Module: Preparing for Negotiations CLC 056

Preparing for Negotiations B == -

Introduction
Welcome to Preparing for Negotiations!

You might be wondering, "How will the information in
this module help me in my job as a contract
specialist?"

Having analyzed the individual elements of contract
cost and profit/fee, you will need to meld the
results of those analyses into a single
prenegotiation position on contract pricing. It is
your job as a contract specialist to prepare the
Price Negotiation Memorandum for use in
negotiations.

suonenoSaN 10 Sutredald

This module provides information on government
negotiating techniques, styles, and strategies to
assist in reaching a negotiated agreement,
developing a negotiation position, and creating the
Price Negotiation Memorandum.

[w)

User Instructions: Select Next to continue.
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Objectives

At the end of this module, you will be able to:

e Identify factors that contribute to success in
any negotiation

e Identify key terms involved during a contract
negotiation

o Identify the importance of understanding cost
drivers to ensure a successful outcome

o Identify strategies to mitigate cost risk

o Identify the key characteristics of a price
negotiation memorandum

Sound good? All right, let's get started!

Select Next for a high-level overview of the content
that will be presented in this module.

User Instructions: Select Next to continue.
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Overview - Price Analysis

As you work to determine your prenegotiation
position, it is important to have a thorough and
accurate price analysis.

Price analysis is the process of examining and
evaluating a proposed price to determine if it is fair
and reasonable, without evaluating its separate
cost elements and proposed profit.

Cost analysis is not a substitute for effective price
analysis. You should perform a price analysis
whenever there is a valid base for analysis.

[|w)

User Instructions: Select Next to continue.
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Overview - Cost Drivers and Risks

Important factors to consider when determining
your prenegotiation position are cost drivers and
cost risk.

Common alternatives affecting contract pricing
involve changes in contract cost or cost risk that

are related to changes in contract schedule or other PDSSLbLC cost in\/CYS
! include contract terms
and conditions,

performance requirements.

Cost drivers are those aspects of proposal or
contract requirements that if changed would have a

major impact on contract price. de[,l',\/cra YCqu!:YCMCWtS,
or technical
requirements.

User Instructions: Select Next to continue.
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Overview - Key Pricing Elements I know that key pricing

elements affect the contract pricing
arrangement, but what counts
as a key element?

In preparing your negotiation objective, you must
establish a position on each of the key elements
that will define the contract pricing arrangement.

Depending on the contract type, you may be able
to restrict negotiations to total price or you may be
required to negotiate agreement on several
elements needed to define the pricing arrangement.

Select the graphic to the right to learn more.

User Instructions: Select Next to continue.

May 2011 Page 5



Module: Preparing for Negotiations CLC 056

Preparing for Negotiations == -

Overview - Key Pricing Elements I know that key pricing

ements afi h ontract pricing

In preparing your negotiation objective, you
establish a position on each of the key eleme
that will define the contract pricing arrangeme

C Key pricing elements - Windows Internet Explorer [Z]E,[Zj
€ | about:blank v

Depending on the contract type, you may be Key pricing elements
to restrict negotiations to total price or you

required to negotiate agreement on several

elements needed to define the pricing arrang Examples of key pricing elements include:

Base Price
Target Cost
Ceiling Price
Target Profit

Select the graphic to the right to learn more.

Close Window

e Internet

User Instructions: Select Next to continue. Back
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Overview - Documentation

In many contracting activities, Contracting Officers must prepare written prenegotiation memoranda to
document these prenegotiation objectives.

Whether you are involved with such an activity or not, you should draft the elements of the Price
Negotiation Memorandum (PNM) before negotiations.

You should also document any important aspects of the procurement situation that affected your
prenegotiation objectives.

Sample Table - Prenegotiation Position Summary

Cost Element Proposed Objective Difference Reference
E’a‘gg’ree””g Direct 1,000,000 $900,000 $100,000 See Para A
Engineering
i $2,500,000 $2,025,000 $475,000 See Para B
Subtotal $3,500,000 $2,925,000 $575,000
G&A Expense $350,000 $292,500 $57,500 See Para C
Total Cost $3,850,000 $3,217,500 $632,500

i - i Back Next
User Instructions: Select Next to continue. ac ex
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Module Resources

Review the graphic to the right to see what specific
resources are used as references for the content in
this module.

It is strongly recommended that you review these
resources before proceeding with the module. Doing
so will put you "ahead of the game" and will help
you to answer the challenge questions to come!

Select the Resources tab for links to these and
other references.

User Instructions: Select Next to continue.

