that resulted in the IPT proposal of record in the PNM, while also identifying in the PNM the specific locations in the file where additional details are located (e.g. technical talking papers under file item # 26).  In accordance with AFFARS 5301.9001(f), Business Clearance is not required for actions using IPT pricing.

CHAPTER 2

SUBJECT AND INTRODUCTION (PNM)

2.1 Overview

	a.	The first segment of the PNM should be considered a synopsis of the pricing action.  It provides the essential summary information, such as, the subject and the introduction, to set the stage for the remaining portions of the PNM.  In consonance with this theme, all memorandums should be uniform in their layouts and style to allow for ease of review and retrieval of information.

	b.	The Subject & Introduction provides information which identifies the contractor, the item or service being acquired, a comparison of the proposed, the objective, and the negotiated results by cost, profit/fee, price, ceiling, etc.  Each of these items is discussed in the following paragraphs.  The accuracy and completeness of the PNM is the responsibility of the contracting officer.  The principal negotiator normally prepares the document, although responsibility may be delegated to another member of the negotiating team.  

2.2 Subject

The first line of the subject will always state what type of memorandum is being presented (e.g., "Preliminary Price Negotiation Memorandum” or "Final Price Negotiation Memorandum" (Final-PNM)).  The remaining section of the subject area identifies the procurement action.  Specifically, it lists the prime contractor name and address, the contract number including supplemental agreement number, if appropriate, a condensed description of the item or service being procured, and a pricing case number or Purchase Request (PR) number, as appropriate.  Lastly, the date of the memorandum is included in this section.  This date should reflect the date of any incorporated reviewer comments.  Other data may be included here, but should be standardized at the local level (e.g. Center process guides, local operating instructions, or pricing operating procedures) and limited to avoid inclusion of information addressed in another section of the memorandum.  Remember that this section is used only to identify the subject procurement, and should not be a laundry list of items pertaining to the overall acquisition.

	a.	Contractor Name and Address

Display the contractor's full legal name, division or other segment of the company with which you will be contracting.  Also, display the full mailing address of the facility or division listed.

	b.	Contract or RFP Number

Display the document number available at the time the PNM is generated.  If both the solicitation and contract document numbers are known, list both numbers. If a modification is involved, include the modification number.

	c.	Item or Service Acquired

Briefly describe the item or service acquired in this section.  A one or two-word nomenclature or program/project name or title is all that is needed at this point.  A more in depth discussion can be provided in the "Acquisition Situation" portion of the PNM. 

	d.	Pricing Case No.

The pricing case number assigned by your local pricing office, (if assistance is provided by a price analyst), or other identification is usually found in the "Subject" line but may be referenced in the introduction instead.


2.3 Introductory Summary

The introduction summary identified as paragraph "1." (see example one below) should contain a short opening statement, including a short description of the item or service being acquired, and present enough significant details to give the reader a brief picture of the negotiation results.  As a minimum, the opening statement should include the settlement date (final-PNMs), the type of contractual action and a tabular summary.

	a.	Settlement (Negotiation) Date

Provide a brief statement relative to the date negotiations was concluded.

	b.	Contractual Action

Briefly describe the contractual action and whether it is the result of a new requirement, a modification to an existing contract, definitization of a letter contract, etc.  Also state the contract type applicable to the subject action, i.e. cost reimbursement, fixed price, or a combination.  

	c.	Tabular Format, Comparison of Total Cost, Profit/Fee, and Price

Following the opening narrative, the memorandum should provide a tabular summary of the proposed, objective and considered negotiated position (for Final-PNMs) at the cost, profit/fee and price lines.  The date of each action, such as the original proposal date, the date the objective was established and the negotiation settlement date should also be listed in the headings of the tabular summary.  For contractual actions with multiple contract types, a grand tabular summary may roll up all of the contract prices, but should be followed with tabular summaries for each contract type.  If the contractor has submitted a formal revision or update to the original proposal, the revised proposal should be listed in a separate column preceding the objective column.  All revisions need not be shown, only those considered significant.  All proposals must, however, be contained in the official contract file.  If subsequent events cause the government's objective to change prior to negotiation but after approval of the original objective, the revised objective should be shown next to the original objective.  If the procurement contains multiple contract types, they should be listed separately.  Also, if the action includes priced options, they should be similarly listed below the instant procurement.  Other information may include award fee pools, share ratios, minimum/maximum fees, ceiling price and percentage, and contract type(s) for each position.  The following example lists an action with an incentive negotiated arrangement.



***TABULAR SUMMARY EXAMPLE***

	PROPOSED	OBJECTIVE	NEGOTIATED*
	8 Jun 04	17 Jul 04	20 Jul 04

Target Cost	$3,122,521	$2,865,000	$2,950,000
Target Profit	   468,380	   272,200	   265,500
Target Price	$3,590,901	$3,137,200	$3,215,500

Profit Percent	15%	9.5%	9%
Contract Type	FPIF	FPIF	FPIF

Share:   Over	90/10	75/25	80/20
             Under	70/30	75/25	60/40

Ceiling	$4,059,277	$3,409,350	$3,422,000
Ceiling Percent	130%	119%	116%

*Attachment 1 to this PNM shows the negotiated arrangement in graphic form.




The balance of the PNM provides specific details and supporting information to the introductory synopsis.  Two examples of the subject and introductory summary combined together follow:


***EXAMPLE ONE***

FINAL PRICE NEGOTIATION MEMORANDUM
XYZ Corporation
105 Hickup Street
Albuquerque, NM 88105
Contract No. F41624‑92‑D‑xxxx
Laser X Advance Targeting Program
Case No. xxxx

1.	INTRODUCTORY SUMMARY:  Negotiations were concluded on 15 December 200x for delivery order 0002 on Contract No. F41624‑02‑C‑xxxx.  This CPFF delivery order provides for the development and delivery of a Laser X Advance Targeting Program.  A comparison of the proposed, objective and negotiated price follows:

	PROPOSED	OBJECTIVE	NEGOTIATED
	10 Nov xx	24 Nov xx	15 Dec xx

Total Cost	$630,000	$600,000	$605,000
Fixed Fee	70,000	60,000	60,500
Total Price	$700,000	$660,000	$665,500

Fee Rate	11%	10%	10%
Contract Type	CPFF	CPFF	CPFF




***EXAMPLE TWO***

FINAL PRICE NEGOTIATION MEMORANDUM
Contract No. F01234-02-C-xxxx  /P00021
F-1000 Aircraft - Lot V
Case No. xxxx

		a.	This PNM covers the Lot V production buy of 20 each F-1000 Aircraft, related ground support equipment and technical data.  Negotiations were completed on 5 March 20xx with the Fast Airplane Corporation, Stealth Division, the designer and sole manufacturer of the F-1000. 

	The Fast Airplane Corporation
	Stealth Division
	1234 Circle Dr.
	Dallas, Texas 78541

		b.	The Fast proposal, the government objective and the negotiated agreement for the 20  F-1000s are compared below.  Line items 1 through 4 are included in the total figures but are identified separately later in the PNM. All figures are predicated on the award of a FFP contract.

	PROPOSED	OBJECTIVE	NEGOTIATED
	25 Jan xx	22 Feb xx	5 Mar xx

Total Cost	$80,000,000	$60,000,000	$70,000,000
Profit	10,000,000	7,200,000	9,100,000
Total Price	$90,000,000	$67,200,000	$79,100,000

Profit Rate	13%	11%	12.5%
Contract Type	FFP	FFP	FFP

Final agreement was reached on a "total price" basis.  The breakout of cost and profit represents the government considered negotiated position and was not separately negotiated.



CHAPTER 3

PARTICULARS AND ACQUISITION SITUATION (PNM)


3.1 Particulars

This section of the PNM identifies particular information about the acquisition, including the participants involved.  Listed below are the subjects that must be addressed.

	a.	Item or Service Identification

In the introduction, a brief description of the program was provided.  Here it is expected that a more in-depth description be provided.

		(1)	Types and Quantities of Items/Services

Describe the types and quantities of items or services being provided.  The discussion within this section should provide enough information about the items/services that will allow future pricing actions to adequately perform a same or similar item price analysis.  Also, correlate this discussion/breakout with the next section on previous buys of same or similar items.

		(2)	Previous Buy(s) of Same or Similar Items

(a)  List any previous buys of the same or similar item(s).  Include when, how
many, contract type, schedule, production rate, unit or total price, and other similar features that could influence the government objective or the negotiation.  This section of the PNM should briefly explain any large differences in price, particularly if the current price is higher than previous prices.  An in-depth discussion of any price analysis performed using historical prices of same or similar items will be discussed in the price analysis section of the PNM.  If the prices of previous buys were adjusted in accordance with redetermination or incentive clauses, show both target and final prices. Also annotate any recurring/non-recurring costs associated with any previous procurements.  The non-recurring costs will overstate the price on a follow-on or similar item if it will not be incurred on the instant acquisition.  Only list the most recent or relevant previous buys.  If there were no previous buys, it should be so stated in the PNM.  If the pricing action is a final settlement, list all the supplemental agreements that adjusted the targets (this may be included as an attachment).  The PR number(s) may also be shown here.

		(b)  In this section when discussing how prior prices apply to the current buy,  identify whether prices for spare parts or support equipment increased by more than 25% over the previous 12 months in accordance with DFARS 215.404-1(a), HQ AFMC/PK 22 Jun 06 Policy Memo https://www.afmc-mil.wpafb.af.mil/HQ-AFMC/PK/pkp/polvault/06jun/06/060622p.pdf.  Discuss significant differences in the general sense that explain an increase of more than 25% (e.g. change in configuration, change in the marketplace, differences in quantity, or loss of a vendor resulting in a new source).  (See Chapter 5.1, paragraph d, of this Guide for additional information.)  In addition, DFARS 217.7505 (b) requires written certification, before award, by the contracting officer to the head of the contracting activity that the price is fair and reasonable or that national security interests require purchase of the part despite the price increase.  While this does not mean that a separate certification is required, the HCA must be notified and provided a copy of any certification, a record of which shall be retained in the contract file.  
NOTE: While the above DFARS reference is specific to spare parts or support equipment, significant increases should be discussed regardless of the item being procured.  However, written certification is not required for items other than spare parts and support equipment.

	b.	Line Item/Unit Pricing

Identify CLINs, unit prices, quantity, and total prices and explain the pricing method used to establish line item or unit prices.  When appropriate, include elemental summaries detailing the quantities, type and year of funds, and line items or unit prices quoted and negotiated.  In all cases, care should be taken to ensure that the line item prices reflect the intrinsic value of the item.  This is critical to the integrity of potential future price analysis or similar item analyses that may use these line items on future procurements.  Improperly priced CLINs also negatively impact the restructuring or termination of a contract when negotiating consideration for these line items.  Current guidance on line item/unit pricing, such as, Price Analysis and Review Technique for Spares/Support equipment (PARTS), should be addressed as required; see MP 5315.407-91.  For separately priced data items, list each item and explain the pricing method used to establish the price.  An example of a line item and quantity breakout is shown below.  If there is a significant disparity in the CLIN prices from proposed to objective, or the objective CLIN price is higher than proposed, discuss the reason for the increase.



***ITEM/SERVICE IDENTIFICATION/LINE ITEM PRICING EXAMPLE***

	(a)  Item Identification:

			(1)  This acquisition provides three F-1000(a) aircraft including two sets of ground support equipment (GSE), the aircraft data, and three lots of initial depot spares.  This buy is a follow-on buy and did not include any developmental work (non-recurring).

	Aircraft	FY	Contract Type 	Quantity	Unit Price
	F1000(a)	96	FFP	3	$22,583,333

			(2)  The previous F-1000(a) aircraft buy is consistent with the proposed after adjusting for quantities/escalation (see price analysis section) and did not include any non-recurring costs.

	Aircraft	FY	Contract Type 	Quantity	Unit Price
	F1000(a)	94	FFP	5	$23,780,000

	(b)  Contract Line Item Prices (CLINS):

The following CLINS were separately priced and negotiated with the contractor.  The breakout for each of these separately priced CLINS may be found as attachment x.

