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ABSTRACT

The emphasis at Aercnautical Systems Diviaion (ASD) is to execute a scurce selection without dig=— - R
cussions or written communication, i.e., deficiency requests, clarification reguests, or best and

final offers. This initiative to conduct a "streamlined” source selection demands the receipt of .

quality cost proposals. However, the requisite quality has not always been present for recent

training system source selections.

Bach Training Systems Reguest for Proposal (RFP) results in the receipt of a wide variety of cost
propesals. Some provide much more decumentation/information than can possibly be evaluated under

the streamlined pracess while others are deficient or noncompliant as to content or procedures.

A common problem is the application of the full (production}- funding concept.

The move away from discussions and deficiency reports makes it essential for the offeror to subnit
a properly stmctured cost proposal on the first submissien. This paper will describe the key
clements of a minimally acceptable cost proposal and the make-up and operation of the scurce
selection cost panel. An analysis of past source selection cost propesal deficiencies will be

provided aleong with examples and corrective actions.

These past deficiencies come from the his-

torical records of training system deficiency and clarification reguests sent ocut Ly ASD along
with the personal experiences of many cost panel chairmen. The intent of this paper is mot to
decrease oF. increase the official goverament rexuirements but to give insight on how. these
requirements can be met in an efficient and sensible wey. Our desire is to communicate this,

information in order that offerors will not repeat prast mistakes.

INTRODUCTION

The AF's Training Systems System Program Office
(SP0) at Wright-Patterson AFB, Dayton, Ohio, is
responsible for most of that site's training
systems source selections. Recent source Selec-
tions include the SOF Aircrew Training System
{(ATS) , C-141 ATS, C-17 Maintenance Training
Devices {MTD), Courseware Development, and C-17
ATS. When fully exercised, these contracts will
total 1.5 billion dollars. Within the Training
Systems SPO, the Directorate of Program Contxol
either leads or is a team mewber on each source
selection cost panel, evaluating the contractors'
costz and briefing the results to the source
selection authority. In addition, the Program
contrel office writes the cost section of each
RFP, spelling out for industry the instructions
for preparing cost proposals. Needless to say,
the source selection period is an extremely active
time. For the cost team, it is never without
surprises and a certzin number of setbacks. From
first opening the proposals in an attempt to de-
termine if everyone is within budget, to sifting
through thousands of pages of bidder.documenta-
tion, to preparing final briefing charts in an-
ticipation of all the possible Source Selection
Authority (SSA) questions, source selection has
few idle moments. For the bidders, the rush to
complete the propesal and, once submitted, to
respond quickly to AF inquiries produces equally
busy times. With this flurry of activity on both
gides, it is little wonder that there is scant
communication on how to improve the RFP/cost
proposal process.

There are ncw two factors shaping the source

selection process and influencing the cost
panel’s activities which necessitate AF/industry
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_ teamwork. First is the 120-day source selection,

measured from RFP release to source selection
decision, jdeally with no AP/contracter discussions .
folluwing receipt of proposals. For that to occur,
_the AF must explicitly communicate the Tequire- .
ments for a cost proposal and industry must submit
their imitial proposals correctly. The second
factor further emphasizes guality.. One of the
Training Systems SPO's fnitiatives on Total Quality
Management (TOM) is to improve productivity by, .
_among other things, making the acquisition precess
more efficient. The thrust of TOM is to “do it
right the first time." Our investigation of the
RFP/cost proposal process indicates the area is
ripe for application of TQM principles, with high
. payback. to both government and industry in terms
of time saved znd pain reduced.

o meet the need for increased quality, teamwork
is necessary between govexrnment and industry to -
outline weaknesses and propose soluticns for RFP
cost sections and resultant cost proposals. This
paper, which explains the operation of the cost

. panel, @iscloses deficiencies in recent cost pro-
posals, and identifies areas for future improve-
ment, is seen as the first step in making that
happen. -

HOW THE COST PANEL WORKS

‘The cost panel consists of up to seven members
with the exact membership determined by the number
of bidders and the program's dollar.value. The

. panel is isolated from the technical panels so

that the technical review will not be influenced
by a bidder's costs. Although the cost team can
discuss technical issues with engineers, the



engineers do not have access to any cost figures.
The overall ohbjective of the panel is essentially
twofcld: to ensure that each bidder*s costs are
reasonable , realistic, and complete; and to estab-
lish the Most Probakle Life Cycle Cost (MPLCC) o
the government.