Glossary “

)~ R

e -;?g.:.d_rﬁz L

Content Resources

Vv cPRG Volume 3, Chapter 12,
'Preparin or Negotiation

V FAR 15.486-1 and 15.406-3

W DFARS 215.406-1 and 215.406-3

« Price Negotiation Memorandum
cChecklist

' Berents Base Dining Hall
Renovation Price Nejctietion
Memorandum

v Negotiation conflict Styles

« Pre-Negotiation Strateqy

Jcheckli\st (Part 1)
Pre-Neqgotiation Strate
Checkli:'?t (Part 2) S
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Simulation Overview

In this module, you are going to answer a series of You will be prompted by your Contracting
cha"enge Questions about preparing for Offlcel’, JESSICB, via VOIcemall, e-mall, notes
negotiations. Do not worry if you miss a question - and in-person.

you will be directed to pertinent content and then
given a chance to answer the question again.

Even if you get a question right the first time, it is
strongly recommended that you elect to review the
pertinent content by selecting the Review button.
This review will help you answer the practice test
questions at the end of the module.

Remember to use the Resources and Glossary tabs
at any time during the simulation to access helpful
information.

User Instructions: Select Next to continue.
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Are You Ready
to Negotiate?

(XXX R
Hi, thanks for coming to see me. It has been a long road to get to this point, but you have done well in
analyzing the proposal, working with DCAA

User Instructions: Select Next to continue.
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Preparing for Negotiations B == -

Are You Ready
to Negotiate?

— S - ®
and coming up with our various negotiation positions. | want you to do just as well in the actual negotiation.

User Instructions: Select Next to continue.
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Are You Ready
to Negotiate?

asss 9
The FAR directs us to obtain the best value for the government. In the government this is referred to as a
WinAVIn negotiation strategy.

User Instructions: Select Next to continue.
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Challenge Question #1

Which of the following are factors of most successful
negotiations? Select all of the correct answers.

O

O00a0no

IR QRN

Effectively prepare and plan

Prevent disclosure of parties' interests
Communicate effectively

Foster team cooperation

Apply good business judgment

[ Check Answer J

User Instructions: Select the correct answers and then select Back

the Check Answer button.

May 2011

Page 13



Module: Preparing for Negotiations CLC 056

Preparing for Negotiations B == -

Factors of a Successful Negotiation

Although each negotiation is unique, there are certain factors that are present in most successful
negotiations.

Select each of the photos below to learn more about those factors.

Effectively Prepare and Plan Foster Team Cooperation

User Instructions: Select Next to continue.
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Factors of a Successful Negotiation

Although each negotiation is unique, there are certain factors that are present in most successful
negotiations.

Select each of the photos below to learn more about those factors.

CLOSE (X]
The first step toward ensutring a successful negotiation is to

effectively prepare and plan. This is an important factor of successful

negotiation because it helps you avoid inflated prices, improves your
overall knowledge of the industry and contractor, and can speed up
the negotiation process.

User Instructions: Select Next to continue.
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Factors of a Successful Negotiation

Although each negotiation is unique, there are certain factors that are present in most successful
negotiations.

Select each of the photos below to learn more about those factors.

CLOSE (X]
Effective communication is essential to ensuting a successful

negotiation. This is because as you work toward an agreement, you
and the contractor need to completely understand what you are
agreeing to. If either party misunderstands the agreement due to
ineffective communication, it could lead to conflict duting or after
negotiations.

User Instructions: Select Next to continue.
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Factors of a Successful Negotiation

Although each negotiation is unique, there are certain factors that are present in most successful
negotiations.

Select each of the photos below to learn more about those factors.

CLOSE (X]
Another important factor that leads to ensuting successful
negotiation is fosteting team cooperation. If the team works together,

wou are more likely to communicate more effectively and negotiate

faster. It also allows you to utilize more information by drawing on the
knowledge of the entire team.

User Instructions: Select Next to continue.
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Factors of a Successful Negotiation

Although each negotiation is unique, there are certain factors that are present in most successful
negotiations.

Select each of the photos below to learn more about those factors.

CLOSE (X]
Using good business judgment means to petform your duty prudently
and in good faith, in a manner that you believe to be in the best
interest of the negotiation. This is extremely important for a successful

negotiation. You should never act for your own self-interest, no matter
what.

User Instructions: Select Next to continue.
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Preparing for Negotiations Resources J Glossary

Understanding Negotiation Styles

The first thing you need to know about negotiation . s
style is that there is no single 'best' or 'right' Five Negotlatlon Styles

approach to negotiation. The five styles of dealing
with conflict can all be useful in different situations. :
- 1 I 1
Though you are capable of using all five, Competing Collaborating
most people tend to have one or two preferred | Win - You Lose I Win - You Win
negotiation conflict styles that are used
unconsciously in most conflict situations.

Compromising

You may be wondering, "Why is that?" We Both Win Some
We Both Lose Some
It is either because a preferred style has worked in I g
the past, because of temperament (nature), or
because of upbringing (nurture). Avoiding Accommodating
| Lose - You Lose You Win - | Lose
Select Negotiation Conflict Styles under the — | i i

Resources tab to learn more.