CLIN DESCRIPTION	QTY	PROPOSED	OBJECTIVE	NEGOTIATED

0001 F-1000 Acft	3	$72,000,000	$58,700,000	$67,750,000
0002 GSE	2 sets	3,000,000	2,000,000	2,400,000
0003 Data	1 lot	2,000,000	750,000	1,000,000
0004 Spares	3 lots	$9,000,000	$ 6,000,000	$ 8,000,000



	c.	Clearance/Pre-Negotiation Authorization

AFFARS 5301.9001 establishes several objectives of the Air Force clearance process that must be discussed within the PNM.  Specifically, that the objective represents a fair and reasonable business arrangement and that the negotiated contract prices conform to the approved clearance parameters.  Therefore, the final PNM need only document the variance(s) granted when the considered negotiated position is higher than the original clearance objective.  Documentation of variances should be done in this section, and if appropriate, in the negotiation summary section of the final PNM.  Although, an objective range may be established, only one figure for the objective/revised objective will be described by element of cost in the PNM.  The figure used in the PNM will be the approved objective/revised objective.  

    d. Fact-Finding/Negotiations

Identify dates, places, and major participants in fact-finding and negotiations (final PNM).  In the pre-PNM PNM, list the dates, places and participants of the fact-finding session.  If a fact-finding session was not held, explain why.  Major participants need only be listed in the PNM.  Identify the principal government and contractor participants/negotiators and titles.  In the final PNM, indicate the date negotiations were completed.  This date should be the same date that appears on the Certificate of Current Cost or Pricing Data.  It is not necessary to have an all-inclusive list of attendees in the PNM.  However, a list of attendees at each negotiating session should be kept and included in the contracting officer's records for defective pricing purposes.

***FACT-FINDING/NEGOTIATION SESSION EXAMPLE***

			(1)	A clearance briefing was conducted on 25 May 200x to establish the Air Force objective.  The approving authority, Col. Smith, xxx/xx, approved the objective with an additional 3% or $xx, xxx latitude for potential rate increases and profit.

			(2)	Fact-finding was conducted on 2 March 200x.  The following personnel attended:

			Representing the Government:
			Mr.	xxx/PKX	Contracting Officer
			Ms.	xxx/PKF	Price Analyst
			Mr.	xxx/PKX	Contracting Officer

			Representing the Contractor:
			Ms.	XYZ Corporation	Manager
			Ms.	Small Business Administration	(SBA)

			(3)	Negotiations began on 26 May 200x and concluded on 14 June 200x.  Formal sessions were held at the xxx xxx Center (xxx) contracting facility, xxx AFB, on 26 May and 14 June 200x.  Some informal telephone negotiations between Mr. X and Ms. X were conducted on various dates between May 26th and June 14th.  Participants in the formal negotiations were:

			Representing the Government:
		*	MSgt	xxx/PKO	Contract Specialist
		**	Mr.	xxx/PKF	Pricing Division
			SSgt	xxx SVS/SVMF	Food Service QAE

			Representing the Contractor:
			Mr.	XYZ Corporation	Owner
		**	Ms.	XYZ Corporation	Manager
			Ms.	Small Business Administration	(SBA)
		*	A.F. Team Leader
		**	Principal Negotiator




3.2 Acquisition Situation

This section of the PNM highlights the background and circumstances surrounding the acquisition.  It contains essential information for the reader, which establishes a frame of reference for the details of the negotiation.  It provides information on any factors that could influence the contractor's proposal, government's objective, or outcome of the negotiations.

	a. 	Acquisition Background

The opening paragraph should state the contract action covered by the PNM, (e.g., new procurement or modification) or any contractual actions that initiated this procurement, (e.g., definitization of a letter contract or change order including related not-to-exceed (NTE) prices).  Include status of item (developmental, prototype, initial production, etc.) and any contemplated follow‑on action.  If the contract is fixed-price development effort, show the date the determination was approved and who approved it.  If the negotiation is to firm up a fixed price incentive successive targets (FPIS) arrangement, undefinitized contractual action, or to convert a letter contract to a definitive contract, identify how much of the contract task is completed.  A discussion of the contract type contemplated (objective) or negotiated (final) is needed under this section.  Pre-PNMs should discuss why a particular contract type was chosen as appropriate for the acquisition (see examples below).  For multiple line items or options with different contract types, discuss each one separately.  Also, discussion of the fiscal year funds used may be included if appropriate.  If during negotiations the contract type is changed, discuss the reasons for the change and again its appropriateness.  Also, document if IPT pricing was used throughout the negotiation process, including the organizations that were represented.  The acquisition background provides a comprehensive account of the procurement and provides a lead-in to the following discussion areas of the acquisition situation.  
Basis for Contract Type Selected: 
<FFP> A firm fixed price contract (FFP) is considered appropriate for this procurement because reasonably definite design specifications were available and the contractor's data supported a realistic basis for determining probable performance costs.  Selection of this contract type provides the contractor with the maximum incentive for cost control and effective performance and is considered in the best interest of the government.

<FPIF> A fixed price incentive fee contract (FPIF) was determined appropriate for this procurement.  Although some cost uncertainties exist, confidence in meeting the performance is high. Potential cost reductions and/or performance improvement may be obtained by giving the contractor a degree of cost responsibility and positive profit incentive.  The contractor's accounting system is considered adequate to properly accumulate incurred costs for purposes of determining the final contract price. 


<T&M> A time and material type contract (T&M) is considered appropriate because estimates of the extent or duration of work and supporting costs for material, travel, etc., cannot be determined with a reasonable degree of confidence. However, the contractor's data supported a realistic basis for determining labor hour and indirect rates. Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. The contractor's accounting system is considered adequate to properly accumulate incurred hours and costs. This contract type is considered in the best interest of the government.

<FFP LOE> A firm fixed priced level of effort term contract (FFPLOE) is considered appropriate for this procurement because the work to be performed cannot be clearly identified. However, the required level of effort can be identified and there is reasonable assurance that the intended performance cannot be obtained for less than the negotiated effort.  Also, the contractor's data supported a realistic basis for determining labor hour and indirect rates. Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. This contract type is considered in the best interest of the government.

<CPFF> A cost plus fixed fee contract (CPFF) was determined the best contract type because uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed‑price contract.   Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. The contractor's accounting system is considered adequate to properly accumulate incurred costs for this contract.

<CPIF> A cost plus incentive fee contract (CPIF) was determined the best contract type for this requirement. Confidence in meeting the performance is reasonably good.  However, uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed‑price contract. Effective contract management, potential cost reductions, and performance improvement can be obtained by giving the contractor a degree of cost responsibility and positive profit incentive. Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. The contractor's accounting system is considered adequate to properly accumulate incurred costs.

<CPAF> A cost plus Award Fee contract (CPAF) was determined the best contract type for this requirement. Confidence in meeting the performance is reasonably good.  However, uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed‑price contract.  Use of an award fee will provide effective motivation toward exceptional performance while providing the government the ability to evaluate actual contractor performance. The contractor's accounting system is considered adequate to properly accumulate incurred costs.

<CR> Cost reimbursement (CR) with no fee items for travel and materials are considered appropriate due to the uncertainties in future requirements. The contractor's accounting system is considered adequate to properly accumulate incurred costs. 


	b. Market Research Documentation

Present background information about what, where, and how the market research was conducted.. Identify that the full documentation is contained under File Item #1 or a separate File Item.  For example: “Market research was conducted via the Communities of Practice (COPs), Requests For Information (RFIs), web-based search, and a local trade show.  For details and results see File Item #71, Market Research Report.” The COPs provide assistance with the proper development of the Market Research Report. If the team did not produce a market research report, then provide full details here, such as an FMS directed source, or other FAR Part 6 rational).   

	c.   Period of Performance/Delivery Schedule

Show the delivery schedule or period of performance for the basic and any options.  If there is a difference between the schedule desired/called out in the RFP and the schedule proposed by the contractor, discuss how the difference was resolved.  It is important to pin down the delivery schedule before any discussion on price or cost since the delivery schedule determines the period of performance.  This area should support the profit discussion later in the PNM.  In the final settlement of an incentive arrangement, any changes from the original contract quantities or schedules should also be explained in this segment of the PNM.

	d.	 Outside Influences

Describe any outside influences or time pressures that may have affected the negotiation, e.g., procurement priority, funding limitations, mission, and so forth.  Discuss and quantify, if possible, the impact of direction given by Congress, other agencies or higher level officials.  The issue of reliance in defective pricing issues may depend on how well this topic is documented. 

	e. Government Furnished Facilities, Property, or Equipment

Discuss any unique government facilities, property, or equipment that will be provided to the contractor as a result of this acquisition action and indicate their estimated dollar value and, if a shared expenditure, the percentage of the government's share in the total investment (if none, so state).  If the government share is represented by more than one agency/department, then also include the share for each agency/department.  Also, document this area to support any impacts to profit, above or below the normal consideration (i.e., facilities capital or performance risk) as discussed later in the PNM.  Defense Contract Audit Agency (DCAA) and/or Defense Contract Management Agency (DCMA) may be a source in obtaining this information.

	f.	Unique Features

Discuss any other unique features that may have had a significant impact on the proposal, objective or negotiation.  At a minimum, discuss and reference any special terms and conditions (i.e., savings or Economic Price Adjustment (EPA) clauses, flow-down of the Price Reduction for Defective Cost or Pricing Data clause), unusual situations, should-cost review, design-to-cost or life cycle cost reviews, special payment procedures (i.e., performance based payments), and warranties.  The discussion/documentation of NTE prices may be discussed here or alternatively under the acquisition background.  If there were no unique features, a statement to that effect should be written.  


*** ACQUISITION SITUATION EXAMPLE ***

			(1)	This negotiation action is to definitize a letter contract dated 1 November 200x for food services at Outback AFB, USA.  The Fixed Priced Award Fee (FPAF) contract performance period is for 5 years; a basic year ending 30 Sep 200x and 4 twelve (12) month option years beginning 1 Oct 200x.  The contractor submitted a proposal, in response to a Request for Proposal (RFP), to operate the Outback AFB dining facilities and provide a minimum of three meals a day, 7 days a week including holidays.  The contractor was given a letter contract in November 200x and to date has performed 120 days.  Actual expenses and payroll costs incurred during this period have been provided for the government's review and consideration.

			(2)	There were no outside influences associated with this procurement.


Or

               (2) Outside influences include the funding limitations that necessitated a descope of the program, discussed further, below.  
CHAPTER 4

NEGOTIATION SUMMARY (PNM)

4.1 Overview

The previous sections of the PNM provided an overall introduction to the acquisition and established the framework from which negotiations will be or were conducted (final PNM).  The negotiation summary is the main body of the PNM and should capture the essence of the proposal, the establishment of the objective(s), and finally, the reconciliation to the considered negotiated position.  Accordingly, it is the heart of the PNM, which must demonstrate that the negotiated price is fair and reasonable, and when cost or pricing data is supplied, must indicate the extent of reliance placed on the data in forming the objective and considered negotiated position.

4.2 General

When documenting the PNM, there are several general topics that impact the negotiation summary.  These considerations are listed below:

	a.	 Reliance on the contractor’s data

		(1)	The need for accurate and concise documentation of reliance upon the contractor’s data is important in the event of a post-award audit report alleging defective pricing.  Whether or not the contractor-supplied information is utilized as the basis of the objective or considered negotiated position, it is imperative that the review of the contractor data or estimating technique and how it was/was not used in developing the position is documented.  The simple fact that the contractor submitted data and it was reviewed infers reliance has occurred.  Nevertheless, there is no requirement that the government use this data or methodology in the development of the government position either for the objective or the considered negotiated position.  For example, if general industry average data were utilized, versus the contractor’s data or a different estimating technique (formula or methodology), then it is imperative that this be clearly documented in the PNM.  The reliance aspect of this situation is that the submitted data was evaluated as sufficiently vague, inappropriate, irrelevant, etc. that it causes an analyst to seek an alternate methodology and/or data in negotiating the final contract price.

		(2)	The documentation of reliance should not be taken lightly because of its impact in obtaining price adjustments related to the defective pricing clause in the contract.  Also, the successful litigation of fraudulent actions may depend on this level of detail, particularly when the litigation occurs months after the original negotiation when people are gone or memories fade.  Therefore, a well written PNM requires the documentation of all factual information relied upon during the course of developing the objective or subsequently upon data disclosed during negotiations.  To effectively document all data/exhibits disclosed during negotiations, a log should be kept and either attached to the PNM or referenced in the official contract file. 

		(3)	Generally, documenting reliance upon the contractor’s data begins with the PNM.  Therefore, the PNM must establish what cost or pricing data was/was not used in the basis of establishing the negotiated price.  Similarly, for actions that seek an exception from cost or pricing data requirements, it may be equally as critical where the contractor provides fraudulent price analysis information in an attempt to be granted the exception.  In attempts to document reliance, be extremely careful in the use of sweeping statements such as “all of the data supplied by the contractor was relied upon.”  During fact-finding and negotiations, the government does not always rely on every piece of contractor data.  From a practical standpoint, some of the contractor's cost data is utilized to establish a position, and at other times, the government’s own data or methodology is utilized to form an independent position on costs.  A more appropriate statement may be, "All costs submitted by the contractor were fully relied upon in reaching the negotiated price except as noted in the PNM (or attachment x)."

	b.	Considered negotiated

		(1)	Typically, most negotiations do not establish an agreed to amount for each cost element of the contractor's proposal (i.e., material, overhead, labor, etc.).  Normally, if this approach is taken, the negotiation process would tend to result in an impasse due to lack of room for interpretation by the negotiating parties.  This is particularly acute when each party is attempting to reach their own negotiation objective(s).  This does not mean that CLINs cannot be separately priced, since these are required to be priced individually.  Since each party will be left to reconcile the bottom line negotiated amount back to each element of cost, the final breakout is called the "considered negotiated position."  Therefore, a statement should be made in the PNM to reflect this and may be similar to the following example:

		"Negotiations were conducted on a cost element basis; however, specific agreement on all individual cost elements was not reached.  The figures cited herein represent the best estimate and judgment of the government negotiator based on the price negotiated."