Reasonableness

For reascnableness , the panel judges whether the
bidder's estimating methodology is acceptable. As
an example, in the C=17 MTD source selection, a
bidder structured his Eccnomic Price Adjustment
(EPA) clause with a Bureau of Laborx Statisties
index not representing the inflation expected

in the training or electronies industry. Because
that method of building an EPA clause was unreascn-
able, the centractor had to restructure his pro=
posal during the source selecticon evaluation per-
iod.

Realism

For realism, the panel determines whether the cost
and scope of the estimate are compatible. Again
in the C-17 MID souxce selection, an offeror pro-
posed vhat appeared to be extremely low contractor
logistics suppeort (CLS} figures ceonsidering the
numher of bases and devices requiring support.
When compared to actual CLS costs on analogous
programs and even when comparing that offeror's
costs to other kidders, it seemed the costs did
not adequately cover the program content. Because
the offeror provided no narrative explanation in
support of his figures, it was necessaxry to issue
a clarification reguest (CR). Also under the real-
ism category, DCAS, AFPRO, and DCRA reports are
reviewed for any significant findings from the
government personnel closest te the contractors®
uperations.

Completeness

For completeness, the panel judges whethex all
statement of work tasks are costed in the proposal.
As an example, during the C-141 ATS source selec-
tion, a contractor seemingly failed to price the
training system support center, necessitating a

CR from the aAir Force.

Most Probable Life Cycle Cost

MPLCC is designed to more accurately reflect the
actual cost to the government hy including Otherx
Government Costs (0GC) along with the contract
costs. The MPLCC has changed in its dimension
ogver the last couple of years. Previously, a
separate independent Air Force estimate was de-
veloped for each offeror and briefad to the S3A

. along with the offeror's figure. Detailed explan--
ation was often necessary as to why the AF figure
differed from the contracter’s. To accompiish the

- independent MPLCC, the AF reguested that offerors
provide data such as fully prepared parametric
cost sheets. Needless to say, an independent
estimate for each hidder required ceonsidexable
additional data. from the contractor and a great
deal of effort from the Air Force team. However,
with the advent of the streamlined 120 Qay source
selection (see Figure 1} , the independent estim-
ate was eliminated. Today, the MPLCC iz simply
defined as follows:

for firm fixed price contracts, the con=-
tract value plus 0GC; for fixed price in-
centive contracts, the ceiling price plus
0GC; for cost plus contracts, the target

. characteristics so dictate.

price plus 0OGC.

STREAMLINED SOURCE SELECTION PRbCEDURES

ITEM QLD PROCEDURES NEW PROCEDURES
LENGTH INDEFINITE 12C DAYS (GOAL)
INDEFENDENT COST
ESTIMATE YES RO
DRAFT RFP REQUIRED NO YES
REFERENCE: AFR 70-30 . -
FIGURE L

The OGC can be divided into two general categories:
those that are standaxd , applied across the board

-in every source selegticn; and these vwhich are

seléctive, used only when the particular program
The first group con-
sists of SPO TDY, SPC "overhead" (office supplies
and egquipmént, desk-top computers, furniture, etec.)
and engineering change orders (ECO), those funds
set aside for eventual application to contract
configuration changes. The estimate for each of
these elements is based on S5PO historical cests
and is applied as a factoxr to each offercr's
price.

The make-up of the second category-of QGO can vary
considexakly depending on the particular training
program, but a partial listing would include EFA,
operational f£flving hours, AF TDY (during the opex—
ational phase), and government furnished equipment.
Regarding EPA application, the cost team uses the
Office of Secretary of Defense (08D} inflation
rates to determine any adjustment, plus or minus,
to the contractor's price.. That adjustment is
captured in the 0OGC figure on our briefing charts.
Of course, if a contractor proposes using OSD in=~
flation rates in the cost proposal, the cost panel
would not make any adjustments.

.Operaticnal flying hours are a point of much dis-

cussion. In the C-141 ATS source selection, hours
were excluded because the using command stipulated
the exact number ¢f hours t¢ be used, but typical=-
ly, an BTS contractor can spell out thé necessary
flying hours to accompany the ground based train-
ing system. In an attempt to preclude an offer-
or's "gaming” the competition by proposing a low
acguisition cost for the grouné based training

.system at the expense of increased AF operating

command training flying hours, the cost team
typically includes the cost of each offeror's
£flying hours in the 0OGC. R

Other Agpects B

Another aspect of the cost panel is that unlike
the other evaluation manels (technical, logistics,
management) , the cost panel's evaluation is not
rated. That is, while the others rate each offer
as excepticnal, acceptable, marginal, or unaccept—
able, the cost panel's product is simply a dollar
figure (the MPLCC} along with verbilage to the Sga
explaining any salient features of a contractox's
kid.