User Instructions: Select Next to continue.
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Style #1 - Competing

Competitive-style negotiators typically pursue their
own needs (or their company's needs), even when
this approach means others suffer. This is typically
not because they want to cause others to suffer
and lose; they are just narrowly focused on their
shorter term gains. e faci—wg a oom‘pctbtb‘/?«

g % Ve
These negotiators often use whatever power and wegotuator, do wot ca' :
tactics they can muster, including personality, in! Restate your 'PDSLth
position, economic threats, brand strength, or sing strong
market share. firmly using

Language rather thawn reward

If you need to act or get results quickly, you might compet'bti,\/c behavior.
consider using a competitive style. Competition is
critical when you are certain that something is not
negotiable and immediate compliance is required.

Competition can also be an effective defense or
counter balance to use against negotiators with a
competitive conflict profile. Keep in mind, though,
that it may be more effective to use a blended
approach to avoid deadlock.

User Instructions: Select Next to continue.
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Style #2 - Accommodating

Accommodating is a negotiation style that is the
opposite of competing. For accommodating style
negotiators, the relationship is everything. A
Accommodating profiles think that the route to
winning people over is to give them what they WARNING
want.
. . Just because a concession has
It is almost always a bad idea to accommodate
when negotiating against high compete styles.
with high compete negotiators, your generosity will it has little value to the other side.
be seen as a sign of weakness to be taken Do your homework and ask the

advantage of. value of your concession to the

little value to you, does not mean

other party before making your

Giving away value early in the negotiation can leave
you with a poor hand to play in the rest of the
negotiation. With very little to offer, and relying
upon the other side's generosity, you are gambling.

concession,

User Instructions: Select Next to continue.
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Style #3 - Avoiding

The avoiding negotiation style is most often referred
to as "passive aggressive." People who habitually
use this style really dislike conflict. Rather than talk
directly with you about the issue, avoid styles may
instead try to take revenge without you knowing
about it.

Avoidance should be used when there is a lot of
emotion in a negotiation. It is better to allow people
to calm down first so that reason and rationality
can reappear. At that point, an avoid style is likely
the most pragmatic alternative - suggest a timeout
of 15-20 minutes.

Paradoxically, avoid profile negotiators are
frequently seeking to avoid conflict - and their avoid
style instead lands them in more conflict. When
differences are eventually aired, emotions and
negotiation positions are often more difficult and
fixed than they need be.

User Instructions: Select Next to continue.
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Style #4 - Compromising

Compromising is the style that most people think of
as negotiation, but in reality compromising is usually
just haggling. Compromising often involves splitting
the difference, usually resulting in an end position of
about half way between both party's opening
positions.

Half way between the two positions may seem
"fair," but the people that take the most extreme
positions tend to get more of what is on offer.

You can compromise when you are pushed for time
and dealing with someone you trust, but be sure to
make it clear that winning a cheap victory is not in
their best interest in the long run.

User Instructions: Select Next to continue.
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Style #5 - Collaborating

Most people confuse "Win/Win" or the collaboration
style with the compromising style. This is most
definitely not the case. "Win/Win" is about making
sure both parties have their needs met, and as
much mutual value as can be created is created.

Under most circumstances collaboration is the
primary style you should use for most goals in
business to business negotiations. Collaborative
profile negotiators are adamant that their needs
must be met - and they acknowledge that the other
party has needs that must be met, too.

These negotiators are willing to invest more time
and energy in finding innovative solutions, feeling
secure in the fact that there will be more value to
share later on.

Be careful not to collaborate with competitive style
negotiators - unless they agree to and live up to
your agreed rules of collaboration.

User Instructions: Select Next to continue.
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Preparing for Negotiations

Pre-Negotiation Strategy Check List

To perform well in a negotiation setting, or any
setting for that matter, it is important to prepare
yourself as much as possible.

While you may be a natural at negotiations, being
prepared can never hurt your prenegotiation

position, so it is best to be as prepared as possible.

One way to ensure that you have prepared yourself

well for negotiations is to use the Pre-Negotiation
Strategy Checklist.

By following these steps, you ensure that you have

all the information you need to make informed
decisions during the negotiation process.

Select the page numbers at the bottom of the

graphic to learn more about the contents of the

Pre-Negotiation Strategy Checklist.

To review the checklist, select Parts 1 and 2 of the

Pre-Negotiation Strategy Checklist under the
Resources tab.

User Instructions: Select Next to continue.

Glossary “

1. Assess the sttuation

2. Determine the Rind of
Mgotf,atf,ow

3. Assess which types of conflict
will most Likely oceur

4. Determine the reasoning
behind negotiation

5. Determine whether the results
will affect later negotiations or
agreements

Pages 1 2 3
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Preparing for Negotiations

Pre-Negotiation Strategy Check List

To perform well in a negotiation setting, or any
setting for that matter, it is important to prepare
yourself as much as possible.