		(2)	Also, include this title in the cost element and tabular breakouts throughout the Final-PNM.  In the event the acquisition applied an IPT Pricing technique, it is not unusual for all/most elements of cost to be agreed to prior to conclusion of negotiations.  Therefore, the statement “considered negotiated” may be inappropriate for a PNM that used IPT pricing techniques.  

	c.	Recurring/Non-recurring

In acquisitions that include developmental and production effort, the recurring and the non-recurring costs will need to be segregated.  These costs should be documented within the PNM so as to provide a complete description of the objective and considered negotiated positions with regard to the developmental and production effort.  The need to track these costs separately is twofold.  First, acquisitions that contract for both developmental and production efforts typically require separate CLINs to be priced, thus requiring separate documentation.  Second, the segregation of non-recurring costs will be critical for follow-on acquisitions relying on past historical prices when applying historical or same/similar item price analysis techniques.  As stated earlier, one could expect the inclusion of non-recurring costs with the recurring cost would cause the acquisition to be exceedingly overpriced if the negotiator was unaware of this situation.  Therefore, the documentation of recurring and non-recurring becomes critical for providing the needed information for developing future price analysis objectives.

	d.	Definitizing Contracts

When definitizing a letter contract, firming up an unpriced order, or otherwise agreeing to prices based on work that was authorized and started earlier, the PNM should: 1) indicate the percentage of physical completion of the contract, 2) show actual costs incurred from inception to date and their trends, 3) show the contractor's current estimate to complete, and 4) discuss/establish the NTE price integrity with respect to changes in scope.

	e.	Final Pricing of an Incentive Arrangement

For actions that require the establishment of the final pricing of an incentive arrangement, two comparisons should be made and documented in the PNM.  First, compare the contractor's statement of actual costs incurred with acceptable actuals.  Acceptable actuals are those that are reasonable, allowable, and allocable.  Explain any differences.  Second, compare the initial estimated costs, adjusted where possible for changes, with the final acceptable contract costs.  Where differences are significant, identify the causes, if possible.


	f.	Requirement for Field Support

FAR 15.404-2(a) states the contracting officer should request field assistance if the contracting officer cannot determine a fair and reasonable price with the information available. This request, if necessary, must be tailored to the details of the specific acquisition.  If the contracting officer has enough information available, (e.g. in-house technical support and DCAA recommended rates) to make a determination of a fair and reasonable price, then the field support is not required.  If field support was requested, then identify the results in the narrative discussion and the report under ”Miscellaneous.”  If field support was not requested, then no additional words are necessary.  Specifically, it is not necessary to state that field support was not requested.  What is necessary is to convey to the reader of the PNM the basis of the determination of reasonableness.

   g. Departures from Field Analysis or the Objective

The narrative discussions within the memorandum must establish the reasonableness of both the government negotiation objective (pre-PNM), and the price negotiated (final PNM) relative to advisory reports/recommendations.  Therefore, the PNM must tell the reader how each field report influenced the objective/negotiated position and how each principal finding was reconciled or otherwise disposed of in the final agreement on price.  When there are significant differences between the negotiation objective and the comments and conclusions of any advisory reports, document the PNM so as to answer any apparent questions.  This also applies for significant departures from the pre-negotiation position regarding any element of cost.  These should be thoroughly justified in the Final PNM, explaining the increase or decrease and its impact on the determination of price reasonableness.

	h.	Escalation Rates

In negotiating a contract that runs for many years or contains out-year options, an Economic Price Adjustment (EPA) clause indexed to labor rates, material costs, or some other cost element can be included (FAR 16.203-4).  If settlement includes a fixed escalation rate or tie escalation to a particular index (or set of indices), the reason the rate or index agreed to is appropriate and reasonable should be explained.  

    i. Leverage

Identify the negotiating position of the Government relative to the marketplace for the goods or services we are acquiring.  Identify specifically whether the Government had little, medium, or substantial leverage and the basis of that determination.  DCAA and other business advisors can support our leverage based upon a review of data, annual reports, or marketplace surveillance.  It is noteworthy that the Government may benefit from consolidating requirements from across the DoD and across the government to facilitate leverage.  Discuss how consolidation of like requirements was addressed.  Discuss the leverage that was used in the negotiating process.  Discuss any demands for additional supporting data, price concessions, or mitigating factors that explain a less favorable but reasonable settlement. 

4.3 Price Analysis Summary

	a.	Discussion/Explanation of Price Analysis Performed

		(1)	The primary objective in performing a price analysis is to ensure that the overall price is fair and reasonable.  Rather than examining each individual element of cost, the analyst draws conclusions by comparing the overall price to another price, estimate, or measure.  In some cases, the sum of a cost analysis performed on each element may not justify the overall price.  Therefore, comparison techniques within price analysis provides for an overall determination of price reasonableness.  

		(2)	If price analysis is not accomplished, the documentation should clearly state why it was not.  FAR 15.404-1(a)(2) establishes the mandatory requirement for price analysis when cost or pricing data is not required.  When cost or pricing data is required, it is ideal to employ both cost and price analysis techniques in conjunction, thereby obtaining an authentication of the overall price as stated above, per FAR 15.404-1(a)(3).  Although this is the ideal method, the FAR does not require the use of price analysis techniques when cost or pricing data will be obtained since a cost analysis will be performed. 

		(3)	For those acquisitions that normally require cost or pricing data, but meet one of the exceptions under FAR 15.403-1(b), the requirement to perform a price analysis is mandatory and ensures that the overall price offered is fair and reasonable.  The techniques employed in performing a price analysis are not tools to justify the proposed price and to forego negotiations.  Rather, the current acquisition is just like any other acquisition that requires an objective and opening positions at the beginning of negotiations.  This negotiation process is identical in all respects to cost element negotiations with arguments trying to persuade the other side to move to a particular position.  For actions which are granted an exception from the requirement for cost or pricing data, the level and quality of documentation within this section of the PNM is critical.  This is similar to the detail and level of a cost analysis section of a PNM.  When a price analysis is performed, document the PNM in the following areas:

			(a)	Price Summary

When price analysis will be the only technique used in establishing price reasonableness, provide a price summary to document the proposed, the objective and considered negotiated position.  In some cases, this may be no more than a bottom line price, the established objective, and the considered negotiated position.  Nevertheless, this summary may be widely tailored to fit the specific acquisition.  The amount of details may be contingent upon whether information other than cost or pricing data was needed when performing the price analysis.  Other commercial data including escalation breakouts may be the level of detail needed to adequately justify the reasonableness of price.  Since this summary is so subjective, the negotiator will have to decide what amount of detail is needed in the price summary and may be documented through an attachment.

			(b)	Basis or estimating technique

Thoroughly discuss the estimating technique used or basis of the price analysis method employed in developing the objective.  This will include discussing the basis of any exemptions or waivers granted in lieu of obtaining cost or pricing data.  Provide relevant attachments, such as signed waivers, to fully document this position.  Also, when requesting negotiation leeway, discuss the areas that are soft within the price analysis technique.  Discuss why the pricing technique employed (i.e., similar item analysis, parametric analysis, etc.) is relevant in determining price reasonableness for the pricing action.

			(c)	Identification of Pricing Data

When documenting the basis or estimating technique employed, identify all data relied upon in the development of the objective and the considered negotiated position.  This should include any market data relied upon in developing the position and documenting other than cost or pricing data requested to perform the price analysis.  Provide within the body of the PNM all critical data points used unless they are too voluminous and would be better identified within an attachment to the PNM.  Examples of attachments may include sales data, catalogues, competitive price lists, etc.  

	  (d)  Subcontractor Pricing Data

If the prime contractor has been granted a waiver, identify any subcontracts that require cost or pricing data.  Generally, waiver requests should only apply to the prime contractor.  The inclusion of subcontractors that are required to provide cost or pricing data should be considered carefully, particularly if the reason for the waiver does not apply.  Therefore, the PNM must identify those subcontracts that require cost or pricing data or a statement of why the waiver applies to them.  For subcontract costs subject to cost analysis, provide a statement in the PNM that discussion of these costs can be found in the subcontract costs section of the memorandum below.  Note this separation of the prime/subcontract requirements for supplying cost or pricing data only applies to contracts/subcontracts with a granted waiver.  
			
              (e)	Requirement Changes/Significant Differences/Advisory information/reports

Any changes in requirements after clearance must be clearly documented within the PNM.  Also, document any significant differences between the objective and the considered negotiated position to adequately justify it to be fair and reasonable.  Identify the use of advisory information/reports in the establishment of the objective, documenting any significant differences including the disposition of these differences in the considered negotiated position.

	b.	Proposal of record

For the establishment of reliance, the proposal of record used in developing the objective, and any subsequent revised/updated objectives based on a revised/updated proposal, must be clearly identified in the PNM.  Also, identify the proposal(s) audited by DCAA and the Technical Team.

	c.	Reliance Statement

When cost or pricing data is required, include a blanket statement that full reliance upon the contractor provided data was used in the establishment of the objective, except where specifically identified in the PNM.  If cut-off dates are negotiated to limit the updating of certain cost or pricing data, be specific in its identification.  The PNM must state why it is beneficial to the government to accept cut-off dates.

4.4 Cost Analysis Summary

As discussed under the price analysis topic, the requirement for performing a cost analysis will depend on whether cost or pricing data is required.

	a.	Cost Element Summary

		(1)	The cost element summary shows the proposed, objective, and, the negotiated results (Final-PNM), tabulated in parallel by major cost element.  This is the detail of the summary presented in the Subject & Introduction segment of the PNM.  In a short form PNM, with one or two cost elements for a simple negotiation, tabulation by major cost element may be deleted if the Subject & Introduction sufficiently details the cost/profit/price elements and can be structured to provide adequate rationale to describe the results of the negotiations.


		(2)	The following table is a sample of how the cost elements might be displayed.  Included in the summary is an index referencing each element that is addressed in the PNM.  

***COST ELEMENT SUMMARY EXAMPLE ***

	CONTRACTOR	AIR FORCE	CONSIDERED	PARA
	PROPOSED	OBJECTIVE	NEGOTIATED	REF. 

Material	$9,200,000	$8,000,000	$8,500,000
Material Burden	415,000	360,000	383,000
Subcontracts	20,350,000	18,200,000	19,250,000
Engineering Labor	4,825,000	3,200,000	3,800,000
Engineering O/H	3,860,000	2,560,000	3,040,000
Manuf. Labor 	14,505,000	10,537,000	13,250,000
Manuf. O/H	21,757,000	13,171,000	17,225,000
Tooling	750,000	700,000	740,000
Other Costs	     150,000	     130,000	     146,000
Total Cost	$75,812,000	$56,858,000	$66,334,000
G&A Expense	  3,790,000	  2,843,000	  3,317,000
Total Cost + G&A	$79,602,000	$59,701,000	$69,651,000
Cost of Money	     398,000	     299,000	     349,000
(Target) Cost	$80,000,000	$60,000,000	$70,000,000
(Target) Profit	 12,000,000	  7,200,000	  9,100,000
(Target) Price	$92,000,000	$67,200,000	$79,100,000



		(3)	A similar breakout of cost elements must be provided for each option or separately priced CLIN.  Too often, option/CLIN pricing is not adequately addressed.  Since substantial dollars can be tied to contract options/CLINs, they deserve the same treatment as the instant procurement.  Refer to the line item/unit pricing discussion earlier in this chapter.  These summaries may be included as attachments to the PNM.  

		(4)	The summary figures presented can be in support of the entire contract value, the total price of each major item, the unit price, or some other presentation.  The way the figures are presented will depend on how the negotiations will be or were conducted.  The general rule here is to portray the negotiation as it actually took place.  Unit cost and profit figures alone may not give the true picture or the significance of each cost element.  Therefore, if unit values are reflected, totals for each cost element and profit should also be reflected in the narrative of this element in the PNM.  If a computer model provides the cost element summary totaling to the unit prices, then list the total figures in the body of the narrative and attach the detailed printout of the unit price breakdown.  However, be sure the figures correlate.  

