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I. -- Purpose

I.1.  What is IPT Price Negotiation and Agreement?  The IPT process is a concurrent versus serial approach to contract pricing.  IPT Price Negotiation and Agreement is designed to expedite contract award by replacing the traditional pricing and negotiation process with a team-based approach (including government and contractor functional experts) that uses communication between the contracting parties during solicitation and proposal development to resolve issues up front.  (DCMC Definition)

I.2.  Why IPT Price Negotiation and Agreement?  IPT Price Negotiation and Agreement has a number of advantages:

•
Teamwork ensures both the offeror and government develop a clearer understanding of the requirements to be performed under the contract.

•
Analysis of the price or cost is better because the pricing team is part of the proposal preparation process.

•
Improves performance since all parties clearly understand what was negotiated and any outstanding issues

•
Improves processing time by combining activities.

I.3.  Why was this guide prepared?  At the July 1998 Pricing Chiefs’ meeting, one of the working groups addressed the area of IPT Price Negotiation and Agreement.  The group recommended publishing a paper with guidance and lessons learned on better ways to perform IPT Price Negotiation and Agreement.  ASC and ESC provided their guidance that was used as a basis for this guidance.  The first section provides lessons learned.  The Questions and Concerns section addresses specific issues raised at the Pricing Chiefs’ meeting.  The final section gives a list of Points of Contact (POCs) and programs that have developed guides or other guidance.  We are interested in capturing any additional lessons learned or recommendations to improve the IPT process.  Please submit these ideas, comments or recommendations to HQ AFMC/PKPC.

I.4.  This guide is an advisory resource for individual IPTs to use to develop negotiated agreements.  It is neither mandatory nor all-inclusive and is one of many resources available.

II. -- Lessons Learned

II.1.  Government Resources:
(a) Full government and contractor participation on an IPT to develop a proposal and to negotiate a contract can be very labor-intensive, especially early in the procurement process.  Participation by program office personnel, Defense Contract Management Command (DCMC), engineers and other technical experts, program managers, financial managers, contracting officers, negotiators, price analysts, auditors, and other support personnel is required.  Their participation should begin with the initial stages of developing the requirement and continue to a varying degree through the development of agreements and contract award.  These same resources have traditionally been involved in non-IPT processes.  It is a unique management challenge to invest these resources for the period of time needed for a successful IPT.  However, the resulting negotiations will be more streamlined and better and will justify the investment.

(b) Because of the labor resources required for a formal, beginning-to-end IPT Price Negotiation and Agreement effort, the program office should consider using processes to increase efficiency.  Video teleconferencing and/or electronic access to the contractor’s preliminary basis of estimates have been helpful in providing the government team members with needed information, while reducing travel costs and time in the contractor’s facility.

II.2.  Upfront Planning is Important:

Upfront planning meetings, communication, and training among all of the participating parties, both government and contractor, are critical.  Team members should all understand the processes to be used to collect data, record agreements, coordinate findings, and resolve differences as well as the goals of the team, i.e. what it is that the team is trying to achieve.  Each member should also clearly understand his or her role on the team and the responsibilities inherent with that role.  Team members should also be at least aware of the basic regulatory boundaries in which the team operates.

II.3.  Standard Process:
(a) Part of the upfront planning activity is the documentation of management (both government and contractor) support for the processes and goals of the team.  If the response to setting up an IPT is haphazard with no standard process -- the “fuzzy front-end” -- time will be wasted due to uncertainty.  The IPT process requires members be trained in how the process works and their role in making it a success.  They should then be empowered to solve problems, if at all possible, at the working level.

(b) A Business Memorandum of Agreement (BMOA) or some other document demonstrating management commitment by both contractor and government to the IPT process is critically important to the success of IPT Price Negotiation and Agreement.  Preferably, use a BMOA to cover all contracts on major programs.  Remember that the Defense Contract Audit Agency (DCAA), while supportive of the IPT process, will not usually sign BMOAs because they must maintain their independence.  They may be critical to the IPT process and should be asked for advice and input.  Include the user in the BMOA process if possible.

