Acquisition Instructions

APPENDIX K

SECTION I. INSTRUCTIONS
PRE-NEGOTIATION OBJECTIVE MEMORANDUM
(FAR 15.807)


Contracting Activity_____________________________Date______

Competitive:  |_| 	Non-Competitive:|_|  [enter brief description of project or project title here]

Pre-Negotiation Total:  $______________  [Highest in (Approval Requested)		competitive range, or if		non-competitive, the pre-			negotiation objective]

	Offeror(s):
	Address:

	
	

	
	[List this information for all who submitted an offer -- if this is lengthy, you may attach a sheet with this information, and reference here]

	
	



Description of Contract Line Items:

	Description
	Quantity
	Unit Price
	Total

	
	
	
	

	[here or as attachment]
	
	
	

	
	
	
	



Pricing Structure:

	Cost (Excl Com)
	$_______________

	Cost of Money
	 _______________

	Total Cost
	 _______________

	Fee/Profit (     %)
	 _______________

	Base Fee   (     %)
	 _______________

	Award Fee  (     %)
	 _______________

	Total
	 _______________



Preparer (Signature)_________________________Date:_______________

Reviewer (Signature)_________________________Date:_______________

Approved (Signature)_________________________Date:_______________


<$500K Chief, Contracting Operations Division
>$500K & <$50M Principal Assistant Responsible for Contracting
>50M Head of Contracting Activity (HCA)           


PRE-NEGOTIATION OBJECTIVE MEMORANDUM


Contracting Activity:                						Date______

Competitive:  |_| 	Non-Competitive:|_|

Pre-Negotiation Total:  $______________
(Approval Requested)

	Offeror(s):
	Address:

	
	

	
	

	
	



Description of Contract Line Items:

	Description
	Quantity
	Unit Price
	Total

	
	
	
	

	
	
	
	

	
	
	
	



Pricing Structure:

	Cost (Excl Com)
	$_______________

	Cost of Money
	 _______________

	Total Cost
	 _______________

	Fee/Profit (     %)
	 _______________

	Base Fee   (     %)
	 _______________

	Award Fee  (     %)
	 _______________

	Total
	 _______________




Preparer ________________________	Date: _______________ 		

Reviewer ________________________  Date: _______________ 		

Approved ________________________	Date: ________________		
  <$500K  Director of Contracting	

Approved ________________________	Date: ________________ 		
> $500K- Principal Assistant Responsible for Contracting	
SECTION II.  Summary of Key Documents.  Identify by reference and date each key document.

1.  Solicitation
2.  Contractor Proposal (s)
3.  DCAA Report(s)
4.  ACO Report(s)
5.  Technical Report(s)
6.  Pre-Award Survey
7.  Others:						

SECTION III.  POM Introduction.

[General background instructions follow --  DO NOT ADD A LENGTHY NARRATIVE BETWEEN THE SECTION HEADING AND THE LIST OF ATTACHMENTS.  THIS IS INFORMATION FOR YOUR USE ONLY:]

For sole source negotiated contract actions, the POM shows the contractor’s methodology and development of his proposal position (to the extent it can be determined from the contractor’s proposal and fact finding efforts), how the price/technical/audit reviewers developed their recommendations  and how the negotiator developed the prenegotiation objective.  An understanding of the development of each position is essential to adequately prepare for negotiations.

For competitive negotiated acquisitions, the POM shall include the source selection plan, AS ATTACHMENTS as well as sections “L” and “M” of the solicitation.  It shall discuss the evaluation criteria and the basis for award contained in the solicitation; set forth a summary schedule of offeror’ prices; and the technical and cost evaluations with specific reference to the applicable key documents appended to the POM.  It shall also include a determination and supporting discussion of offerors determined to be within and outside the competitive range and a summary of the technical and cost deficiencies to be discussed with offerors selected to participate in the discussions.

 POM for a competitive acquisition is largely a review of the basis for source selection to ensure that full documentation and support exist to withstand any subsequent protest or allegation that the price was not fair and reasonable.  The use of competitive source selection may preclude detailed cost analysis or negotiations.  In such cases, Section IV (Analysis) of the POM should be omitted.  However, use Section VII (POM Price Analysis) to document the determination that the price offered is reasonable as required by FAR 14.407-2.