		(5)	Throughout negotiations, both the facts and judgments will probably change due to the presentation of later data.  Because of this, interpretations will change too.  As the negotiation progresses, ideas about some of the values in the objective may change and may cause a position change as well.  At the handshake there should be some assumption of what the costs are going to be, and these are the numbers that are reflected in the considered negotiated column above.

		(6)	During this process, it is important to identify and trace these costs from the proposed through analysis, any updates, and negotiation, to their influence on the prices finally reached.  This holds true whether the proposed costs were relied on or not.


		(7)	As stated in the clearance section, any subsequently revised proposals or AFNT objectives occurring after execution of the clearance document must be described in the body of the final PNM.  Unless changes to the pre-PNM/objective are substantial, a separate cost element summary is not required.  For substantial changes, both the revised and pre-PNM will be included discussing both the original and new objective positions.

	b.	Element Discussion/Component Breakout

		(1)	In the paragraphs that follow the parallel tabulation, as indexed, discuss the treatment of each major element in the contractor's proposal (i.e., Labor, Material, etc.).  Separate paragraphs should be devoted to the major cost categories listed in the tabulated summary.  To preclude continuous referral back to the summary, begin the discussion of each cost element with a comparison of the amounts proposed, objective, and considered negotiated, by basic and option (debits/credits if applicable).  This may contain a separate and more detailed tabular breakout focusing specifically on the cost element being discussed (see example below).  The narrative should consist of separate paragraphs describing:

			(a)	The basis of the contractor's estimate/proposal.
			(b)	The basis of the government's negotiation objective.
			(c)	The results of the negotiations.

***LABOR COMPONENT BREAKOUT EXAMPLE ***

Engineering Labor:  The proposed, objective, and negotiated cost associated with each engineering labor category is listed below and discussed in the referenced subparagraphs.

Engineering Labor 	PROPOSED	OBJECTIVE	NEGOTIATED	REF.

Electrical Engr	500,000	450,000	475,000	(a)
Propulsion Engr	700,000	700,000	700,000	(b)
Structural Engr	1,100,000	1,000,000	1,050,000	(c)
Engr Support	850,000	750,000	775,000	(d)
Logistics	   275,000	   300,000	   300,000	(e)
Total Engr. Labor	$3,425,000	$3,200,000	$3,300,000	



		(2)	The number of cost elements displayed and discussed is usually dependent on the structure of the contractor's proposal.  Discuss each cost element presented in detail, explaining how it was proposed, the basis for the Air Force objective, when negotiations concluded and the portion of the final price embodied in that particular cost element.  The field audits/technical recommendations and their impact on the objective and negotiated values should also be discussed.

		

			(a)	Discussing Labor Costs

				1.	For all types of labor, the PNM should discuss the labor rates, skill mix, and hours proposed.  The discussion should include any escalation factors used in the development of these positions.  List any forward pricing rate agreements (FPRAs) or forward price rate recommendations (FPRRs) (including the date), and if used, the validity of these rates.  If the rates do not appear to be appropriate, contact the ACO and document actions taken and rates used.

				2.	In the case of continuous or follow-on production, the manufacturing labor and perhaps some of the engineering labor, e.g., support or production engineering, may be based on historical costs, labor standards, or a combination of both.  The use of historical costs is appropriate when the proposed effort is nearly identical to work done in the past.  In such cases, improvement curves generally can be applied.   The improvement curves applied, the slope of the curve, and why it is appropriate for the particular effort to be accomplished should be discussed.  If labor standards are used, discuss the work measurement approach employed, explain why it is appropriate, discuss any proposed variations from standard, and identify and discuss any realization factors, rework factors, etc., that are involved.  Regardless of the methodologies proposed or used by the government, all should be explained in detail sufficient for readers to replicate.

			(b)	Indirect Rates

The application of overhead rates to their appropriate base (dollars or hours) within the proposal should be identified in either the discussion of each element or in an attachment (i.e., spreadsheet) to the PNM.  This allows for comprehensive documentation of the particular element and the reconstruction of the direct and indirect costs for any future adjustments required.  The indirect rates themselves may be included in a separate breakout within the PNM or included with any labor rates that are referenced as an attachment to the PNM.  This breakout should include the proposed, the objective and the considered negotiated indirect rates.

			(c)	Discussing Material and Other Direct Costs (ODC)

				1.	Direct material includes raw materials, purchased parts, and inter-organizational transfers required to manufacture and assemble the final product.  Be sure to identify what is included in the material costs and how the costs were estimated (i.e., priced bill of materials supported by quotes, historical projections, statistical approach, etc.).  The PNM should address any contractor make-or-buy decisions that represent a departure from the contractor's normal routine. Also, discuss any ODC that may have been proposed.

				2.	If the contractor applies attrition or scrap factors to their bill of materials, discuss how the rate was established and why the rate settled on is reasonable.  Discuss any escalation rates applied to future material costs, and the index or other basis for applying the rate.  If there is an Economic Price Adjustment (EPA) clause in the contract, the material inflation rate used here should be consistent with the rate used in the EPA clause.  If any decrement factors are used, discuss the basis of the factors, how they were applied, and their derivation.

			(d)	Discussing Subcontract Costs

				1.	The PNM must address each major subcontract in accordance with FAR 15.404-3(c)(1), i.e., those subcontracts that are the lower of either (a) $11.5 million or more (b) both more than $650K and more than 10% of the prime contractor's proposed price, unless the contracting officer believes such submission is unnecessary.  If the subcontract is negotiated, discuss whether or not the contractor's analysis and rationale for the negotiated subcontract price is acceptable.  Per FAR 15.404-3(a), negotiated subcontract prices are not to be accepted as the sole evidence that the price is fair and reasonable.  If not yet negotiated, discuss the contractor's rationale for the subcontract cost included in his proposal.


				2.	As a minimum, the following major subcontract information should be addressed in the PNM:

					a.	The subcontractor name, location and subcontract item description
					b.	Competitive/sole source including listing proposed, objective, considered
						negotiated amount
					c.	Statement on the timeliness and adequacy of the data, as well as the reliance upon it
					d.	Explanation if cost or pricing data was obtained when not required
					e.	Discussion of any recommendation given (i.e., assist audit, field pricing 
						support and/or prime's review and evaluation of the subcontractor's data)

				3.  For other than major subcontracts, i.e., usually those under $10 million and less than 10% of the prime's price, discuss how the objective was established, including any decrement factors used. 

			(e)	Basis of Method/Reliance/Sources of Data

Each element being presented must discuss the basis and the sources of data used in the development of the proposed, objective and considered negotiated position.  If escalation rates were used, show the rates and how they were applied for each respective position.  Also, the currency of the data relied upon in establishing each position should be addressed.  These subjects are the most sensitive discussion that will be made throughout the PNM.  They provide the basis for the establishment of fairness and reasonableness.  These paragraphs should be written as precise as possible in identifying factual data, their sources, and their relevance to time (currency).  Where significant cost or pricing data submitted by the contractor were not relied upon or not used, identify them here. The reasoning supporting the objective and any significant departures from it in moving toward agreement on price should establish, with little room for question, which data were used and relied upon and which data were not.  

			(f)  Requirement Changes/Significant Differences/Advisory reports

Any changes due to requirements must be clearly documented with regard to their impact on costs.  Also, document any significant differences between the objective and the considered negotiated position to adequately describe the facts that influenced the negotiator to determine that this new position is fair and reasonable.  Identify the relevant proposal and advisory reports used in the establishment of the objective position and new reports, updates, revisions that may have affected the outcome of negotiations.  When IPT pricing is used, each respective element should discuss the extent and use of the IPT recommendations and any significant differences between the objectives and considered negotiated position.

			(g)  Actual Costs

For each element of cost where significant actuals to-date has been incurred, state the dollars, percent complete, and the contractor’s estimate-to-complete.  The analysis should relay any trends based on this information and should be used when developing the profit objective and negotiating the final price.


			(h)  Incentive Arrangements/Final Prices

				1.	When negotiating incentive arrangements, attach a graph to the PNM that shows the proposed, the objective and (for the final-PNM) the considered negotiated contract geometry.  If a CPIF (cost incentive only) arrangement is negotiated, explain the range of incentive effectiveness and how the cost-sharing arrangement was arrived.  This can be done in a short paragraph explaining where and why actual costs may vary from target and assessing the probabilities that there will be significant variances.  For FPIF arrangements, explain the considerations involved in establishing sharing arrangements and price ceilings.  If costs have already been incurred, explain how they were treated in setting the contractual arrangement.  When establishing the final price of an incentive arrangement, address each of the following: 

					a.	Compare the contractor’s stated costs incurred with the acceptable actual costs
						used in developing the objective and explain any differences.
						b.	Provide the calculations for adjusting the profit/fee in relation to ceiling price.
					c.	Identify/explain significant differences between objective/ negotiated position.
						d.	Sequentially list all supplemental agreements, including their adjustment to
the target/ceiling prices and their respective share line.
					e.	Separately identify any firm fixed price and cost reimbursement amounts not
						subject to the incentive arrangement.

				2.  When multiple incentives are used, particular attention must be given to the interrelationships of the various segments of the incentives. This includes, in addition to the reasons why incentives were placed on particular performance characteristics, a brief discussion of possible trade-offs between cost, performance and schedule.

		(i)	Profit

The negotiation of profit is an integral part of the negotiation process and must be discussed in this part of the PNM.  In most cases the weighted guidelines method will be used and a DD Form 1547, Weighted Guidelines Profit/Fee Objective, completed.  This form should be appended to the PNM.  The rationale supporting above or below normal values (i.e., weightings) should be detailed in the PNM.  As stated by DFARS 215.404.71-1(b), there is no need to explain assignments at the normal value.  (See the Profit and Fee Reporting Guide at https://www.wgl.wpafb.af.mil/wgl/wglhelp/PROFIT%20RPTG%20GUIDE.doc).  When the weighted guidelines method is not used, the PNM should state why it was not used and include similar detail and explanation of the alternate method used to develop the profit objective.  For contracts with cost plus award fee, adjust the objective for the cost of money offset and follow the documentation requirements under DFARS 215.404-74.

4.5.

*** COMPREHENSIVE NEGOTIATION SUMMARY EXAMPLE ***

	

The Comprehensive Negotiation Summary is another way of capturing the outcome of the negotiation, including the differences from the government objective.  The following is an example.
Negotiation Summary

	a.	   The contractor's revised proposal, dated 4 March 200x, the government objective, and negotiated amounts are shown below.  Negotiated amounts by year and element of cost are detailed in Exhibit A, pages 1 through 5.

b. A detailed explanation of the contractor's proposed and government objective are contained in the Preliminary PNM, see attachment 1.  This document will address only the results of the negotiations and specifically the differences from the government objective.




	STATEMENT OF PROPOSED vs. OBJECTIVE AND NEGOTIATED PRICE
	BY MAJOR COST ELEMENT

	PROPOSED	OBJECTIVE	NEGOTIATED	REF.

Direct Labor	$1,560,756	$1,452,818	$1,490,011	(1)
Indirect Exp	775,960	673,681	736,470	(2)
ODC	   125,504	   136,180	   124,546	(3)
Subtotal	$2,462,220	$2,262,679             $2,351, 027	
G&A	12%	  295,466	6.7%	  152,440	6.9%	   160,991	(4)
Cost	$2,757,686	$2,415,119	$2,512,018
FCCM                                     350                        310                         330           
Profit	7.14%	   196,977	6.23%	   150,436	6.38%	   160,218	(5)
Price	$2,955,013	$2,565,865	$2,672,566

NOTE:  Agreement was neither sought nor reached on the individual elements of cost.

	(1)	DIRECT LABOR:

			(a)	The negotiated amount represents the results of the review of additional information presented at the negotiations by the contractor. The following is presented to demonstrate the adjustments made based on the additional information and the resulting impact on direct labor:

	OBJECTIVE	NEGOTIATED
	HOURS	RATE	TOTAL	HOURS	RATE	TOTAL

	Cook I	2,939	$10.55	$31,002	3,995	$10.55	$42,152
	Cook II	1,237	8.00	    9,898	       0	8.00	           0
	SBA	4,176		40,900	3,995		42,152
	Other	27,531		190,744	28,079		194,539
	TOTAL	31,707		$231,644	32,074		$236,691

NOTE:  The above schedule addresses only the direct labor; the contractor accepted the objective amount for administration (supervisors).  Refer to Exhibit A, page 6, for specific details on total labor amounts for the basic and option years.  

				(1.)	The contractor presented an additional 1.5 months of actual direct labor hours.  The government negotiator analyzed the additional information and concluded the government direct labor hour objective, exclusive of the administration labor, needed to increase by 1.16%, from 31,707 to 32,074 hours per year.