While you may be a natural at negotiations, being
prepared can never hurt your prenegotiation

position, so it is best to be as prepared as possible.

One way to ensure that you have prepared yourself

well for negotiations is to use the Pre-Negotiation
Strategy Checklist.

By following these steps, you ensure that you have

all the information you need to make informed
decisions during the negotiation process.

Select the page numbers at the bottom of the

graphic to learn more about the contents of the

Pre-Negotiation Strategy Checklist.

To review the checklist, select Parts 1 and 2 of the

Pre-Negotiation Strategy Checklist under the
Resources tab.

User Instructions: Select Next to continue.

Resources Glossary “

6. Decide if agreement is
nweecessa Yﬁ

7. Note any parties needed to
formally approve the agreement,

’

vf applicable

8. Establish timeline
requirements for the project

9. Choose a Location for
negotiations

10. Determine the amount of
'pu.bu',c exposure

Pages 1 2 3
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Pre-Negotiation Strategy Check List

To perform well in a negotiation setting, or any =
setting for that matter, it is important to prepare ™ 11. Assess the need for a third
yourself as much as possible. : P“"tb

While you may be a natural at negotiations, being
prepared can never hurt your prenegotiation
position, so it is best to be as prepared as possible.

12. Create a plan of action

13. Determine which team

One way to ensure that you have prepared yourself members will malke decisions

well for negotiations is to use the Pre-Negotiation
Strategy Checklist.

14. Pecide what Level of push-
By following these steps, you ensure that you have back Ls RP‘PYO‘PI’{-GtC
all the information you need to make informed
decisions during the negotiation process.

15. Determine which party has a

Select the page numbers at the bottom of the strowger power base
graphic to learn more about the contents of the
Pre-Negotiation Strategy Checklist.

Pages 1 2 3

To review the checklist, select Parts 1 and 2 of the
Pre-Negotiation Strategy Checklist under the
Resources tab.

User Instructions: Select Next to continue.
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Flexibility and Preparation

Negotiation strategies need to be developed by
considering a whole host of factors that might have
a powerful impact on our success.

It is also wise to remember that your strategy has
to be flexible and will need to be adjusted as the
game plays itself out.

Flexibility is vital,
but good

You cannot know everything before you go into the
first meeting, so you need to prepare to adjust your :
strategy and tactics, as the situations warps and ) 4 :

changes shape. PYCPaYatLDW s

essential.

User Instructions: Select Next to continue. Back
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Challenge Question #2

What is the most accurate definition of cost drivers?

(O A. Inflation and other factors that can affect
the contractor's cost after contract
performance begins

() B. Spreadsheet tools which track, predict,
and graphically represent increases and
decreases in cost using historical data

() C. Competitively priced negotiated
requirements

() D. Aspects of the proposal or contract
requirements that if changed would have a
major impact on contract price.

[ Check Answer

User Instructions: Select the correct answer. AEE Back
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P — T |
Nature of Discussions Cost Drivers

P ———————————————

Cost Risks Objective

’: H=J
Minimum Maximum

User Instructions: Select Next to continue.
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CLOSE (X]
Nature of Discussions - Once an offeror offers an alternative that
the government views as best value it is our obligation to pursue
that offer fully, regardless of whether the procurement is
competitive or non-competitive, even if this means foregoing
notification to other offerors for reasons of efficiency and

expediency.

User Instructions: Select Next to continue.

May 2011 Page 31



Module: Preparing for Negotiations CLC 056

CLOSE (X]

Cost Risks - Probability of loss due to cost overrun.

User Instructions: Select Next to continue.
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CLOSE (X]
Minimum - The going position at the low end of the reasonable
range.

User Instructions: Select Next to continue.
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CLOSE (X]
Cost Drivers - Aspects of the proposal or contract requirements
that if changed would have a major impact on contract price.

User Instructions: Select Next to continue.
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CLOSE (X]
Objective - The best estimate of what the effort should cost and
the position where the government would ideally like to settle.

User Instructions: Select Next to continue.
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CLOSE (X]
Maximum - The high end of the reasonable range and reflects
that maximum price that can be paid without additional data and
analysis.

User Instructions: Select Next to continue.
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a6 S
Hi, it's Jessica. Now that you know the factors that contribute to success in negotiations and key terms that we
will be using, | want you to do some research on cost drivers and cost risk.

User Instructions: Select Next to continue.
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Before negotiating, it is important for you to target areas that, if changed, would have a major impact on
contract price. Then, you can review the impact of possible alternatives.

User Instructions: Select Next to continue.
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a6 S
You should also consider the volatility of market prices or a lack of cost information on the market. Identifying
these types of cost risks prior to negotiations is essential.