						
1.  Exhibits/Attachments.  List in order as they appear in body of the POM and tab accordingly.  The following must be included if applicable:

· Copy of SF 1411 and supporting schedules or attachments
· DCAA/Field Pricing Report(s)
· Technical Evaluation Report(s)
· Independent Government Estimate
· Internal Pricing Report(s)							
· Written Letters of Deficiencies and Clarifications		
· Record of Weighted Guidelines Application - DD Form 1547	
· Special provisions affecting price
· Source Selection Plan
· “Evaluation for Award”  section of the solicitation if competitive   
· The competitive evaluation, if used

2.  Background.  

    a.  Procurement history.  
     Include a short narrative about the procurement - one or two paragraphs

    b.  Negotiation environment (definitizing a letter contract, disposition of defective pricing findings, etc.).       Again, a short narrative stating whether it is a competitive pre-award action, a modification to an existing contract, a sole source pre-award, a ratification action, etc.  

3.  Type of Contract.

    a. Discuss technical, schedule POM Cost and cost risk involved.   
This section is to explain the overall procurement - do not discuss offeror risks here, simply  those associated with the work effort itself

    b. Rationale for contract type used. 
Explain why you chose fixed price, cost plus fixed fee, time and materials or whatever type contract you chose to use.  Discuss in terms of regulatory guidance relating to contract type.  If approvals are required, they should be in the file and referenced here and as key documents.  

4.  Source Selection.    

Throughout the POM and PNM you should always keep offerors in the same order.  It does not matter WHAT ORDER, JUST BE CONSISTENT.  Attachments which include information on all offerors should also be kept in the same order.  Makes review and discussion much easier.]

UNLESS this is a sole source acquisition, you should not make statements which would lead to the idea that a selection has been made or that compares offerors with each other (except for the purpose of competitive range determinations more fully discussed below)								

    a.  Discuss rationale for selection of source(s).    
For  modifications, sole source, or other actions, do a short narrative as to why doing the action with the vendor specified is considered to be advantageous to the Government. Remember, when doing a pre-award action, no source selection decision is traditionally made at time of POM preparation.  FOR COMPETITIVE PRE-AWARD ACTIONS ONLY  replace the subparagraph a. description shown above with the following:

    b.  Discussion of potential sources:  
(AND THEN DO AN APPROPRIATE DISCUSSION OF EACH SOURCE COMPARED TO SECTION L/M CRITERIA.)

FORMAT:

A separate paragraph for each offer submitted (that includes an offer from a sole source!!!), information on the evaluation results (copies of evaluation documentation should be a TAB or attachment to the POM), information on price and what the planned negotiation objective is (or reference the competitive range decision if the offer is to be eliminated from further competition)

Include the following elements:

	(1)  Identify offeror, then do a narrative discussion of that offeror IAW solicitation requirements.  Please do NOT reiterate the entire detailed evaluation, but the specialist should be so familiar with the evaluation as a whole that he/she can characterize the proposal from a business standpoint and pick out a few telling and characteristic or especially critical examples which exemplify the proposal quality.   

	(2)  Cover all major weighted factors, and scores attained on a 100 point scale (i.e. each weighted factor should be on a 100 point scale, not converted -- so you should NOT say “received 4 points out of 5” but rather say 80%.  Much easier to understand for reviewers).  If the action is post-award, still should include an analysis of the proposal, in form appropriate to the type of action instead of in terms of the pre-award scoring.

	(3)  For competitive actions, as an attachment to the POM, include a chart which does a detailed breakout of factors, subfactors, weights, and offeror results, including past performance and proposed price or cost, as well as most probable cost if applicable.  IF YOU PREPARE THIS CHART BEFORE YOU BEGIN, YOUR NARRATIVE WRITING TASK IS EASIER, AS IS YOUR COMPETITIVE RANGE DECISION.

	(a)  Include reference to whether the offeror will be retained in the competitive range and discussions held or not.  If excluded, refer to competitive range determination, which must be an attachment to the POM.