				(2.)	In the course of the negotiations it became apparent that the distinction between the skills, quality, and the duties of a Cook I versus a Cook II were not clear to either the government or the contractor.  The contractor's actuals reflect that in fact there were no Cook II's on the payroll.  The issue was whether or not the additional cost for a staff comprised entirely of Cook I, versus a labor mix that included Cook II, provides a quality offset to the additional amount and was in the government's best interest.  As a result of discussions with the Air Force Negotiation Team (AFNT), the principal government negotiator concluded that it did not offset the additional amount and was not in the government's best interest to force the contractor to release Cook I and hire Cook II.  Accordingly, the government objective was adjusted to reflect a labor mix that did not include Cook II resulting in an additional increase in direct labor cost.

			(b)	Labor Rates - Proposed/Objective:  The proposed labor rates were based on the current collective bargaining agreement.  These rates were verified with the most current copy of the collective bargaining rate agreement and no exceptions were noted.  Therefore, the negotiated labor rates do not differ from the proposed.   

		(2)	INDIRECT EXPENSES:

			(a)	Fringe Benefits:  These costs include expenses for Vacation, Holidays, Sick Leave, Health, and Pension costs.  The hours for Vacation, Holidays, and Sick Leave were in accordance with the collective bargaining agreement currently in place. The difference is the result of the adjustments to the direct labor hours as described above in paragraph (1).  For a detailed discussion on the calculation of the fringe benefits, refer to the attached Preliminary PNM.  Attachment 2 provides specific details on the application of the fringe benefits including other indirect rates. 

			(b)	Taxes and Insurance:  This cost item includes the estimated costs of FICA, Worker's Compensation, Federal Unemployment Tax (FUTA), and State Unemployment Tax (SUTA).  The difference represents an adjustment made to the government objective base for the application of FICA and Worker's Comp.  The base was adjusted to include the amount allowed for benefits.  Further, the government negotiator adjusted the FUTA and SUTA to reflect actual rates versus a reliance on the contractor's proposed rate, which was developed through an invalid formula and does not depict actual expenses.  The adjustments resulted in an increase of $9,764 per year to this element of cost.  For specific details and rationale, refer to page 8 of Exhibit A.  

		(3)	OTHER DIRECT COSTS:

			Equipment & Supplies:  The contractor accepted the government's position that equipment costs properly belong in the G&A expense pool.  For specific details and rationale on the element of cost refer to the attached Preliminary PNM.

		(4)	G&A:

			(a)	The contractor proposed General and Administrative expenses were based on a "best guess" method of allocating selected accounts to this contract.  This method of G&A calculation was not considered appropriate.  The government's objective was based on the contractor's Financial Income Statement dated 31 December, year ending 200x to derive the Base and Pool for the G&A computation.  Adds and deletes made by the government are explained in detail in the attached Preliminary PNM.


			(b)	The opening negotiation session, 26 May xx, became contentious over this element of cost, as it was apparent that the contractor did not understand allocation of indirect expenses.  The Small Business Representative, Mr. xxxxx xxxxx, argued that, based on his experience, the proposed 12% was acceptable.  The government negotiator did not agree with that proposition but did agree to accept that rate if DCAA could confirm the rate as reasonable and reflective of actual expenses.  The government negotiator conferred via telephone with DCAA, Mr. xxx xxxxx.  Results of a recent DCAA pre-award survey revealed that the contractor does not have an accounting system and DCAA could not confirm the proposed rate nor could they recommend a rate.  The government negotiator informed the contractor and the SBA representative of the conversation with DCAA and did not change the offer.  Negotiations were recessed.

			(c)	Negotiations were reconvened on 14 Jun xx and the contractor provided a current Financial Income Statement dated 31 Dec 200x.  The government concluded that the contractor's income statement would result in as accurate and reasonable G&A rate as possible given the lack of an accounting system.  Review of the submission resulted in an adjustment to the G&A base from $1,554,163 to $1,684,493 and the pool was increased from $103,794 to $116,795.  The resulting G&A rate offered and accepted is 6.93%.

(5)  Cost Of Money (COM):  The Contractor’s COM dollars are developed by application of FPRA COM rates to the proper base cost.

    (6)	PROFIT:  Elements of profit computation were not discussed.  However, the contractor accepted the Government's proposed profit that was established in the Weighted Guidelines (WGL).  




See Weighted Guidelines (WGL) Sample on next page


CHAPTER 5

MISCELLANEOUS & ATTACHMENTS (PNM)

5.1 Miscellaneous

This segment of the PNM includes any information or remarks that did not fit in the first four segments.  This includes the statement that the price is fair and reasonable, the identification and remarks regarding any audit reports, field reports, in-house technical evaluations, as well as any ACO contractor system analyses.

	a.	Advisory Reports

List all formal advisory reports received in the pricing of the action including audit, field pricing, technical, should-cost or any other report.  Include the respective report number and date, if applicable. Also, provide an explanation for any field reports required but not obtained.  If informal assistance was used, briefly state the scope and the recommendations given, or include reference to the section of the PNM where it is discussed.

	b.	ACO Findings

This segment of the PNM should identify and provide a status of any deficiencies of the contractor's purchasing, property, compensation, and materials management and accounting systems.  The disposition of the systems and/or their impact on the instant negotiations should be discussed.  Also, discuss any ACO findings on adequacy, compliance determinations, violations and/or system deficiencies with respect to the contractor's Cost Accounting Standards (CAS) Disclosure Statement.  

	c.	Cost or Pricing Data/Certificate

For acquisitions providing a certificate of cost or pricing data, provide a statement that the certificate has been reviewed and is complete for all data supplied, including any additional contractor data provided during fact-finding or negotiations, and contains no qualifying statements.  This should list the additional data as discussed throughout the PNM and may reference an attachment identifying all of the exhibits or data given during negotiations. All additional data contained in the list should be easily located with proposal information.   Identify the specific file item where the original certificate of current cost or pricing data is filed.  Also, identify the specific file item where additionally listed data is filed.  Attach a copy of the certificate (with additional data list) to the PNM.  In the event of a defective price situation, all data considered covered by the certificate needs to be readily identified, referenced, and available.  If a should-cost study was done, discuss the long-term recommendations that resulted from the study.  

	d.	Fair and Reasonable

The summary of why the negotiated price is fair and reasonable should be the concluding remarks under the miscellaneous segment of the PNM.  This segment should include definitive language stating that the negotiated price is considered fair and reasonable as well as any discussion supporting this claim.  Also, the PNM should document, discuss, and determine to be fair and reasonable, the basis of all increases of 25 percent or more over the previous 12-month period, particularly for spares in accordance with DFARS 215.404-1(a).  (See paragraph 3.1a (2)(b) of this guide).

     e. Signatures

		(1)	The signature of the author, the buyer, the negotiator, the contracting officer and any other applicable person must be included at the end of the document.  The respective contracting officer and the price analyst must sign all PNMs.  This shows that all the parties involved believe the price is fair and reasonable and identifies the individuals so that they may be contacted later on if needed.  

		(2)	The PNM should be distributed to the field offices that submitted reports and as directed by local requirements.  However, be sure the PNM is signed off by the PCO beforehand.

5.2 Attachments

Attach to the PNM such documents as the DD Form 1547; incentive contract cost/profit charts, and chart of should-cost team organization if a should-cost was conducted as well as any other data as appropriate.  When DCAA performs post-award audit reviews for defective pricing, they request a copy of the PNM as well as the Certificate of Current Cost or Pricing Data.  Therefore, it is encouraged that the Certificate of Current Cost and Pricing Data be attached to the PNM, but is not required since it can be located in the official contract file.

***MISCELLANEOUS EXAMPLES ***

5.3.	Miscellaneous Examples

	a.	A certificate of current cost or pricing data pursuant to FAR 15.406-2 dated xxx (settlement date) has been executed and received from the contractor.  All cost or pricing data submitted by xxxxxxx was fully relied upon for development of the government objective except for xxxxxxx.

Or

   a. A certificate of current cost or pricing data was not obtained, pursuant to (cite the exception) FAR 15.403-1(xxx).  However all cost or pricing data submitted by xxxxx was fully relied upon for development of the government objective except for xxxxx.
	
   b.	A technical review was performed by SSgt xxx xxxxxx, 64x SVS/SVMF and is included as attachment 1 to the attached Preliminary PNM.

   c.	DCAA audit was not requested by the contracting officer due to a recent audit received on a similar procurement.  

   d.	The contractor’s procurement, accounting, estimating and property business systems were discussed with the ACO, Ms. Xxx Xxx, on 3 Mar 200x.  All systems are currently approved, except for the property system, which was disapproved on 5 Jan 200x.  The contractor’s corrective action plan has been reviewed and ACO re-approval is expected shortly.  The current disapproved system should not affect the negotiated price for this specific contract action.

	

4.	CONCLUSION:  Based on review of the data submitted by the contractor, the fixed-price contract represents a fair and reasonable price to both the contractor and the government.

(SIGNATURES)
_______________________________________
Price/Cost Analyst	Date
xxx/PKF
_______________________________________
Contract Negotiator	Date
xxx/xxxx
_______________________________________
Contracting Officer	Date
xxx/xxxx

Attachments:
1.  Preliminary PNM
2.  Weighted Guidelines (DD 1547)
3.  xxxxxxxx



CHAPTER 6

SUBJECT AND INTRODUCTION (PCM)


6.1 Overview

	a.	The Price Competition Memorandum (PCM) is a form of PNM documentation used in a source selection situation.  The term PCM is not defined in the FAR or supplements but it is an official AFMC way of documenting a source selection price negotiation as embodied in this guide.  The PCM format supports the Proposal Analysis Report (PAR) identified in MP5315.3, which provides a comparative analysis to the Source Selection Authority (SSA). 
When source selection evaluation is conducted, the Contracting Officer (Under $10M) or the SSA (Over $10M), may choose to combine the PCM and PAR.  If a combined PCM/PAR is the preferred document, it must be written so that the PAR covers the requirements of both documents.  There is no restriction on using the PAR to also satisfy the PCM (or PNM for other commands) requirement.  Regardless of the type of memorandum used, if the pricing memorandum with the PAR is combined, the PAR must include sufficient detail so as to reflect essential summary information, market research results, the actual price or cost analysis, and negotiated positions that constitute price fair and reasonableness.  The PAR/PCM should be a clear, complete and accurate documentation of the source selection and cover all parts of the AFMC PCM Checklist, if applicable.  The final PAR/PCM will be a permanent part of the source selection file, while the contract file will contain a memorandum referencing the PAR/PCM’s location.  The SAF/AQC PAR Guide, http://farsite.hill.af.mil/reghtml/regs/far2afmcfars/af_afmc/affars/IG5315.305.htm, addresses in blue text, the additional information required if the PAR is combined with the PCM/PNM.   The price/cost analyst then becomes a key player in writing and reviewing the PAR.  The Contracting Officer must sign the document since it will include the determinations of price fairness, reasonableness, and adequate price competition.

	b. The first segment of the PCM provides the same information as the PNM.  It provides a synopsis or essential summary information, such as the subject and the introduction, which will lead the reader throughout the document.  In accordance with the PNM guidelines, all PCMs should be uniform in their layouts and style to allow for ease of review and retrieval of information.  Therefore, use an organizational PNM style or format as a guide in structuring the PCM.  Nevertheless, the PCM must address all applicable areas of the AFMC PCM Checklist.  Only one PCM needs to be prepared to satisfy the documentation of the source selection, even if multiple awards may be made. Each of these applicable items is discussed in the following paragraphs.

	c.	The Subject & Background provides information identifying the contractor selected for the award, the item or service being procured, a comparison of the proposed, the Probable Cost (PC) or government objective if applicable, and any final proposal revisions if requested.

	d.	Unlike non-competitive acquisitions (where pre-PNMs are recommended), only a final PCM will need to be accomplished..  All applicable official contract file items must be included when requesting the clearance review.  Therefore, if awarding without discussions, include the PCM with the request for clearance.  For competitive actions that include discussions, the PCM will be incomplete at the time of the request for clearance and therefore unavailable.  Subsequently, this should also prevent the burdensome practice of drafting multiple PCMs to cover any award scenario.


6.2 For Official Use Only/Source Selection Information - See FAR 3.104

Except as specifically provided for in FAR 3.104-4, FAR 24.2, AFFARS 5303.104-4, and DoD 5200.1-R, Appendix C (Information Security Program), and AFI 37-131, (Freedom of Information Act Program), Section 10.4, no person or other entity may disclose contractor bid or proposal information or source selection information to any person other than a person authorized, in accordance with applicable agency regulations or procedures.  Contractor bid or proposal information and source selection information must be protected from unauthorized disclosure in accordance with FAR 3.104, applicable law, and agency procedures.  The PCM or its attachments contains source selection information from both the government and the contractor and must be safe guarded from being released under the Freedom of Information Act Program.  Therefore, mark the unclassified document containing For Official Use Only and Source Selection Sensitive information with "For Official Use Only" and “Source Selection Information - See FAR 3.104”. .  This should be done at the top and bottom of the face or cover page, and on the bottom of each successive page containing FOUO and source selection information, including the back page or cover.  This should be capitalized and in bold format.  Also, mark other records or attachments to the PNM, such as computer printouts, slides, etc. “Source Selection Sensitive” and "For Official Use Only" so the receiver or viewer knows the record contains this type of information.