User Instructions: Select Next to continue.
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Let me know if you have any guestions. Talk to you soon. Bye

User Instructions: Select Next to continue.
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Challenge Question #3

Which of the following are examples of cost drivers?
Select all of the correct answers.

[J A. Labor rate
[] B. Delivery requirements

Contract terms

g 0

O
O

Technical requirements

[ Check Answer

User Instructions: Select the correct answers and then select Back
the Check Answer button.

May 2011 Page 41



Module: Preparing for Negotiations CLC 056

Preparing for Negotiations B =0 -

Identifying Cost Drivers

Cost drivers are those aspects of the proposal or
contract requirements that if changed would have a
major impact on contract price. Possible cost drivers
include contract terms and conditions, delivery
requirements, or technical requirements.

For example:

o If the contract does not allow for use of
existing government property, then offered
prices may include costs for the acquisition or
fabrication of additional tooling or test
equipment.

o If delivery is needed on an expedited basis,
then premium charges may be incurred.

e If contract technical requirements call for an
expensive process when another less
expensive process would meet the needs of
end users, then offered prices would be fair
but unreasonably high through no fault of the
offerors.

User Instructions: Select Next to continue. Next
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Effect on Contract Pricing

Work with other members of the Acquisition Team to
identify the cost drivers that appear to be affecting
contract price in the current acquisition
environment.

Having identified the factors that appear to be
driving contract cost, you can begin reviewing the
impact of alternatives.

Select each of the photos to the right to
view examples of how you might consider the effect
of schedule changes on contract price.

User Instructions: Select Next to continue.
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Effect on Contract Pricing

s Example1 - Windows Internet Explorer
£ | about:blank v

Example1

Normal delivery time for ltem A is six months after receipt of an
order at a unit price of $1,000. The requiring activity wants the
part in three months at the same price. The offeror can get the
part in three months, but only at a premium price of $1,250. In
this case, schedule is a cost driver with a shorter delivery
schedule resulting in a cost increase.

Close Window

0 Internet

User Instructions: Select Next to continue.
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Effect on Contract Pricing

Example2

The requiring agency has requested delivery of ltem B, 12
months from today. The offeror has quoted a unit price of
$5,000 for the 12-month delivery. At the same time, the offeror
has offered to add this ltem B requirement to a projected

vie| production run. By combining the requirements, a second set-
of | up charge can be avoided and the part can be purchased for
$4.,500, but delivery cannot be made in less than 15 months. If
the requiring activity cannot accept the 15 month delivery,
schedule will be a significant cost driver.

Close Window

€ Internet %, 100%

User Instructions: Select Next to continue.
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Effect on Contract Pricing

Example3

H

id The proposal calls for a delivery 36 months after receipt of an
order. During the technical analysis. you determined that the
offeror's shop loading schedule would allow for delivery in 24

\S/i months. The proposed part has been in continuous production

for several years and is "well down the improvement curve.”
Ol The earlier delivery year has significantly lower projected labor
rates, and the additional volume would significantly reduce
overhead rates. As a result, earlier delivery should actually
reduce contract cost.

Close Window

o Internet

User Instructions: Select Next to continue.
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Identifying Sources of Cost Risk

Most cost estimates, whether they are the offeror's
proposed or the government's recommended, include
a "point estimate.”

A point estimate is an estimate of what the
estimator believes is most likely to happen. In most
cases, the point estimate is one of a range of

; POINT ESTIMATE
possible costs. _ Small
Variance
Since things rarely happen exactly as predicted, Lower Cost Risk
there are usually variances between projected and
actual costs. |
Known to statisticians as an error probability
distribution, the greater the potential variability
between the projected and actual cost, the greater
the cost risk.
POINT ESTIMATE
Large "
o Variance 7
D
User Instructions: Select Next to continue. Back Next
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Identifying Sources of Cost Risk (cont.)

Even in the case of a line-of-best-fit trend analysis,
you are dealing with a point estimate - a point on

the best-fit line with a probability distribution Y
surrounding it.

Typically, cost risk increases when market prices ’-
are volatile or you lack cost information on the

market. For example, cost risk is typically quite high

for contracts that require new and untested

product technology. }_

Even when there is substantial cost risk, you can '\
make a point estimate. However as contractor cost

risk increases, contractors normally become more
concerned about the upper limit of cost risk and less
concerned about the point estimate. In such
situations, you must find a way to amend the risk
involved. T

Error probability
distribution

Y

User Instructions: Select Next to continue. - Back Next
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Reduce or Control Contractor Cost Risk

Remember that there are a variety of methods that
you should consider for reducing and controlling
contract cost.

Among the most important are the appropriate use
of:

An appropriate contract type

Clear technical requirements
Government furnished property
Other contract terms and conditions

User Instructions: Select Next to continue. Back

May 2011 Page 49



Module: Preparing for Negotiations CLC 056

Hi. Now that you have a solid foundation for negotiation, | would like to start working on the price negotiation
memaorandum.