II.4.  Structured Program Important:
While some flexibility in setting up a team is needed, the result should be a structured program to start the review and make decisions.  A formal decision process or documentation process is strongly recommended.  It is important that the IPT members clearly document their efforts as they work together to develop proposed tasks and costs (labor hours, material, etc.).  The documented understandings should be signed and dated by both government and contractor personnel empowered to make them.  The resulting detailed tasks and costs are then combined to produce the final contractor proposal.  It is the government contracting officer’s responsibility to use this detail and any additional information to negotiate a reasonable contract price and prepare a Price Negotiation Memorandum that addresses all areas of the price negotiation.  This will avoid the potential for later misunderstandings that may delay final settlement and contract award.

II.5.  Early Interaction:
(a) Start information gathering with a letter Request for Proposal (RFP).  This is quick to prepare and issue and clearly solicits contractor participation and commitment.  The contractor and government should form the IPT early in the solicitation process and agree to ground rules that will govern the team members.

(b) Regardless of whether the procurement is a new contract or a change to an existing contract, the following steps are useful.  Focus on key objectives but work to develop a fair solution.  Always agree beforehand on what is being bought before attempting to price the effort.  Jointly finalize the Technical Requirements Document, Statement of Work (SOW) or Statement of Objectives (SOO), specifications, Contract Data Requirements List (CDRL), and terms and conditions that results in a “proposal of record”.  Take full advantage of the contractor’s expertise.  Begin the IPT process with an outline that focuses on deliverable results.  Finally, use a performance-based approach that emphasizes the results desired versus how to accomplish the details.

II.6.  Paying for Contractor participation:
It is difficult to pay for contractor participation early in the process if no contract is in place and payment is warranted.  It may require paying for a study contract or similar document to obtain their participation at this point or allowing the contractor to accrue costs based on a letter RFP or similar document.  FAR 31.205-31 contains policy on pre-contract costs.

II.7.  Early Assignment of Price Analyst:
For negotiations requiring a cost or price analyst or advisor, early assignment of the analyst is very important.  The early involvement of the price analyst can assist the team in understanding the contractor’s processes and help direct the team in reaching fair and reasonable agreements.

II.8.  Establish Lead Government Technical Coordinator:
A lead government technical coordinator or focal point should be established to assure an integrated approach to agreements on the work statement as well as the associated costs.  The contracting officer is responsible for all agreements although team members may reach understandings on individual costs.  To reach a fair agreement on costs, it is important that proposed costs for a given task be understood in relationship with other efforts within the program.  Often, costs in one area are dependent on the contractor’s approach in a related area.  An individual team member may not always be aware of potential duplications or inconsistencies that may exist with another functional area.  Also, not all team members will have the same experience or skill level.  Coordination through a technical focal point, as well as with the contracting officer and price analyst, throughout the process is critical to achieving an overall fair settlement.  This technical focal point can provide an important “check and balance” for the less experienced members of the IPT.  Of course, the contracting officer must retain the right to reconsider prior agreements based on any new or additional information.

II.9.  Rate Agreement Important:
Proposal development and fact-finding are harder if no rate agreement is available.  If there are estimating system or process problems or a history of difficult negotiations, the process will be complicated.  Fixed-price contracts are often much more difficult to negotiate than cost type.  Every effort should be made to develop an agreement on rates before it becomes an issue in negotiations, ideally before the IPT effort starts.  Otherwise, there is a danger that most areas, other than rates, will be resolved leaving a large disagreement on rates that can result in an impasse.  DCMC is a key part of avoiding rate disagreements and must be part of the IPT process from the beginning.

II.10.  Continuity of Team Members:
Continuity of team members from the start of the procurement to the end is important.  The teaming concept relies heavily on mutual trust and understanding among the team members.  It also requires individual team members to take on responsibilities and decision-making at the working levels.  Frequent changes in team membership makes these goals difficult to achieve and requires more training of new or inexperienced members.

III. -- Questions and Concerns

III.1.  Question:  How can IPT members be empowered to do their jobs effectively?

Answer:  Empowerment of IPT members is critical to the success of the IPT pricing and negotiation process.  The empowerment comes from management and must be clearly understood before entering the process.  This is true for both the government and contractor members of the IPT.  If management on either side will not give their team members enough authority to accomplish agreements with their counterparts, the chances of success are greatly diminished.  Meetings with members of the IPTs must be held ahead of time so that a complete understanding is in place regarding the interfaces within the IPT.  There should be an IPT lead and someone responsible for ensuring integration of various IPT inputs.

III.2.  Question:  Doesn’t the clearance process cause a lack of empowerment for IPT members?