6.3 Subject

Similar to the PNM, the subject area of the PCM identifies the procurement action.  Specifically, it lists the prime contractor and address, the contract number including supplemental number if appropriate, a condensed description of the item or service being acquired, and a case number or PR number as appropriate.  Lastly, the date of the memorandum is included in this section as well and should reflect a date after all comments have been incorporated from the reviewers.  Other data may be included here but should be standardized at the organization and limited so as not to include any information that will be addressed in another section of the memorandum.  Remember, this section is used only to identify the subject procurement, and should not be a laundry list of things pertaining to the overall acquisition.

	a.	Contractor Name and Address

Display the contractor's full legal entity name and the division or other segment of the company.  Also, display the full mailing address of the facility or division listed.  If more than one award is being made, then display this information for all awardees. 

	b.	Contract or RFP Number

Display the document number available at the time the PCM is generated.  If both document numbers are known, list both numbers. If a modification is involved, include the modification number.

	c.	Item or Service Acquired

Briefly describe the item or service acquired in this section.  A one or two word nomenclature in the subject and a short description in the introduction is all that is needed at this point.  A more in-depth discussion can be provided in the acquisition situation portion of the PCM. 

	d.	Pricing Case No.

The pricing case number is usually found in the "Subject" line but can be referenced as well in the introduction.




6.4 Introductory Summary

The Introduction section should contain a short opening statement and present enough significant details to give the reader a brief picture of the competitive environment and the award results.  At a minimum, the opening statement should state the contractor who won the award, the award date, a tabular summary of price, and a discussion on the establishment of any incentive arrangements.

	a.	Award Selection

The introductory summary should identify the contractor and the contract selected for the award.

	b.	Offerors 

To be all inclusive, the introductory summary should list all of the offerors who responded to the solicitation with a formal proposal.  If only one offer was received, discuss the basis of the contracting officer's conclusion that there was a reasonable expectation that two or more offerors would be responsive to the expressed requirements of the solicitation (See FAR 15.403-1(c) (1) (ii)).

c.	Tabular Format Comparison of Total Cost, Profit/Fee and Incentive Arrangements

Below the opening narrative, the memorandum should provide a tabular summary of the proposed, the Probable Cost (PC) or Independent Government Estimate (IGE) if applicable, and the final proposal revision price.  Further details may be included based on the type of source selection documentation received (i.e., listing the cost, Cost of Money (COM), profit/fee, award fee pools, share ratios, minimum/maximum fees, ceiling price, priced options or CLINs, etc.).  The date of each action, such as the proposed, PC and final proposal revision date should be listed in the headings of the tabular summary. 


CHAPTER 7

PARTICULARS AND ACQUISITION SITUATION (PCM)


7.1 Particulars

This section of the PCM identifies all of the particular information about the competitive acquisition including the participants involved.  Listed below are the five subjects that must be addressed in the Particulars section of the PCM:

	a.	Item or Service Identification

Describe the types and quantities of items or services being provided.  In the introduction, a brief description of the program was provided.  Here, it is expected that a much more in-depth description be provided.  

	b.	Line Item/Unit Pricing

If more than one contract line item applies to a pricing action, identify the technique used to determine each price is fair and reasonable.  In all cases, care should be taken to ensure that the line item prices (including priced data items) reflect the intrinsic value of the item.  This is critical to the integrity of potential future price analysis or similar item analyses that may use these line items on future procurements.  Improperly priced CLINs also negatively impact the consideration when restructuring or terminating a contract.

	c. 	Clearance Authorization

AFFARS 5301.9001 establishes several objectives of the Air Force clearance process that must be discussed within the PCM, specifically, that the negotiations result in a fair and reasonable business arrangement.  This is a necessary step either prior to the source selection authority approving the request for final proposal revisions, or after the source selection authority's decision to award without discussions.  Therefore, the clearance approval authority, the approval date, and the sessions (participants and dates) should be documented in the PCM.

	d.	 Personnel

Identify the names, titles, and organizations of all persons who participated in the price analysis and realism analysis.  The list may be kept brief where a number of people are assigned to perform the realism analysis.  In these instances, the principal evaluator in charge of the realism analysis may be listed in lieu of each evaluator.

	e. Significant Dates

List all of the significant dates and time periods allotted during the different phases of the source selection.  Include appropriate dates as the proposal date, discussion dates and time intervals, the final proposal revision date and any other significant dates that should be documented in the PCM.


7.2 Acquisition Situation

This section of the memorandum highlights the circumstances surrounding the competitive acquisition and the basis leading up to the award.

	a.	Acquisition Background

The opening paragraph should state the procurement phase of the item (developmental, prototype, initial production, etc.) and any contemplated follow‑on.  If the contract is fixed-price development effort, show the date the determination was approved and who approved it.  This background provides a comprehensive account of the acquisition and provides a lead into the following discussion areas of the acquisition situation.  

	b.	Period of Performance/Delivery Schedule

Show the delivery schedule or period of performance including schedules for the basic and all options.  

	c.	Outside Influences

Describe any outside influences or time pressures that may have affected the source selection such as, procurement priority, funding limitations, and so forth.  Discuss and quantify, if possible, the impact of direction given by Congress, other agencies or higher level officials.

	d.	Unique Features

Discuss any other unique features or special pricing provisions that may have had a significant impact on the source selection.  At a minimum, discuss and reference any special terms and conditions (i.e., EPA clause, warranties, and special progress payments).  If there were no unusual features, a statement should be made to that effect. 



CHAPTER 8

EVALUATION SUMMARY (PCM)

8.1 Overview

	a.	This section of the PCM covers the government’s effort in evaluating the selected contractor's proposal for reasonableness, realism, completeness, and the determination of adequate price competition.  It is essential to identify the competitive marketplace to include market research.  If only one offer was received, but it is considered a competitive offer, document the basis of that determination.  Include the appropriate detailed information on: independent price/cost analyses performed, government cost (price) estimates if applicable, technical uncertainty on cost (price), life cycle cost, or any other appropriate cost (price) considerations that were used in determining reasonableness and realism of the offeror’s price.  Also, a summary track of costs from initial proposal through final proposal revision in comparison to the cost (price) estimate can aid in the establishment of the reasonableness, realism, and completeness of the successful offer.  Any use of field pricing reports, audits, project officer's estimate, etc., should be documented in the appropriate paragraphs of the evaluation summary.

8.2 Evaluation Summary

	a.	Reasonableness, Realism, and Balance

		(1)	The purpose of cost (price) evaluation is to ensure that the final agreed-to price is fair and reasonable.  FAR 15.404-1(b) and (c) discuss price and cost analysis in determining fair and reasonable price.  This analysis must also determine whether an offeror’s proposal is realistic in relation to the solicitation and the technical/management proposals, with regard to mathematical trackability, and balanced among line items.  FAR 15.404-1(d) and (g) discuss cost realism analysis and unbalanced pricing. Analysis will tend to differ in some regards depending on contract type.  Cost type acquisitions will focus more heavily on realism considerations than fixed price type acquisitions.  Cost type contracts are more likely to be numerically adjusted to reflect risk while fixed price type acquisitions are more likely to be rated as a higher risk where an adverse assessment is made. This section of the PCM documents the analysis effort that went into establishing these elements of the offers. Reasonableness will focus on a more top level price assessment measured against competing offers while realism will focus on a more detailed cost assessment considering the Independent Government Estimate (IGE) build up of costs and the viability of the offer measured against the offeror's proposed solution. The Instructions to Offerors (ITO) in section L of the RFP and evaluation criteria in section M of the RFP must provide specific information on what the offeror is to provide and how that information will be used to establish the reasonableness, realism, and balance of the offer. The PCM provides a documented assessment of the measurement against the ITO and evaluation criteria in this regard. 

		(2) It is important to note that simple mechanical comparisons of offers to one another and to the IGE do not form a substantial and robust assessment basis to declare and document the reasonableness and realism of an offer.  Accordingly, PCM documentation should include a thorough collection and review of data necessary to fulfill the requirements of the FAR, establish fairness to the offerors during the debriefing process, and withstand the legal ramifications of a protest.

		(3) As a quick way to spot potential problems, it will be a convenience to the reader to assemble any issues and address them one at a time in a table where the issue is identified across the top and the offerors down the left side.  For the purposes of this guide an element is not necessarily a cost element; it may be an issue, CLIN element, or component of price, e.g. travel.

 (
*** REASONABLENESS EXAMPLE TABLE ***
)

	
Offeror
	#s
Track?
	Info Provided?
	Costline Covered?
	Compliant with law?
	Within
Variation?
	Reasonable Element A?
	Reasonable Element B?
	Overall Reasonable?

	A
	Y
	Y
	Y
	Y
	N
	N
	Y
	N

	B
	Y
	N
	Y
	Y
	Y
	Y
	Y
	Y

	C
	Y
	Y
	N
	Y
	Y
	Y
	N
	Y

	D
	N
	Y
	Y
	Y
	Y
	Y
	Y
	Y

	E
	Y
	Y
	Y
	Y
	Y
	Y
	Y
	Y



 (
*** REALISM EXAMPLE TABLE ***
)
	
Offeror
	Skill Mix Costed?
	Overhead Covered?
	Compliant w Accounting?
	Within IGE Variance?
	Realistic Element A?
	Realistic Element B?
	Overall Realistic?

	A
	Y
	Y
	Y
	Y
	Y
	Y
	Y

	B
	Y
	Y
	Y
	Y
	N
	Y
	Y

	C
	Y
	N
	N
	N
	Y
	Y
	N

	D
	Y
	Y
	Y
	Y
	Y
	Y
	Y

	E
	N
	Y
	Y
	Y
	Y
	Y
	Y




			(a)	Reasonableness

				(1.) Documentation of reasonableness should cover the identification and explanation of the price analysis techniques performed in accordance with FAR 15.404-1(b).  This includes: (i) comparison of proposed prices, (ii) comparison of previously proposed prices, (iii) use of parametric rough yardsticks, (iv) comparison with competitive published price lists, (v) comparison of proposed prices with an IGE, (vi) comparison of proposed prices with prices obtained from market research, (vii) analysis of pricing information provided by the offeror. The first two techniques are the preferred techniques. Where the first two techniques do not provide an appropriate basis, then analysis and documentation should consider wrapped labor rate benchmarks identified by the Services Contract Act (SCA), Davis Bacon Act (DBA), or professional associations.  The analyst should consider an IGE as a benchmark.  If offers vary by more than 20% from the IGE, then have the IGE re-evaluated for accuracy. Reasonable offers would not be expected to vary from the IGE and the mean of offers by more than 20%. It is up to the Contracting Officer’s discretion to allow up to a twenty percent variance.  Contracting officers utilize their discretion to create reasonable limits. An updated IGE may incorporate any relevant proposal information. Where analysis of offeror pricing information is required, the focus should be on top level elements, e.g. labor, overhead, material, G&A.  Explanation by manner of historical decrement is acceptable in explaining material prices. Where an offer is found to be unreasonable in some respect it should be addressed during discussions and documented in the PCM.  If necessary discuss whether (1) an adjustment to price was made for the unreasonableness, (2) the offer was thrown out for the unreasonableness, or (3) a risk assessment was identified to the SSA. Where an otherwise low offer gives rise to reasonable doubt based upon the uncertainty contained in the offeror's cost proposal that the offer does not represent the low offer, then it may be rejected as such.

						(a) A fair price will be fair to both the buyer and seller.  It will be as likely to be over as under the IGE and mean of the offers.  A simple scatter plot will visually aid this process.  Skewed or disproportionate scattering of offers should be documented and what was done to resolve the concern.  Fair prices will cover the costs of a well-managed efficient operation while recovering a reasonable profit. An assessment of fairness is generated by broad top level consideration of the acquisition circumstances and should answer whether or not the offer covers the costline. This does not require cost analysis, but the documentation should address this concept.  The seller may offer a "buy-in" price that is not necessarily unfair. A large company offeror may be better able to absorb a loss than a small business, making the same offer less fair to the smaller company.  One company's financial capacity may greatly exceed that of another company, so that it would be unfair to one but not the other. Sometimes a company is trying to develop a new niche and is willing to accept higher risks.  Under this scenario it may be fair to buy-in and accept higher risk, but the PCM must document the basis. The PCM should document risks associated with a potentially unfair offer.  