User Instructions: Select Next to continue.
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We will need to analyze the numbers and come up with our opening/minimum position, our price objective, and
our maximum/worst case position. If you are ready, let's get started.

User Instructions: Select Next to continue.
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Challenge Question #4

In preparing your prenegotiation documentation, you
should document which of the following? Select all of
the correct answers.

[] A. Your position on each of the key
elements that will define the contract
pricing arrangement

B. The purose of the negotiation

C. Any unique aspects of the procurement
action

The final negotiated profit rate

OO0 OO0
(v

E. A summary of the contractor's proposal

[ Check Answer ]

User Instructions: Select the correct answers and then select Back
the Check Answer button.
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Key Pricing Elements in Prenegotiation
Objectives

In preparing your negotiation objective, you must
establish a position on each of the key elements
that will define the contract pricing arrangement.

Depending on the contract type, you may be able
to restrict negotiations to total price or you may be
required to negotiate agreement on several
elements needed to define the pricing arrangement.

But what key pricing elements need to be
negotiated for the different contract types?

User Instructions: Select Next to continue.
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CLC 056

Preparing for Negotiations

Contract Elements by Contract Type

As the FAR tells you, the contract type helps you
identify the pricing elements that require
negotiation. Contract types include fixed price and
firm price, cost plus fee, time and materials, and
labor hour.

Select here to see a table that provides more detail

on contract elements by contract type and the
pricing elements that require negotiation.

User Instructions: Select Next to continue.

Glossary “

How do I know which
pricing elements require
negotiation?

-
“
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s http:/{performtech.com/dau_con/clc0S6/16fimagesfca_16_01_0150_20_popTable.htm V‘

Contract Elements by Contract Type

Contract Type Pricing Elements Requiring Negotiation
Firm fixed-price and firm fixed-price level of effort Total price
Base price

Contract amount subject to adjustment
Fixed-price economic price adjustment
Basis for determining economic adjustment

Limits on economic adjustment

Target cost
Target profit

Fixed-price incentive firm Cost sharing arrangement under target cost
Cost sharing arrangement over target cost

Ceiling price

Initial target cost
Initial target profit
Initial cost sharing arrangement under target

Initial cost sharing arrangement over target
Fixed-price incentive successive targets .

Ceiling for firm target profit
Floor for firm target profit

Point(s) where firm target cost and firm target profit
will be negotiated

Ceiling price
Firm fixed-price for initial period
Fixed-price with prospective price redetermination
Stated time(s) for prospective price redetermination
Fixed ceiling price
Fixed-price contract with retroactive price

redetermination Agreement to price redetermination after contract
completion

Fixed price (including normal profit)

Fixed-price award fee Award fee pool

Plan for periodic evaluation

(<€

Done € Internet *100% v
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= = Lt

s http:ffperformtech.comfdau_con/clc0S6/16/imagesfca_16_01_0150_20_popTable.htm V‘
~

Floor for firm target profit

Point(s) where firm target cost and firm target profit
will be negotiated

Ceiling price

Firm fixed-price for initial period
Fixed-price with prospective price redetermination
Stated time(s) for prospective price redetermination

Fixed ceiling price

Fixed-price contract with retroactive price

redetermination Agreement to price redetermination after contract
completion

Fixed price (including normal profit)
Fixed-price award fee Award fee pool

Plan for periodic evaluation

Target cost
Target fee

Cost sharing arrangement under target cost
Cost-plus-incentive-fee
Cost sharing arrangement over target cost

Minimum fee

Maximum fee
Estimated cost

Cost-plus-award-fee Base fee

Award fee

Estimated cost
Cost-plus-fixed-fee
Fixed fee

Labor-hour rate(s)

Material handling costs (indirect costs) or provision to

ERETISTREIES charge material on a basis other than cost

Ceiling price

Labor-hour rate(s)
Labor-hour

Ceiling price

(€|

Close Window

Jone € Internet *100% -
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Documenting Prenegotiation Positions

document these prenegotiation objectives. You should draft the following elements of the Price ~
Negotiation Memorandum (PNM) before negotiations:
e The purpose of the negotiation (new contract, final pricing, etc.)
e The description of the acquisition, including appropriate identifying numbers (e.g., Request for
Proposal ((RFP)) number).
e The current status of any contractor systems (e.g., purchasing, estimating, accounting, and
compensation) considered in developing the prenegotiation objective.
¢ If the offeror was not required to submit cost or pricing data to support any price negotiation over
the certified cost or pricing data threshold, the exception used and the basis for using it.
o If the offeror was required to submit certified cost or pricing data, the extent to which the
contracting officer:
o Relied on the data submitted and used them in preparing negotiation objectives;
o Recognized any submitted data as inaccurate, incomplete, or noncurrent and the action that
the contracting officer has taken or will take; or
o Determined that an exception applies and will not require certification.
* A summary of the contractor's proposal, field pricing and internal analysis, and the government
prenegotiation objective.
e A summary of the most significant facts or considerations controlling the establishment of the
prenegotiation price objective.
e A summary and quantification of any significant effect that direction from Congress, other agencies,
or higher-level officials has had on the contract action.
e The basis for the profit/fee prenegotiation objective.