Past performance is a fairly recent addition to
the Air Force's evaluation. The past performance
evaluation team consistsof members cther than
those on the source selection.evaluation team
and, from a ¢ost standpoint, has the purpose

of reviewing each offeror's cost performance on
othexr programs. . Although the past performance
evaluators do not review the offerors' proposals
for the on—going source selection, their evalua-
tion is a significant part of the final briefing
to the $SA and certainly has hearing on the SSA
decision.

FINDINGS

A key to improving cost proposals is an analysis
of past ¢ést proposal problems. In the past, we
have kept this information for our own records
only. In this section, we provide the summary
information of our analysis of past cost proposals.

A measure of the guality of a cest proposal is the
number of deficiency requests (DR) and clarifica-
tion requests (CR) preparxed against each proposal.
DRs and CRs are used by the government to communi-—
cate to the offercx that a portion of his proposal
does not meet requirements. A low number of CRg

and DRs would indicate high quality., YWhile a high

C numbex would indicate poor guality. The goal is.

zexo CRs and DRs.

The overall distribution of CRg and DRs is illus-
trated in Figure Z. .Bn analysis of recent source
selections yields a fairly congistent distribution
of DRs and CRs from ohe source selectiom to
another. Over 75% of DRs and CRs can be caktegor-
ized in one of four categories. They are:

(1) Trackability between work breakdown
structure (WBS)/contract line item number (CLIN}
watrix, AF Form 2607 and Form CLS

(2) Missing data

(3) Full funding reguirement for preduction
funds

{4} Segregation of costs.
Each category is addressed below wi.th several -

exanples .

GATEGORIES OF CRs AND DRs
FOR COST PROPOSALS

PEACENTAGE OF CRe ANT DRe

TYPE OF DEFICIENCY

TRACKARIL|TY N M139ING DATA O FULL FUNDING

IMPROPER FLNDS OTHER

FLIGURE 2
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The trackability problem accounts foxr over 30% of
the CRs and DRs. Cost panels continually have -
problems relating costs listed on the WBS to those
on the CLINs and vice versa., Some problems are
obvious, such as adding up the subCLINS' costs

and not arriving at the overall CLIN cost. Many
pxoblems are more difficult te discern such as
which costs on a WBS are included in a particular
CLIN. Orne specific example, in the C-17 MID source
selection, was system engineering costs for opera—
tional site C being included upder the CLIN for
site A. Thege type of errors indicate a. need for
increased quality checks by offerors prior to sub—
mitting the cost proposal.

Missing Data

" The second leading cause of CRs and DRs is missing

data. There is no overriding trend among data
omitted. Some common examples of missing data
include:

- inflation rates

— then year dollaxs on Form CLS

~-.prices on sub CLINs

- LS costs for operational site

~ WBS training system support center element

Again, the missing data indieate a need for in-

creased quality checks on the cost proposals pri-_ . .

or to submission.

Full Funding

The full funding concept is unnguesticnably the
most misunderstood paxt of the cost RFP. On the
Cc-141 ATS, €-17 AT5, and C¢-17 MTD programs, nearly
all contractors viclated the full Zfunding policy,
reguiring in some instances two or three itera—
tions befere it was correct, rir Force cost teams
have often discussed how the RFP full funding para-
graph can be clarified and; over time, sScme

_ changes have been made to the instructions, but

to no avail. OFf all the problems in cost pro-__
posals, full funding is probably the easiest t.o
remedy .

