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What GAO Found

Tn fiscal year 2009, DOD used best value processes for approximately

95 percent of its new, competitively awarded contracts in which $25 million or
more was obligated. Almost half of DOTY's contracts—A7 percent—were
awarded using a tradeoff process in which non-cost evaluation factors, when
combined, were maore important than price. DOD used best value tradeoffs
principally to acquire services, such as construction of troop hou%mg, as well
as for professional management. services.

DOD used the best value tradeoff process in 88 of the 129 contracts GAO
reviewed. For 60 of the 88 contracts, DOD weighted non-cost factors as more
important than price. In these cases, DOD was willing to pay more for a
contractor that demonstrated it understood complex technical issues more
thoroughly, could provide a needed good or service to meet deadlines, or had
aproven frack record in successfully-delivering products or services of a
similar nature. In making tradeoff decisions, GAQ found that DOD selected a
lower priced proposal nearly as often as it selected a higher technically rated,
but more costly proposal. Overall, GAO found that DOD paid a combined total
of more than $230 million in price differentials—the difference in price
between the awardee and the offeror next in line for award—on 21 contracts,
but chose not to pay more than $800 million in proposed costs by selecting a
lower priced offer over a higher technically rated offer in 18 contracts. DOD
does not track whether the use of best value tradeoff processes correlates
with the contractor successfully meeting the terms of the contract and noted
that many factors ultimately contribute to an acquisition's success or failure.

DOD officials identified several challenges in using the best value tradeoff
process, including the difficulty in determining meaningful evaluation factors
and the business judgment of acquisition staff required. DOD officials also
notad that the complexity of the tradeoff process increases the risk of bid
protests. For example, GAO found that 15 of the 88 contracts awarded using a
best value tradeoff process reviewed wcere protested to GAO, resulting in

4 cases in which DOD terminated the contract or made a now source selection
decision when DOD determined that it failed to adhere to the solicitations’
requiremenis. Such concerns are heightened given the expected influx of
more than 6,400 new contracting personnel over the next few years. '
According to DOD officials, making sound tradeoff decisions, and in
particular, deciding whether or not a price differential is warranted, is one of
the most difficult aspects of using a best value tradeoff process. DOD is
developing a new departmentwide source selection guide and intends to
subsequently revise its training curriculum, but neither the guide nor DOD’s
current training curriculum provides agency personnel with information on

-assessing price differentials when performing tradeoff analyses.
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The Department of Defense (DOD) obligated about $380 billion in fiscal
year 2009' {0 acquire products and services needed to support its
misgsions. DOD has several approaches it can use to evaluate offerors’
proposals. For example, DOD can use a best value tradeoff process, in
which it can vary the relative importance of cost or price to other factors,
such as technical approach or past performance in its solicitalions to
offerors. In these cases, DOD may award a contract to other than the
lowesl-priced ulferor if DOD determines that a higher-priced proposal
provides a greater benefit to DOD, and this greater benelit is worth paying
an addilional cost, or price differential. Proper execution of the tradeoff
process is esseniial, however, Lo ensure that DOD lays the foundation for
successlul acquisition outcomes. We have identified DOD contract
management as a long-standing high-risk area, due in part to DGD’s use of
ill-suited business arrangements that have conlribuled o uunetl
expectations and placed the department af risk of potentiaily paying more
than necessary.”

! According to the Federal Procurement Data System-Next Generation, DOD's tolal
obligations in fiscal year 2009 were about $366 billion. However, this [igure reflects an
approximately $13.9 billion downward adjustment made by DOD to correct an
administrative crror made in fiscal year 2008, As this adjustment significantly affected
DOD's reported obligations in fiscal year 2009, the $380 billion figure we report reflects
what DOD's total obligations would have been had the error not occurred.

2 GAO, High-Risk Sevics: An Update, GAO-09-271 (Washington, D.C.: January 2009).
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Section 845 of the National Defense Authorization Act for Fiscal Year 2010
directed GAQ to report on DOD’'s use of the best value tradeoff process,
and specifically for cases in which DOD determined that it would evaluale
contractors’ proposals on factors other than cost or price, if these non-cost
factors, when combined, were to be considered more important than cost
or price.” To respond to the mandate, we determnined (1) how often and for
what {ypes of contracts DOD used the best value tradeotf process; (2) why
and how DOD used the best value tradeoll process; and (3) what
challenges, if any, DOD faces in using the best value tradeoff process.