53

User Instructions: Select Next to continue. Back Next
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Preparing for Negotiations B =0 -

Prenegotiation Documentation

In your prenegotiation documentation, you should
also document any important aspects of the
procurement situation that affected your When documenting previous buys of
prenegotiation objectives. similar products and related information
include the following information:

These aspects may include:

«When
e The items or services and quantities being
purchased « How many were acquired
e The place of contract performance
e The delivery schedule or period of - Schedule/production rate
performance

* Any differences between the proposed
delivery schedule and the objective schedule

e Any previous buys of similar products and
related information

e Any unique aspects of the procurement action

e Any outside influences or time pressures
associated with the procurement

» Contract type
« Unit prices or total prices
« Any government-furnished material

which will be provided as a result of the
contract and its estimated dollar value

[|w]

User Instructions: Select Next to continue. - Back Next
15 of 17
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Preparing for Negotiations B == -

Summarizing Prenegotiation Positions

As a minimum, your prenegotiation documentation

should outline the offeror's estimating rationale, the Cost S .
government's prenegotiation objective, and key Element Proposed | Objective | Difference | Reference
differences between the two.
Engineering
Generally, this summary begins with a tabular Direct $1,000,000 | $800,000 | $100,000 | See Para A

presentation similar to the table to the right. Using Labor
this, you can identify the areas and degree of e
Engineering

differences and provide a general format for more $2,500,000 | $2,025,000| $475,000 | See ParaB
detailed analysis. Overhead

In Paragraph A, describe the rationale used to Subtotal $3,500,000 | $2,925,000| $575,000
develop the proposal and by the government in
developing the government objective. Focus on

differences between the two. oA $350,000 | $292,500 | $57,500 | See ParaC
Expense
Also, reference any audit or technical reports and
outline your proposed disposition. Total Cost | $3,850,000 | $3,217,500| $632,500
In Paragraphs B and C, address the same subjects
found in Paragraph A with one major exception.
Address the differences in the application base or in
the rates themselves.
D
User Instructions: Select Next to continue. Back Next

May 2011 Page 59



Module: Preparing for Negotiations CLC 056

Developing a Range of Positions

The government objective is a point estimate within
a range of reasonable prices, and you should
consider reasonable positions based on the
information available.

While your agency or contracting activity guidance
may vary, the classic approach to developing a
negotiation range calls for three positions:

e Objective: Your best estimate of what the
effort should cost, and the position where you
would ideally like to settle.

e Minimum: The low end of the reasonable
range. In effect, you are saying that a price
lower than the minimum is unreasonably low.
Support this position with a detailed rationale.

o Maximum: The high end of the reasonable
range. In effect, you are saying that a price
higher than the maximum is unreasonably high.
You would not go above your maximum
without additional data that would validate a
higher figure.

User Instructions: Select Next to continue.
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Range of Positions (cont.)

An offeror may propose a cost below your minimum
objective. In such situations, present your reasons
for believing that the proposed cost is unreasonably
low.

If the offeror fails to change or support the cost,
consider that failure in your analysis of proposal
cost realism.

AsRk open-ended
questions to prevent

It is possible that you have either not correctly

assessed the proposal and/or the offeror's solution, X
or the offeror has included the missing costs sta Wda}'d 565/"\'0
elsewhere in the proposal. ANSWEYrS

Strive to ask open ended questions to uncover
which situation exists and respond accordingly to
ensure that the negotiated cost/price is realistic
and presents a low risk to the government.

User Instructions: Select Next to continue. Back

May 2011 Page 61



Module: Preparing for Negotiations CLC 056

Preparing for Negotiations i Sy Help

Writing the PNM

The final step in preparing for negotiations is to
write the Price Negotiation Memorandum, or PNM.
The graphics on this screen and those that follow T —
show examples of the important components of a Price Negataten Memsrandum

PNM found in the Berent's Dining Hall PNM. Aequinmon Sasstion

When creating the PNM, be sure to include the
purpose of the negotiation and a description of the
acquisition. You should also include the name,
position, and organization of everyone in
attendance.