Answer:  One area of concern is that empowerment of the IPT members is impeded by the Clearance process.  Air Force senior management believes there is value added in having an independent government review during clearance for several reasons:

(a) Federal acquisition is a heavily regulated business.  Many of the regulations are based in law, and recently the rules have changed.  Therefore, it is difficult for line organizations to stay on top of the latest rules.  Knowing current rules is a major responsibility of the review staff.  The local review committee can advise the IPT during the negotiation and agreement process if they are included early on as well as conducting a detailed examination to ensure compliance with law and regulation.  This applies a different focus to the action and is an essential element of serving the public trust.

(b) It is possible for the team to “get too close” to the effort, coupled with the pressure to make things happen quickly, there is a chance of error.  The Clearance process provides an opportunity for uninvolved individuals to review the acquisition in its entirety.

(c) The Clearance process provides the opportunity to identify and deal with any important contract issues.  If issues were not identified until after completion of negotiations, they could cause negotiations to be reopened thereby impacting the certification date and closure of cost or pricing information.

III.3.  Question:  How can the dates for certification for incremental agreements under the Truth in Negotiations Act be handled?

Answer:

(a) The Truth in Negotiations Act (TINA) requires that supporting data, including data used by the IPT, be current, complete and accurate as of the date of negotiation or an agreed to date.  TINA applies to IPT actions unless an exception listed in FAR 15.403 applies.  The date(s) for certification must be mutually agreed-to between the contractor and the contracting officer.  The contracting officer must choose dates that make sense and support the intent of the TINA.  Applying IPT pricing and negotiation process to an acquisition means looking for ways to ensure that the team is basing their discussions on the latest data available.  The contractors should be able to update information quickly and accurately using modern automated data collection methods.

(b) There is no inconsistency between TINA and IPT processes, but caution is appropriate for two reasons:

(1) First, data provided by the contractor during the “Information Gathering and Documentation Phase” will include cost or pricing data.  It is important that any data provided by the contractor be tracked, logged and included in the official contract file so that both the contractors’ disclosure and the government’s reliance upon such data can be documented.  Government technical evaluations should identify specific data relied upon in reaching conclusions regarding acceptability of proposed costs or labor hours.  The extent to which the government relies upon data submitted by the contractor is significant in responding to any instances of defective pricing which may be found later.

(2) It is more streamlined and convenient to agree, before the team starts, on cutoff dates for major factual data that will be used by the team.  These cutoff dates will be considered the dates that cost or pricing data must be current, complete and accurate.  Material quotes for low-valued items below an agreed-to threshold could be considered current for a specific period.  Head count by department may be frozen and used for an agreed-to period even though there are minor changes.  The key point is that the agreement must clearly specify for major categories of data -- what data is covered (use report titles, numbers or other clear descriptions and specific report dates), what date is used as the cutoff date, and for what period it is considered current, complete and accurate.  This agreement may take some effort to develop but can streamline the negotiation process considerably.  The agreement should be attached to the Certificate of Current Cost or Pricing Data when submitted by the contractor.

III.4.  Question:  How can the IPT reach agreement without Negotiators?

Answer:
(a) One of the characteristics of IPT process is that the team members may be reaching understandings on costs or hours in their particular areas of expertise.  It is imperative that a solid check-and-balance system be in place so that the government representative on the team does not inadvertently reach agreements that are not fair and reasonable.  One such system is a review process that involves, first, the technical lead of the government team and, second, the contracting officer, advised by the price analyst, who develops the objective positions and makes the agreements.  Using this review approach will help assure the IPT process results in a fair and reasonable position.  Also, if a particular area is of major magnitude, it may be wise to have a number of team members involved in that area.  This may include technical leads, contracting officer, and price analyst.  As a minimum, one person or team should be responsible for overall review and integration to ensure that the entire agreement is consistent and reasonable in total.  This review should particularly look for redundancy in the individual teams’ output, conflicts between areas, and areas that were omitted.

(b) Working with the contractor in a team environment means that government members should actively challenge cost estimates that appear unreasonable.  While team members are encouraged to rigorously scrub costs, they should do so in a professional manner, attempting to reach consensus with the contractor and avoid confrontation.  In those cases where mutual agreement on costs cannot be reached at the working level, some process for elevating and moderating these differences should be established.  However, every attempt should be made to reach consensus within the team (including the contractor members), rather than leaving the issue for management to resolve.  One process that has been used successfully is to raise the unresolved areas to a higher-level board comprised of government/contractor management.  However, due to time/resources involved in this process, it has only been used in high dollar acquisitions with fairly significant differences.  In the end, any unresolved issues may need to be resolved by the contracting officer on a bottom line negotiation basis.  The goal is a reasonable contract price, not agreement on individual costs.