	(b)  If offeror will be included in competitive range,  you will discuss negotiation objectives for each in the same way you would for sole source.

	(4)  Discuss negotiation objective(s).  This will include a short discussion of the objective, including price objectives.  This may be in general terms with the specifics as an attachment where they are lengthy.  Note that if you do one offeror as an attachment, be consistent and do all the same way for ease of reference.

	(5)  If you intend to request waiver of PNM approval, you should also address the contingencies under which such PNM approval would apply.  For example, your negotiation objective may be $7.5 million -- however, part of the $8 million proposed price is due to what the evaluation team sees as overstaffing.  Yet, you believe that the contractor may be able to support the staffing required due to training requirements or something....  You might want to make the statement to read something like this:  “Price negotiation objective is $7.5 million, which reflects the evaluation board’s findings that the contractor was overstaffed by 9 employees; however if contractor adequately supports the necessity for proposed staffing levels, the $8 million proposed price will be accepted” .  This permits the eval team to allow costs which are adequately supported as a result of discussions.

	
    c.  Extent competition solicited and secured.   
Note that if the action is an out-of-scope modification, you should give brief synopsis and simply reference the J&A -- same with sole source pre-award.  No need to reiterate all of the contents of the J&A here.  

If competitive action,  discuss competition aspects of the procurement -  If  adequate competition was not achieved, discuss:
	
	(1) possible reasons why, and

	(2) steps taken to enhance future competitiveness.  Is data for competitive reprocurement being purchased?  
Discuss cost, delivery and whether or not we are getting unlimited rights.

For example if only one offer was received, you will likely have responses from offerors as to why they did not submit a proposal (i.e. “too busy with other projects at this time”)  Explain why if we are able to tell and give an analysis of the impact on the procurement and on future procurements.

SECTION IV. Analysis.

REMEMBER -- IF COST ANALYSIS WAS NOT REQUIRED & NOT DONE, SIMPLY INSERT THE WORDS:  “Cost Analysis not required -- Section omitted” here, and delete the rest of the section which is not applicable!    

IF Cost Analysis was performed, provide a summary comparison in columnar format of (i) the contractor’s proposal, (ii) the audit recommendations, (identify areas of nonconcurrence with the audit report), (iii) the price/technical recommendations and, (iv) the prenegotiation position by using the elements of cost on SF 1411 - “Contract Pricing Proposal Cover Sheet,” and FAR Table 15-2.  Generally, this summary should resemble the following:

	
	Contractor
	 DCAA
	Price/Technical
	Objective

	
	
	
	
	

	Material
	$
	$
	$
	$

	Direct Labor
	$
	$
	$
	$

	Indirect Costs
	$
	$
	$
	$

	Other Costs
	$
	$
	$
	$

	Royalties
	$
	$
	$
	$

	Total Cost
	$
	$
	$
	$

	FCCOM
	$
	$
	$
	$

	Profit/Fee
	$
	$
	$
	$

	
	
	
	
	

	Total
	$
	$
	$
	$



[If sole source, you can simply discuss the following issues.  If competitive, normally you will not have detailed cost analysis since competition alleviates the requirement.  However, in cost contracts and other similar endeavors, you may well have all or part of this information due to development of most probable cost estimate, etc.   Also, you may have limited portions of this as “cost information” (not “cost data” in the meaning of the regulation). If more than one offeror is being analyzed, prepare a section for each offeror which addresses these elements. 
Normally your cost/price analyst will prepare the documentation needed to fill in this area]

Parts 1 through 5 of the cost analysis section identify the factors under major cost elements summarized above which should be discussed in detail, to show how the pre-position was developed.  (“Profit/Fee,” which is also included in the summary above, should be discussed in Section V.)  Additional parts may be included, as necessary, to provide further detail for clarity.  Before commencing the written analysis in each part, summarize the respective contractor, audit, price/Technical and POM positions at the appropriate level to which this element of cost was analyzed, i.e., “material” in the above chart would usually be analyzed and summarized in Part 1 - “Material” at the Raw Material, Purchased Parts and Subcontracted Items level.  Generally, this summary would resemble the following:

   
	
	Contractor
	 DCAA
	Price/Technical
	Objective

	
	