Pull funding is directed by the Department of
Dafense and specified in AFR 172-1, Vol I, Chapter
8. Tt applies to production funds only {(not de-
velopment, not operations and mairtenance) . Ity |
intent is to allow Congress to see the full cost
of a production program by budgeting for the end
items {training devices) in a single year, despite
the fact it may take several years to manufacture -
and deliver the items, with expenditures being
made over that entire pexiod. In cther words,

the total cost of equipment sheuld be included in
the vear of progurement regardless of the fiscal
year in which the costs are actually incurred.
This concept is difficult to grasp by merely .
reading the definition, so we provide this illus-
tration teken from the C-17 MID program:

Cpticn 2 Option 3
FY¥93 = F¥Y94 FY95 FY96  Total

gty procured 14 R 14 28
Oty delivexed 14 14 28
Billing profile ($M)

option 2 2.1 7.2 2.3 11.6

Option 3 4.0 8.0 1z.0
Funding profile

{5M) 11.6 o] _12.0 Q. 23.6



In this example, $11.6 in FY93 and $12.0 in FY95
should appear in the propesals. A contractor's
biggest mistake is that he provides billing pro-
files, not backing those figures up to the year
of procurement in consonance with full funding
pelicy. Having production costs phased correctly
in the initial proposal would save both the AF and
the contractor significant time during source
selection.

Seqregation of Costs

The fourth leading cawse of CRs and DRs is seg-
regation of costs. The AF must fund specific
work with certain appropriations {(development
funds, preoduction funds, or operations and main—
tenance funds). Some offerors continually include
part of their productlon costs under O&M. A xep-
resentative example ovccurred during the C-17 ATS
source selection when an offeror included site
activation travel costs under O&M. In another
instance, initial spares were placed in O&M. In
both these cases, the costs should have been in
the precduction phase as was clearly indicated in
the WBS/CLIN matrix. -

There seems to he a consistent problem determin--
ing whether the work effort falls under develop-
ment, production, or .0&M. Even with the guidance
of AFR 172-1, there remain many “"gray" areas in
determining the proper allocation of costs.

These guestions need to be discussed during the
draft RFP period as is mentiocned later in the
paper.

Cther

The remaining CRs and DRs for cost proposals
cover a wide variety of areas. Examples include
addition errors, failure to provide estimating
methodology, 2nd inappropriate escalation rates
for EPA.

By checking a cost proposal for missing data,
full funding:; good WBS/CLIN trackability, and
segregation of costs, an offeror can potentially
eliminate over 75% of the cost CRs and DRs.

RECOMMENDATIONS AND INITIATIVES

Thege findings reflect just the AF view of
industry's pexformance in preparing cost pro-
posals. We are certain that contractors have
their views regarding the ambiguity of AF RFP
instructions and the rationale for specific
formatzs and detailed data. We in the Trxaining
Systems SFQ are looking foxr ways to enhance the
RFP process and recognize that if we can improve
cur cost instructiens, industry can better re-
gspond. Toward that goal, we have a few initia-

. tives and recommendations (seme for industry and
some for AF) which, hopefully, will be the in- -
itial steps toward improwving the RPFP/proposal
process.

Draft RFP Inguiries

A3 reflected in Figure 1, the draft RFP is now
an integral part of the RFP preparation process.
If the cost secticn of the RFP is ambiguous to
industry, it is incumbent upon the contractor tec
raise guestions during the draft RFP review.
Instructions accompanying the draft explicitly
invite those guestions. However, ocur recent
gource selection experiences indicate that rela-
tively little is heard from the cost community,
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bidder D = 3".

even in those areas obviously not understood by a
contractor, judging by the resultant cost proposal.

Particularly on the more complex training programs
we fully expect guestions of clarification. To
produce a guality cost proposal, industry must
first understand what we want. In nc way is the
contractor placed in an unfavorable light because
of incquiries during the draft review. To enhance
the source selection process so that initial pro-
posals are top guality and CRs and DRs are reduced,
improved communication is essential. Comments €0
the drxaft must be a key part of that communica-—
tion.

Delay of Cost Proposal Submittial

Occasionally indusiry reguests a week's delay in
submitting the cost proposal, due largely to zddi-
tional pricing required for last minute configur-
ation changes. We are told that a better product
can be delivered if additicnal time is granted.
Each source selection is considered separately

as to whether an extension is granted., If we ara
convinged the additional time is warranted, we
will grant it. However, it must be mentioned
that on cne occasion, with two source selections
going on simultaneocusly, one with a week's ex-
tension (C-17 MID), and the other with no exten-—
sion {0-141), the extended program had more CRs/
DRs than the other (Figure 3). However, if in—
dustry repeatedly stresses that this is an essen-
tial factor for quality propesals, we will active-
ly listen and permit such whenever possikcle.