48y 8 Asg lacites are Breedy A4 Mderl Ne

Next, describe the current status of any contractor
systems (e.g., purchasing, accounting, and
compensation) to the extent they affected and e ..'..nt.fnf.»...

were considered in the negotiation. eonsutmen ourir o bsiod 10 roptotomers ol Rk, Roo and wol abeorings

o manch Nore Leed = Be accton

Tha requrement w b h¥led cang Bhe curert Bererta Based Oseratons anc
% cortract witn Tecnnciogy Posrt Servces. This cortract &
f parkoemance and the paversment o setafed with the cor
pmance. Wa Nave deued 3 Reauest 1or Paapons! vader CLIN 0107 whh 4 #n
szl e M 4y baverebe wer srder Optaon Pared 1

User Instructions: Select Next to continue.
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Preparing for Negotiations B ==y -

Cost or Pricing Data

When analyzing cost or pricing data, consider the
following: st malyiin of 0 provoaid wes perkrmod and a0 suoapion wes thea s B

ars, nor o Bhe Sama contamed in Sher B4 of Malaral and

Cost Analysia Summary

o If certified cost or pricing data were not
required in the case of any price negotiation S e
exceeding the certified cost or pricing data poborge P PR - =
threshold, include the exception and basis for
it.

o If certified cost or pricing data were required,
include the extent to which the contracting
officer:

o Relied on the cost or pricing data
submitted and used them in negotiating B o
the price s

o Recognized as inaccurate, incomplete, copcbites ot Py
or noncurrent any certified cost or
pricing data submitted; the action taken

APsugn asayes of e so0ls proseeed by THE has bees corduried. Tha ssalyss

Price Negotatcn Memorandum

Aequanon Broaten

STl 1uch 09 NGN s0eed (oM ~Y Daler

as a result; and the effect of the reothn rebigarstors of of whish wl nsresse
defective data on the price negotiated Sgnbcant renovatons v be nesded 1 nhds

o Determined that an exception applied | D e
after the data were submitted and, . e e

therefore, considered not to be certified
cost or pricing data

User Instructions: Select Next to continue.
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Preparing for Negotiations B -

Summary of the Proposal

Always include a summary of the contractor's
proposal, any field pricing assistance
recommendations (including the reasons for any
pertinent variances from them), the government's =
negotiation objective, and the negotiated position.

Diement DacursianCemaonent Drestost

Where the determination of a fair and reasonable
price is based on cost analysis, the summary shall
address each major cost element. e e ey

LIRS PODeeed haurs. hor I8 e Bema covlared = Par B of
Oas Drect Cont Rems

Cost Anslyais Summary

When determination of a fair and reasonable price is
based on price analysis, the summary shall include e
the source and type of data used to support the | oe——
determination. Ocan

A B a%alyss of e sovls sroteed by TES Mot bees sondee

-
chectve prceg poa
0 e ey sttene

User Instructions: Select Next to continue.
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Preparing for Negotiations B == -

Other Items to Include

Here are some other items to include when creating
the PNM.

» Significant facts or considerations controlling
the establishment of the prenegotiation
objectives and the negotiated agreement

e Discussion and quantification of the impact of e
direction given by Congress, other agencies, Review FAR
and higher-level officials i

* Basis for the profit or fee prenegotiation - 15.406-3 fDY
objective and the profit or fee negotiated :

e Documentation of fair and reasonable pricing furthcv

o Whenever field pricing assistance has
been obtained, the contracting officer
shall forward a copy of the negotiation
documentation to the office(s) providing
assistance.

o When appropriate, information on how
advisory field support can be made more
effective should be provided separately.

information.

User Instructions: Select Next to continue. Back
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Preparing for Negotiations == -

What Does DFARS Say?

According to DFARS PGI 215.406.3, the PNM must
include the principal factors related to the
disposition of findings and recommendations
contained in pre-award and post-award contract
audit and other advisory reports.

The PNM must:

e Address significant deviations from the
prenegotiation profit objective

e Address the rationale for not using the
weighted guidelines method when its use
would otherwise be required by DFARS
215.404-70

In addition, you should include the DD Form 1547,
Record of Weighted Guidelines Application.

User Instructions: Select Next to continue.
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Preparing for Negotiations

Summary

Congratulations! You have completed this module
that discussed how to prepare for negotiations.

Review the graphic on the right to see the key
points for this module.

User Instructions: Select Next to continue.

Glossary “
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Kej Pointé of this
module include:

Cost drivers

cost risk

KeJ pricing elements
'Prenejot.iat_ion
documentation

Price Megotiation
Memorandum
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Preparing for Negotiations Resources [ Glossary

Summary (cont.)

Now that you have completed this module, you
should be able to:

o Identify factors that contribute to success in
any negotiation

o Identify key terms involved during a contract
negotiation

o Identify the importance of understanding cost
drivers to ensure a successful outcome

e Identify strategies to mitigate cost risk

« Identify the key characteristics of a price
negotiation memorandum

User Instructions: Select the next module from the Table of Back
Contents to continue.
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