	
	
	

	Raw Material
	$
	$
	$
	$

	Purchased Parts
	$
	$
	$
	$

	Subcontracts
	$
	$
	$
	$

	
	$
	$
	$
	$

	Total Material
	$
	$
	$
	$



When each subcategory is discussed, summarized any subdivision used in the proposal or analysis again in columnar format and track back to the summary which opened that part of the POM.  At all times, the bottom line summary of each Part should track to the major elements of the cost summary chart which began Section 5 - “Cost Analysis.”  Use of the detailed hour and rate analysis, summary charts, graphs and computer printouts are encouraged. Include them as attachments to the POM.

1.  Material:  Summary of sources and the contractor’s estimates - firm Purchase Orders, quotes, competition, catalog items, estimates, prior history with escalation.

2.  Direct Labor.  

    a.  Summary of contractor/s approach and basis or estimate by individual labor category.

    b.  Provide historical actual hours per each labor category.

    c.  Provide manloading charts, if applicable.

    d.  Summary of negotiator’s approach to develop POM objective.  Identify any conversion factors to get from a staffing level (head count) to hours.  Compare these conversion factors with the factors used by the contractor to develop overhead rates.


3.  Labor and Overhead Rates.

    a.  Summary of the contractor’s proposed rates per year and basis for development.  If an FPRA exists, identify period covered by the agreement.  Discuss the agreement if it does not appear adequate and current.  Discuss the effect of any union agreement, if applicable, on forward pricing rates established.  Identify when Cost of Living Adjustments (COLAs) are scheduled.  If no FPRA exists, discuss the DCAA and price analyst recommended rates by year and reasons for variance from contractor proposed rates.

    b.  Discuss wage determinations as applicable.

    c.  Identify and discuss wage escalation included in FLSA exempt labor rates.

    d.  Discuss the stability of the contractor’s business base and any potential for changes that would affect overhead rates.  What are the cost drivers in the rates (e.g., headcount, salaries, fringe benefits, depreciation, taxes, insurance, etc.) and what is the potential for change.

    e.  Summary of the negotiator’s analysis for determining rates used to develop the POM position.  Identify the basis to which rates apply.  Show the build-up of the pre-negotiation dollar objective through application of the rates to their respective bases.

        (i)  Labor costs.  Identify the labor hours to which the rates apply from the discussion in part 2 above.  Show the build-up of the POM direct labor dollar position by the application of the labor rates to the labor hours in Part 2 above.  The total direct labor cost should track to the “Direct Labor” cost in the summary comparison which opens the POM Cost Analysis - Section IV.

        (ii)  Overhead Rates.  Show the build-up of the applicable prenegotiation overhead cost position by the application of the overhead rates to their respective bases.  For clarity, Material Overhead and General and Administrative Overhead may be shown at the point of the analysis where they would be applied.  That is, Material Overhead in Part 1 - “Material,” and General and Administrative Overhead after Part 4 “Other Costs.”  However, total overhead dollars should track to the “Indirect Costs” in the summary comparison which opens the POM Cost Analysis - Section IV.

4.  Other Costs.  

    a.  Summary of the contractor’s proposed expenses and basis for estimate.

    b.  Summary of audit/price/technical recommendations.

    c.  Negotiator’s analysis supported by actuals and historical data.  

    d.  Summary of Other Costs should track to summary comparison which opens the POM Cost Analysis - Section IV.

SECTION V.  POM Profit/Fee Analysis.  
(Attention is directed to DFARS 215.9.)
DISCUSS AN ANALYSIS OF APPROPRIATE COST/FEE

1.  Discuss the contractor’s proposed profit/fee rate. (For competitive actions, do so for EACH OFFEROR) 

[Again, will have primarily for sole source -- may not have detailed info in this area if competitive.  If you do have more than one to discuss, discuss all issues relating to a single offeror individually.  Do not compare except with government standards and recommended levels]

2.  Complete DD Form 1547, which is attached as an exhibit.  If an alternate structured approach is used (DFARS 215.902(3)), discuss the rational utilized in developing the alternate structured approach.    
[if more than one offeror, one for each]