						(b) A reasonable price will reflect marketplace supply and demand, and the type of competition. Competition may be perfect with many entrants establishing an equilibrium price or it may reflect few entrants establishing niches.  FAR 31.201-3 identifies a reasonable cost as one that by its nature and amount does not exceed what a prudent person would incur in a competitive business. The price must not only be reasonable for the total price but for elements comprising the total price. What is reasonable depends on whether it is generally recognized as ordinary within a specific industry, whether it complies with generally accepted accounting principles and laws, whether it reflects other contractor responsibilities, and whether it deviates from established contractor practices.  The PCM should document the type of competition and the condition of the marketplace.  If adjustments are made, then the PCM should document any adjustments for any unreasonable elements.  It is prudent to include language in the RFP that unreasonable elements of the offer can result in the adjustment or rejection of an offer or in the assessment of risk.  

                                     (c) When comparing prices it is relevant to examine the variability among offers. When the range of offers vary by more than plus or minus 20% from the mean, one should consider whether adequate price competition is at work and document this observation with how it was resolved. When using historical information as a benchmark of comparison, document necessary adjustments attributable to quantities, inflation, complexity, or other terms and conditions which reflect differences in the historical data.  When analysis includes labor rates, overhead, material, and potentially profit, realism assessments concerned with the viability of the offer given the proposed approach to the requirements come into play. Once again, however, individual wrapped labor rates would be expected to fall within statistical parameters of variance as a test of reasonableness and should be documented appropriately. Analysis that reveals zero profit or a failure to cover costs may indicate unreasonableness, but could represent an acceptable risk.  This risky situation should be addressed one contractor at a time, i.e. some contractors attempting to get their foot in the door with this strategy will expose their operations to different risks depending on the size of the company, the size of the current effort of their business base, the efficiency and utilization of capacity and so forth.  Therefore, discuss in the PCM the need to make a price adjustment or reflect risk in assessing reasonableness.              
	
		(2.)  The discussion should address whether (1) all required CLIN information was provided, (2) cost information tracked to proposed CLIN and total amounts, and (3) all cost/price information required by the RFP has been supplied in the proposal.  Where contractor data is insufficient, this must be addressed and documented in the PCM.  If necessary discuss whether (1) an adjustment was made, e.g. math mistake, (2) the offer was thrown out because insufficiency made the offer not viable, or (3) a risk assessment was identified to the SSA.

		 	(b)    Realism

.				  	(1.) Documentation of realism should cover the compatibility of proposed costs with proposal scope and effort; and whether the costs are realistic for the work to be performed.  The selected proposal must reflect a clear understanding of the requirements, and be consistent with the various elements of the offeror's technical proposal.  Cost realism analysis will be performed on all cost reimbursable contracts.  It will also be conducted on rare occasions for fixed price type contracts, most notably where small business may propose so competitively that award could result in performance short-falls or business failure.  Offers structured to buy into an acquisition are often flawed because they ultimately result in higher costs to the government on cost type acquisitions and poorer performance on fixed price acquisitions coupled with various challenges to scope that can result in higher costs.  While reasonableness assesses the overall viability of an offer against its competition, realism assesses specific viability of the offer against the offeror's proposed technical solution and current capability.

					(2) A realistic price will be realistic for that contractor.  In considering the evaluation of a proposal, assess the need for cost/price detail to compare proposed approach to proposed price, requesting the minimum necessary to assess the realism of the price given the approach.  If one cannot assess realism based upon the proposed cost/price information, request an appropriate amount of cost/price information to support an assessment of realism.  A realistic price will reflect an evaluation of fringe, overhead and general and administrative costs as appropriate to ensure the offeror has complied with their accounting practices.  Detailed cost analysis is more appropriate for cost type contracts and less appropriate for fixed price type contracts.  Even in a fixed price competitive source selection assessing realism may require some detail to potentially prepare an updated IGE. If an offer appears unrealistic for the proposed solution, then this will require discussion, resulting in some data being requested to compare against how the IGE was developed.  An offer prejudiced against the recovery of overhead type costs will likely be unrealistic for that offeror because we expect an offeror operating under prudent efficiency to cover their costs and reflect some profit.  The PCM should document any unrealistic overhead type costs and reflect any adjustments or risk assessments attributable to the specific lack of realism. The PCM should document that the scope proposed is reflected by an appropriate labor mix, distribution, and technical capability in the cost volume. Once again, in a fixed price type contract source selection, the bottom-line prices must be assessed for realism.  If this takes the form of benchmarking against the IGE, then significant variation in offers from the IGE will be cause for seeking enough data to reassess the IGE. AFFARS 5315.402(a) requires DAS(C) approval to obtain additional cost information.  Approval requests can be coordinated with HQ AFMC/PKP.  It is particularly important to note any labor categories identified in the technical volume that do not show up in the cost volume. The evaluation should consider issues like personnel turnover, training, and pension to ensure issues of efficiency and quality are realistically costed in the offer. Uncompensated overtime should be evaluated against the Fair Labor Standards Act and FAR 37.115 and any unrealistic absorption of effort should be reflected in the PCM.  If an offer reflects escalation or margins outside of current industry trends, then the PCM should document whether or not this is realistic for that contractor. 

					(3.) A realistic offer should dovetail an IGE, which has been crafted using current offeror input.  An offer that is significantly below this type of IGE would be expected to be unrealistic for that contractor.  The PCM should document any such offers and whether adjustment or risk assessment was made to reflect the lack of realism. 
   
 	   	(c)	   Balance

(1) Documentation of balance should reflect equity among CLIN prices within
the offer.  Although the overall total price may be otherwise reasonable and realistic, it may not be balanced among the CLINs.  This may reflect a pricing strategy by the offeror that has misallocated certain costs, e.g. startup effort, first article testing, estimated quantity, or likelihood of exercising a specific CLIN, in inappropriate CLINs.  This may result in risks, which must be conveyed to the SSA and documented in the PCM. Where the risk is unacceptable, the offer may be rejected.   
			

		   (4) In addition to cost or price analysis techniques, further measurement of reasonableness and realism may be made.  This is accomplished by comparing the cost/price estimate prepared by personnel responsible for the requirement (if applicable) and/or, if performed, the Independent Cost Analysis (ICA), with the proposed cost price.  This comparison should consider any risk associated with the technical approach proposed and disposition of any deficiencies previously identified.  Realism must be determined without regard to any proposed ceiling on the government’s obligation, thereby giving an accurate picture of the offeror’s likely success in performing the program.  Also, the PCM should identify any consideration given to variations in the amount of government-furnished property (GFP), use of government-owned facilities and tooling, and any other disparity that may have been adjusted to obtain an equitable evaluation of the offeror’s proposal.

		(5)	Document the decision rationale for having discussions including the date(s) of discussion.  If discussions were not held, document the source selection authority's reasons to award without discussions.  Also, if a final proposal revision was received, document the date(s) that discussions were held as well as a description of any significant changes between the original proposal and the revision.

	b.	Adequate Price Competition Determination

The conclusion of the evaluation summary must be followed with the final determination of adequate price competition (several interim determinations may be warranted throughout the source selection process).  This conclusion will be based on all of the information received during the source selection.  If the source selection is based on the best value to the government, then include an over-arching statement that the offeror selected has the best value to the government based on technical, cost and other considerations.  This statement should be immediately followed with a statement that cost or price was a substantial factor in the source selection.  If the source selection was based on the lowest evaluated price or “based on” other circumstances, provide a statement to the respective method used and any relevant information used in making the final determination of adequate price competition.  Ultimately, the final determination of adequate price competition must be completed as part of the Price Competition Memorandum before contract award.  It must be documented in, or attached to, the PCM.  The determination summary must satisfy adequate price competition requirements of FAR 15.403-1(c)(1) and as supplemented.  Also, the final conclusion should state that the offered price selected is fair and reasonable based on adequate price competition.

	c.	Source Selection PNMs

If at any time throughout the source selection adequate price competition does not exist, the exception of cost or pricing data is invalid.  In source selections without adequate price 
competition, cost or pricing data will be required and a cost analysis performed.  In these cases, prepare a PNM.  In addition to the applicable FAR and supplemented requirements, include the following in source selection PNMs:

		(1)	The proposed, objective and any final proposal revisions, documented by element of cost.
		(2)	Documentation detailing whether discussions were held and the date of the discussions.
		(3)	The date of submission of the final proposal revision and a description of significant changes between the proposal and final revision.
		(4)	Identification and explanation of the cost realism analysis required by FAR 15.404-1. A realism analysis is required whether or not adequate price competition exists.
		(5)	If a PC estimate or other government estimate is used in the source selection (i.e. for the objective, cost realism analysis, etc.), display the estimate and how the estimate was derived.  Explain significant differences between the anticipated award value and the government estimate.  In addition, explain all amounts included in the government estimate which are not directly comparable to the anticipated award amount (e.g., phase‑in costs).  If a PC is used as the objective in negotiated actions, it must be supported by cost analysis of the contractor's labor, material, and indirect costs.

CHAPTER 9

MISCELLANEOUS & ATTACHMENTS  (PCM)

9.1  Miscellaneous

This segment of the PCM is a catch-all for all other information, including identification of advisory reports and the signatures block of the PCM.

	a.	Advisory Reports

List all formal advisory reports received in the pricing of the action including audit, field pricing, technical, or any other report.  Include the respective report number and date, if applicable.  If informal assistance was used, briefly state the scope and the recommendations given.

	b.	Signatures

The signature of the author, the buyer, the price analyst, the PCO, and any other applicable person must be included at the end of the document.  The respective contracting officer and the price analyst must sign all PCMs.  This shows that all the parties involved believe the price is reasonable and realistic but also identifies the individuals so that they may be contacted later, if needed.  

9.2  Attachments

This segment of the PCM should be used to provide a copy of the contracting officer’s signed determination of adequate price determination, major cost element breakouts, or any other attachments identified within the document.
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	PRICE NEGOTIATION MEMORANDUM CHECKLIST

	
                                                                  PNM CONTENTS CHECKLIST
	
PRE
	
POST
	
NA
	SEE
NOTES

	
1.  SUBJECT
	
	
	
	

	
	a.  Contractor name, division or group and location
	
	
	
	

	
	b.  Contract or RFP Number (include modification number)
	
	
	
	

	
	c.  Item or service acquired
	
	
	
	

	
	d.  Case number
	
	
	
	

	
2.  INTRODUCTORY SUMMARY
	
	
	
	

	
	a.  Settlement date
	
	
	
	

	
	b.  Type of contractual action (new contract, SA, etc.)
	
	
	
	

	
	c.  Tabular summary of cost, COM, profit/fee and price:
	
	
	
	

	
		(1)  Proposed and objective
	
	
	
	

	
		(2)  Negotiated
	
	
	
	

	
		(3)  Separate summaries for options, etc.
	
	
	
	

	
		(4)  Fee or profit rate for each position
	
	
	
	

	
		(5)  Award fee pool for each position
	
	
	
	

	
		(6)  Share ratios for each position
	
	
	
	

	
		(7)  Min/Max fee for each position
	
	
	
	

	
		(8)  Ceiling price and percentage for each position
	
	
	
	

	
		(9)  Type of contract for each position
	
	
	
	

	
3.  PARTICULARS
	
	
	
	

	
	a.  Item or service identification:  
	
	
	
	

	
		(1)  Types and quantities
	
	
	
	

	
		(2)  Previous buys of the same or similar items
	
	
	
	

	
			(a)  When they were bought
	
	
	
	

	
			(b)  Quantity
	
	
	
	

	
			(c)  Contract type
	
	
	
	

				(d)  Prior unit or total prices (target/finals if applicable and available: document
                           separately  recurring and non-recurring costs) 
	
	
	
	

				(e)  Current unit or CLIN prices (may be attached) with name of item, NSN, part number,
                           quantities, etc., as applicable (document separately recurring/ non-recurring costs)
	
	
	
	

				(f)  Summary explanation of significant differences between the instant buy and most 
                           recent historical price(s) 
	
	
	
	


	Attachment A

	

                                                       PNM CONTENTS CHECKLIST  (Continued)
	
PRE
	
POST
	
NA
	SEE
NOTES

	
	b.  Explain method used to establish line item or unit prices
	
	
	
	

	
	c.  Clearance authority
	
	
	
	

	
		(1)  Approval authority
	
	
	
	

	
		(2)  Approval date
	
	
	
	

	
		(3)  Limitations specified by the approving authority
	
	
	
	

	
		(4)  Sessions, dates, and participants
	
	
	
	

		d.  Fact-finding/negotiation dates, places, names, titles, and office symbols for the 
           government and the Contractor
	
	
	
	

	
	e.  Principal government/Contractor negotiator identities
	
	
	
	

	
4.  ACQUISITION SITUATION
	
	
	
	

		a.  Acquisition background (contract type, IPT pricing, etc.)