III.5.  Question:  What are the implications for Fixed-Price-Type Contracts?

Answer:  The IPT pricing and negotiation approach has a proven track record of working well in a cost type environment where the contractor knows that payment is based on actual cost.  However, this risk dramatically changes when a fixed price type contract is used, especially firm fixed price.  When this stage of a program is reached, the empowerment issue becomes vital, since a contractor may be less likely to allow its representatives to make agreements without prior approval of management.  The government must be much more diligent in assuring that area agreements are fair and reasonable to both parties.  The check-and-balance review process becomes even more important in this situation.

III.6.  Question:  What should the IPT do when there is no Rate Agreement?

Answer:  The lack of a Forward Pricing Rate Agreement (FPRA) is less of a concern when cost-type contracts have applied the IPT Price Negotiation and Agreement methodology.  Often, the contractor is willing to use the government rates, as long as they are not significantly different from contractor’s rates.  Most likely, this will not be the case in fixed-price contracting.  This means that the negotiation of an FPRA may become the “long pole” in IPT Price Negotiation and Agreement.  If an FPRA is not in existence, the government team should use the field rate recommendations.  This could cause an impasse if all the areas of the proposal except rates are agreed to.  A savings clause is an option but certainly not the preferred one.  It must be kept in mind that rate agreements are just as important as any other agreement in the IPT Price Negotiation and Agreement process.  Early interface between the government ACO and contractor rate experts must occur to allow the process the opportunity for success.  The contracting officer needs to be fully aware of the rate agreement status and ensure management attention if it appears rate differences will impact the success of the IPT process.

III.7.  Question:  How to handle inexperience of the government IPT Members?

Answer:
(a) As suggested above, upfront planning, communication, and training for all of the participating parties are critical.  Team members should all understand the processes to be used and the goals of the team, i.e., what it is that the team is trying to achieve.  Each member should also clearly understand his or her role on the team and the responsibilities inherent with that role.  Team members should also be aware of the basic regulatory boundaries in which the team operates.  For negotiations utilizing a price analyst, early assignment of the analyst is very important.  The early involvement of the price analyst can assist the team in understanding the contractor’s systems, determining what documentation is required from each IPT member and help direct the team in reaching fair agreements.  For some large negotiations it may be prudent to identify a technical lead who aids the price analyst and contracting officer in ensuring everyone understands their role, the documentation requirements, schedule, and integration of inputs.

(b) Consider a one or two-day formal training process to introduce the team members to the IPT process.  Investing a day or so of the team member’s time in a complete introduction to the IPT process, how to make and document agreements and work in a team environment and a review of lessons learned will pay off in fewer problems and issues as the IPT process matures.

IV. -- Guides and Points of Contact

Many Centers and Organizations have developed guidance on the implementation of IPT concepts at their location.  We have listed some of these guides and program information.  These pages also include points of contact if further information is needed.

(a).  DCMC One Book Coverage of IPT concepts (Search on “IPT”):
http://www.dcmc.hq.dla.mil/Onebook/index.htm

(b).  Navy IPT Campus:
http://www.acq-ref.navy.mil/iptinfo.html

(c).  ESC One Pass Homepage:
http://www.hanscom.af.mil/ESC-PK/onepass/1p_lguid.htm

(d).  WR-ALC Draft IPT Agreement:
http://contracting.robins.af.mil/pricing.htm

(e).  ASC Guidance:
http://www.asc.wpafb.af.mil/base/orgs/pk/orgs/pkc/letters/97-12.doc

or

http://www.asc.wpafb.af.mil/indguide/ipt.htm

(f).  Navy IPT examples and guidance:
http://www.acq-ref.navy.mil/turbo/arpc.htm

(g).  F-16 IPT Success Story:
http://www.safaq.hq.af.mil/acq_ref/stories/f-16_1.html

DCMC IPT Pricing Guide:
http://www.dcmc.hq.dla.mil/onebook/6.0/6.6/IPTpricingguidebk.htm