3.  Discuss the analyses and conditions which resulted in the assigned values.  Discussion should include, as a minimum:

    a.  Performance Risk.  The contractor’s performance risk in the proposed contractual action is evaluated using three criteria:  Technical risk, Management effort and Cost Control effort.  The rational utilized in assigning the weight and the profit values for each of the criteria should be documented.

    b.  Contract Type Risk.  Document those aspects of the proposed contractual action which would justify a contract type risk value that is either above or below the norm.  Discussion shall include the reduced contractor risk for costs incurred prior to definitization of an undefinitized contract action (see DFARS 217.7404-6).  For those actions which meet the criteria for a working capital adjustment (DFARS 215.971-3), the calculation should be briefly described.  This should include the value of the major subcontract effort excluded from Contract Costs, the percentage used to calculate the Portion Financed by the Contractor, the number of months used to establish the Contract Length Factor, and the current Interest Rate.

    c.  Facilities Capital Employed.  Include the contracting officer’s assessment of the usefulness of the facilities capital and the allocation of the facilities capital to the contract action.

4.  Discuss award fee structure.

5.  Discuss the Incentive Fee-Structure, if applicable.  [Although not mentioned, if incentive fee used, include solicitation info as an attachment also]


`SECTION VI.  POM Price Analysis.

1. In accordance with FAR 215.805-2, the contracting officer is required to perform a price analysis to determine that the price offered is fair and reasonable.  Additionally, any price arrived at through cost analysis should be corroborated through price analysis techniques ASPM Volume 1, Chapter 2 and ASPM Volume 2 discuss price analysis techniques which may be utilized.  Make your price analysis section clear, concise, and to the point.  Some good words to strive toward: “Price is fair, reasonable, realistic and obtainable.  Best value for the government - price and other factors considered.”

FOR NON-COMPETITIVE:  

2.  Include a comparison and reconciliation of the POM position to historical unit prices if these are available and scope of work is sufficiently similar for valid comparison.

3.  If converting an unpriced contractual instrument, give the cost incurred information and discuss how it was used in the analysis.

COMPETITIVE

4.  Note that for competitive proposals you will have a discussion of these issues for EACH OFFEROR. 

5.  For those you intend to omit from the competitive range, reference that fact, and how the price analysis contributed to that decision, briefly (reference the evaluation documents or the competitive range decision document as applicable if there are lengthy details)  

6.  Identify price/cost objectives for each offeror remaining in the competitive range.  (i.e. if an offeror is understaffed by 10 people, add the likely cost of 10 people as your objective, or delete it if he’s overstaffed....your eval team including the cost analyst should have provided input to assist you in doing this)

SECTION VII.  Special Provisions.

Discuss any special provision which may affect source selection or price and attach a copy of each provision.  Examples of clauses which must be discussed in this section are:

1.  Economic Price Adjustment (EPA).

2.  Government Furnished Material/Equipment/Property (GFM/GFE/GFP).  The amount and type of GFM/GFE/GFP should be detailed, together with a discussion of how such GFM/GRE/GFP affected the source selection or price of a proposed contractual action.  This should include a discussion of the contractor’s approach to using such property and the relative benefits derived from the contractor’s approach.

3.  Unusual contract financing clauses, i.e., milestone billings, advance payments.

4.  Small Business Incentives.

5.  Deviations from FAR, DFARS, AFARS, or other Departmental Regulations.

6.  Warranty provisions.

SECTION VIII.  POM Other Information.

 Address other information pertinent to the POM that is not included in the sections above, such as:

1.  If applicable, discuss the requirements of FAR 45.306 and FAR 45.307 with regard to the acquisition of Special Test Equipment and/or Special Tooling.

2.  Safety/Surety issues.

3.  Discuss the extent of DCAA auditor participation in prenegotiation fact-finding and plans for DCAA auditor attendance at negotiations, if any.  (See DFARS 215.807(a)(ii))

This completes the Price Objective Memorandum!!
Remember, the purpose of the POM is to explain the project,  present information about the proposals received, including what will be discussed with each offeror, and the Government’s negotiation objective for each offeror with whom discussions will be held --don’t select a source here - do that in the PNM!!!!! 

K-1