	
	
	
	

		b.  Period of performance and/or delivery schedule  (address resolution of differences between
           required, proposed and negotiated)
	
	
	
	

	
	c.  Outside influences/unusual time constraints 
	
	
	
	

	
	d.  Government furnished facilities, equipment or base support unique to this acquisition
	
	
	
	

		e.  Unique features such as should cost, design-to-cost, life cycle cost, special payment procedures,
           and special provisions (clauses: savings, EPA, performance based payments, etc.)
	
	
	
	

	
5.  NEGOTIATION SUMMARY
	
	
	
	

		a.  Discussion/explanation of price analysis performed by the contractor and/or the government's 
           price analysis in the following areas or a statement why it was not performed
	
	
	
	

	
		(1)  Price element summary for proposed, objective, and considered negotiated amount
	
	
	
	

			(2)  Basis or estimating technique used to determine price reasonableness 
                     (atch exemption/waiver if in lieu of cost and pricing data)
	
	
	
	

			(3)  Identify submission of other than cost or pricing data necessary to determine a reasonable 
                     price.  Include discussion on rationale and required updates (atch sales data, catalogues, 
                     competitive price list, independent market prices, other data, etc.)
	
	
	
	

			(4)  Identify subcontractors required to provide cost and pricing data where the prime's 
                     requirement has been waived 
	
	
	
	

	
		(5)  Requirement changes and how the price analysis and objective were adjusted
	
	
	
	

	
		(6)  Significant differences between the objective and negotiated amounts
	
	
	
	

			(7)  Use of advisory information/report to establish the objective, including significant
                     differences between them, the objective, and the final negotiated agreement
	
	
	
	

	
	b.  Identify proposal of record used to establish objective
	
	
	
	

		c.  When cost and pricing data is obtained, a statement that full reliance was placed on contractor
           provided data except where specifically identified (including agreed to cut-off dates)
	
	
	
	

		d.  Major cost element summary with sub-paragraph index for proposed, objective and considered 
           negotiated amounts (including direct and indirect costs for labor, materials, etc.)
	
	
	
	

		e.  Discussions/explanations of cost analysis performed for each major cost element for contractor 
           proposed, government objective and negotiated positions in the following areas
	
	
	
	

	
		(1)  Summary breakout of the components which make up the major cost element amount
	
	
	
	

	
			(a)  Labor hours by rate category
	
	
	
	

	
                                                       PNM CONTENTS CHECKLIST  (Continued)
	
PRE
	
POST
	
NA
	SEE
NOTES

	
			(b)  Identify and discuss indirect rate 
	
	
	
	

	
			(c)  Materials and other costs by category
	
	
	
	

	
			(d)  Subcontractor cost or pricing data
	
	
	
	

	
				1.  Requirement, availability, adequacy, reliance, of subcontractor cost/pricing data
	
	
	
	

	
				2.  Sole source or competitive
	
	
	
	

	
				3.  Extent and adequacy of the prime's review
	
	
	
	

					4.  Why certified cost or pricing data not obtained when required (atch -
                                waiver/exemption)
	
	
	
	

	
				5.  Why certified cost or pricing data obtained when not required
	
	
	
	

	
			(e)  Basis or estimating method used
	
	
	
	

				(f)  Explanation of contractor data not relied upon and reason for using other than
                            contractor's data, identify data used to develop the government's position (see 5.c)
	
	
	
	

				(g)  Rationale, sources, and currency of the data used to establish the objective (include 
                           modification change determined to be non-commercial where originally commercial)
	
	
	
	

	
			(h)  Requirement changes and how costs were adjusted
	
	
	
	

	
			(i)  Significant differences between the objective and negotiated amounts
	
	
	
	

				(j)  Use of advisory reports/IPT pricing in establishing the objective, including significant
                          differences between them, the objective, and the final negotiated agreement
	
	
	
	

				(k)  Actual costs to date, % of completion, trends and, if significant, the contractor's
                           estimate to complete
	
	
	
	

			(2)  With incentive arrangements, describe how the share ratio(s) and ceiling price(s) were
                      established
	
	
	
	

	
		(3)  When establishing a final price of an incentive contract
	
	
	
	

				(a)  Compare contractor stated costs incurred and acceptable actuals reflected in the
                           objective and explain differences.  Show the calculations of the incentive
                           arrangement to adjust the final profit/fee and compare to ceiling price
	
	
	
	

	
			(b)  Identify significant differences between objective and negotiated position
	
	
	
	

				(c)  Identify supplemental agreements that adjusted targets and state respective
                           amounts
	
	
	
	

				(d)  Identify any firm fixed price and cost reimbursement amounts not subject to the 
                           incentive settlement, but which were in the total settlement amount
	
	
	
	

	
		(4)  Profit.  Explain how the objective was developed
	
	
	
	

				(a)  If WGM was used, state assigned weights and provide rationale when weights are 
                           below or above normal.  (DD 1547 Atch to the PNM)
	
	
	
	

	

			(b)  If WGM not used, explain why not and how profit objective was developed
	
	
	
	

	
6.  MISCELLANEOUS
	
	
	
	

	
	a.  List government advisory reports (audit, pricing, technical, should cost, etc.)
	
	
	
	

	
		(1)  Explain use of informal field assistance in lieu of formal report(s)
	
	
	
	

	
		(2)  Explain basis for any field reports required but not obtained
	
	
	
	

		b.  Provide status and explanation/disposition of the deficiencies on the following contractor
           systems that impact the instant negotiations
	
	
	
	

			(1)  Accounting system (include adequacy of disclosure statement and compliance with cost 
                     accounting standards)
	
	
	
	

	
                                                       PNM CONTENTS CHECKLIST  (Continued)
	
PRE
	
POST
	
NA
	SEE
NOTES

	
		(2)  Purchasing system
	
	
	
	

	
		(3)  Compensation system
	
	
	
	

	
		(4)  Estimating system
	
	
	
	

	
		(5)  Any other systems, as appropriate
	
	
	
	

		c.  List/identify contractor provided cost/price data.  Identify certificate of current cost/pricing
           data, if provided
	
	
	
	

	
	d.  Summarize why the negotiated price is fair and reasonable
	
	
	
	

	
		(1) Address the 25% limitation on price increases
	
	
	
	

	
	e.  Include signatures of the Contracting Officer and the author of the PNM
	
	
	
	

	
7.  ATTACHMENTS
	
	
	
	

	
	a.  DD 1547 - Weighted Guidelines (unsigned without a report number for preliminary PNM)
	
	
	
	

	
	b.  DD 1861 - Facilities Capital Cost of Money (for the objective only)
	
	
	
	

		
	c.  Cost/profit charts (if incentive type contract)
	
	
	
	

	
	d.  Other atch identified in the PNM
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	PRICE COMPETITION MEMORANDUM CHECKLIST

	
                                                                  PCM CONTENTS CHECKLIST
	
YES
	
NO
	
N/A

	
1.  SUBJECT
	
	
	

	
	a.  Contractor name, division or group and location
	
	
	

	
	b.  Contract or RFP number 
	
	
	

	
	c.  Item or service acquired
	
	
	

	
	d.  Fiscal year funds
	
	
	

	
	e.  Case number
	
	
	

	
2.  INTRODUCTORY SUMMARY
	
	
	

	
	a.  Contractor and proposal selected for award and date
	
	
	

	
	b.  Offerors
	
	
	

		c.  Tabular Summary of: proposed price, most probable cost (MPC)/government estimate, 
             and final proposal revision
	
	
	

	
		Cost/target cost
	
	
	

	
		Cost of money
	
	
	

	
		(Target) Profit/fee
	
	
	

	
		Total
	
	
	

	
		(Target) Profit/fee %
	
	
	

	
		Minimum/maximum fee ($ and %)
	
	
	

	
		CPAF (base/award fee) ($ and %)
	
	
	

	
		Incentive/share ratio
	
	
	

	
		Ceiling price ($ and %)
	
	
	

	
		Contract type
	
	
	

	
	d.  Description of how the share ratios and ceilings were determined
	
	
	

	
3.  PARTICULARS
	
	
	

	
	a.  Description of item or services being procured
	
	
	

	
	b.  Explain method used to establish line item or unit prices
	
	
	

	
	c. Clearance authority
	
	
	

	
		(1)  Approval authority
	
	
	

	
		(2)  Approval date, sessions, and participants
	
	
	

		d.  Personnel: List names, title, organization and telephone number of participants in price
             analysis/realism discussions
	
	
	


	Attachment B

	
                                                       PCM CONTENTS CHECKLIST  (Continued)
	
YES
	
NO
	
N/A

	
	e.  Significant dates:
	
	
	

	
		(1)  Proposal date
	
	
	

	
		(2)  Discussion(s)/date(s)
	
	
	

	
		(3) Final proposal revision date
	
	
	

	
		(4)  Other significant date(s)
	
	
	

	
4.  ACQUISITION SITUATION
	
	
	

	
	a.  Acquisition background
	
	
	

	
	b.  Discuss period of performance/delivery schedule
	
	
	

		c.  Outside influences/unusual time constraints 
             (i.e., Funding limitations, higher level/Congressional influences)
	
	
	

		d.  Unique features or special pricing provisions 
             economic price adjustment (EPA), warranties, special progress payments, etc.)
	
	
	

	
5.  EVALUATION SUMMARY
	
	
	

	
	a.  Reasonableness, realism, and  balance
	
	
	

			(1)  Description of the price analysis technique(s) used, results, and appropriateness in 
                   determining price reasonableness and completeness
	
	
	

	
		(2)  Description of the realism analysis technique(s) and their result(s)
	
	
	

			(3)  Description of assessment of balanced pricing and any associated risks
	
	
	

			(4)  Document the decision rationale for having discussions and the date(s) or
		     the decision to forego them(s)
	
	
	

			(5)  Description and listing of major differences between the proposal and the final proposal
 		      revision prices 
	
	
	

	
	b.  Adequate price competition determination 
	
	
	

	
		(1)  Determination statement of adequate price competition
	
	
	

			     (a)  Statement that the offeror selected for award has the best value to the government
                   and that cost was a substantial factor in the selection for award; or
	
	
	

	
		     (b)  Statement that offeror selected for award had the lowest evaluated price; or
	
	
	

	
		     (c)  Statement that offeror selected for award was ‘based on’ adequate price competition
	
	
	

			(2)  Definitive statement that the offered price selected is fair and reasonable based
                   on adequate price competition
	
	
	

	
6.  MISCELLANEOUS
	
	
	

	
	a.  Listing of government advisory reports
	
	
	

		b.  Signature block for contracting officer, price analyst, and any other signatures required

	
	
	

	
7.  ATTACHMENTS
	
	
	

	
		a.  Copy of the contracting officer’s signed determination of adequate price competition
	
	
	

	
		b. Major cost element breakout and other attachments as identified in the document
	
	
	



	Specialized Price Negotiation Memorandum Format
See PNM/PCM Guide, Para 1.2c 
For use between Micro threshold and SAP thresholds; replaces AFMC Forms 829 and 829A 


	Contractor Name

	Division

	Street Address

	City, State, Zip       

	Contract Number
	Date of Negotiations

	Contract Type
	Schedule

	Item Description    

	Negotiation Participants

	
	Name
	Position
	Organization
	Phone

	Contractor          1
	
	
	
	

	                           2
	
	
	
	

	                           3
	
	
	
	

	Government       1
	
	
	
	

	                           2
	
	
	
	

	                           3
	
	
	
	

	Summarized Cost/Price Information

	
	Proposed
	Objective
	
	Negotiated

	Cost
	
	
	
	

	Profit
	
	
	
	

	Price
	
	
	
	

	Unit Prices

	Noun
	Part #
	Proposed
	Objective
	Negotiated

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Basis

	Catalog/Market Price: Document the source of information, similarity, verification, and discounting.





	Historical Comparison: Document prior contract number, basis of prior determination of fair and reasonable e.g. competition, prior award date, quantity, and price.  Document and address adjustments to the current buy.






	Other: Document any other basis to include government estimate, formula pricing agreement, CERs, GSA, prices set by law, or value review.




	Miscellaneous

	Document relevant cost accounting information as appropriate e.g. CAS violations, disclosure statement adequacy, and status of contractor systems.  Document use of advisory reports or field information plus attachments.




	All information provided by the contractor was relied upon as a basis of determining the Government Objective and as a basis for settlement of this acquisition.  Based upon the representations contained in this document the price is considered Fair and Reasonable.

	Signatures

	Contract Negotiator: Office, Signature, Date


	Contracting Officer: Office, Signature, Date
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