NUMBERS OF CRs AND DRs
FOR COST PROPOSALS

M/ERAGE # PER OFFEROR

C-1T MTD

C-141 ATS
SOURCE SELECTION

CLAAIIFYING REQUESTS
TOTAL

S DEFICIENCY REQUESTS
5 QUESTIONS (FACE TO FACE)

FIGURE 3

Level of Detail

On the day the proposals are received, the cost
team is usually astounded at the size variation
among the bidders' ¢ost volumes. (This is the
cost team chief's first indication of who the
sharp AF analysts are-=those guick to volunteer
for the smallest volume}. Following the C=141
ATS source. selection, we actually measured the
thicknesses of the four bidders' cost proposals:
bidder A - 4%, bidder B - 12", bidder € - 12",
The best of the propesals in
terms of consistency, trackability, comprehen-
siveness and clarity was by far bidder A. Beyond
guestion, the worst was bidder B. who had so much
superfluous data that it was virtually impossible
to wade through it all. Te add to that frustra-
tion, despite its size, the recuisite information




needead to evaluate their numbers was not there.
We had to request even more information to under-
stand their proposal.

2 good example of detail we often receive which
is simply not needed would be TDY costs. Some
proposals on a $250M ATS program brezk TDY by
destination for every month of the contract,
showing number of days, per diem rate, and air-
fare. While that detail may be necessary for =
sole souxce negotiated procurement, in a major ATS
competition TDY¥ costs are usually relatively in-

significant, and a single line entry for total TOY

will ordinzrily suffice.

Incidentally, the winner of the .C-141 source se-
laection was C, who could have won with a proposal
half that size, probably saving proposal prepara-
tion time and overhead costs. But the message
here is not to randomly slice vour cost proposal
te a fraction of its customary size; rather, up-
on understanding what the AF cost team does,

- selectively eliminate those poxtions cbvisusly
not needed. If there is some question, contact
the preparers of the RFP upon receipt of the
draft. The draft RFP invites your gquestions.

WBS/CLIN Matrix

in preparation for this paper, we comtacted sev-
eral contractors immediately following our most
recent source selections with an interest in de-
termining how our RFP cost section could be im-
proved and what portions needed clarification.
hs a result, we had several comments concerning
industry's diffieulties working with the WBS/
CLIW matrly, wherein the requirement was to
price CLINs for the contract and WBs for the
proposal, the two seeming almost mutually exclu-
sive. We zrecognize the difficrlty in slicing
the cost estimate in two ways and are willing to
work to alleviate that problem.

To appreciste the situation, cone must undexrstand
that the WBS and CLINs sexrve different purpeses.
The WBS iz to reflect the SOW structure, while
the CLINS are largely an identification of deliv-
erable end items. During source selaction, the
WB3 is used to evaluate what drives the costs of
a bidder's propeosed configuration; while the
CLINs are used during the contract performance
period to, among othex things, wxite DD 250s for
billing purposes. In addition, the WBS is
governed by a DOD mil standard, somewhat dicta-
ting its make-up while CLINs are not. In total,
the CLINSs and WBS serve different purposes and
should not necessarily be expected to mirror
each other.

Despite the fact they have different purposes,
we will attempt to align them together as close
as possible. To that end, in all future RFPS
starting with SOF ATS Phase 2, we will provide

a WBS/CLIN matrix which tiles each CLIN to a WBS
element in what we considex the most straight-
forvard, simplified manner. An eXample is shown
hare for SOF ATS Phase 2:
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SOF_ATS DEVELOPMENT/PRODUCTION WBS CLil MATRIX
{MC=1301)
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The WBS and CLINS are mow essentially one-to-one
and should facilitate cost proposal preparation.

CONCLUSTON

In order to better meet the USER'S needs in a
timely manner, we must adhere to a streamlined
source selection schedule and pursue our TQM
goal of no discussions. Writing bettex RFP cost
sections and receiving better cost proposals are
key elements in obtaining our TOM goals and
thus better meeting the USER'S needs. TFurther-
more, a high gquality cost proposal certainly
improves the competitive position of the con-
tractor. Teamwork between government and in-
dustry will be vital to the process of creating
better RFPs and cost proposals.

In this paper, we have suggested increasing com-
munication during the draft RFP process, possibly
delaying cost proposal submittals, changing the )
level of detail provided, and simplifying the
WBS/CLIN matrix. We realize this is just the
first step in emhancing teamwork in the cost
area. However, we fervently. intend to increase.

the commenication between govermment and industxy
in order to improve the RFP/cost proposal process

in a mutually bereficial way.

TSSC . S
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