To conduct our work we used the Federal Procurement Data Syslem-Next
Generation (FPDS-NG)" to identily new, competitively awarded contracts
in which DOD obligated $25 million or more in fiscal year 2009, We
selected the $25 million threshold hased on a Defense Federal Acquisition
Regulation Supplement {(DFARS) requirement that contracts for
produclion or services with $25 million or more in estimated total costs for
any Tiscal year have written acquisition plans, which contain informaiion
on the anticipated source selection approach.® This analysis identifted 363
contracts on which DOD had ohligated a tolal of $39.2 billion, or about 10
percent of the total amount DOD obligated on contracts in fiscal year 2009.
From this population, we selected a random sample of 160 contracts,
including 60 indefinite delivery confracts.” We identified errors in the
information provided by FPDS-NG on 31 coniracts, including coniracts
that were incorrectly coded ag competitively awarded or had incorrect

* Pub. L. No. 111 84 (2009).

! The Federal Procurement Data System-Next Generation is the federal government's
system for tracking information on contracting actions.

P DFARS 207.103(d)(D(B).

® Indefinite delivery contracts can be used when the government needs flexibility in the
timing of orders within a specified period of time. One type of indefinite delivery contract
is an indefinite delivery/indeflinite quantity (IDIQ), which aliows the government to order
unspecified quantities, within stated limits, of products or services during a fixed period
when they cannot predetermine their needs, After award of the base IDIQ contract,
products and services are procured through individual delivery or iaslk orders during the
contract period based on governmental needs. [DIG} contracts may be issued as 4 single
award to one conlractor, or preferably on a multiple award basis to several contractors, in
which case the FAR requires that each awardee be given a fair opportunity to compete for
subsequent orders.
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award amounts.” We excluded these contracts from our sample and
determined that FPDS-NG was sulficiently reliable for the purposes of our
review after adjusting for these errors. Based on our analysis of the
remaining 129 sample contracts, we produced estimates of source
selection approaches used, contract type, and whether a product or
service was acquired. To determine the type of and rationale lor the
source selection process used for the contracts, we reviewed the
associated acquisition plans, solicitations, source selection decision
memorandums, and other relevani documents for each of the contracts in
our sample. In particular, we reviewed source selection decision
documents for contracts that used a tradeoff process to determine
whether DOD paid a price differential. For the purposes of this report, we
defined a price differential as the difference in price between the
awardee’s price and the price of the offeror next in line for award.

From our sample, we algo judgmentally selected buying activities from
each military department and one defense agency based on such faclors as
the number of besl value contracis, the type of contract, and the type of
product or service acquired. Results based on these selected buying
activities are not generalizable to a larger population. At each activity, we
reviewed contract files and interviewed program and coniracting officials
to discuss their rationale for selecting a tradcoff process including the
selection of non-cost evaluation factors for 34 contracts and 23 task orders
as illustrative case studies. We also reviewed contract documenis, DOD
and military department source selection guidance, and interviewed
program and contracting officials from DOD, the military departments,
and one defense agency to identily what challenges, il any, DOD faces in
using the best value tradeoff process. A more detailed description of our
scope and methodology is included in appendix 1.

We conducted this performance audit from March 2010 through October
2010 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence Lo provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe

? We have previously reported on data reliability issues with FPDS-NG. See, e.g., GAQ,
Federal Gontranting: Observations on the Governmend's Contracting Data Systems,
GAO-09-1032T (Washington, D.C.: Sept. 28, 2009); and Conlract Management: Minimal
Compliance with New Safeguards for Time-and-Matertals Conlracts for Commercial
Services and Safequards Have Not Been Applied io GSA Schedules Program, GAO-09-579
(Washington, D.C.: June 24, 2009).
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that the evidence obiained provides a reascnable basis for our findings
and conclusions based on our audii objectives.

Background

The Federal Acquisition Regulation (FAR) Part 15 allows the use of several
best value competitive source selection techniques to meet agency needs.
Within the best value continuum, DOD may choose an approach that it
considers the most advantageous to the government, including the lowest
price Lechnically accepiable (LPTA) process and the tradeoff process.

DOD may elect to use the LPTA process in acquisitions where the
requirement is clearly definable and the risk of unsuccessful contracl
performance is minimal. In such cases, DO} may determine that cost or
price should play a dominant role in source selection. When using the
LPTA process, DOD specifies its minimal technical requirements in the
solicitation. Once DOD delermines that the contractors meet or exceed
the technical requirements, no tradeoffs between cost or price and non-
cost lactors are permitied and the award is made based on the lowest
price offered to the government.

By contrast, DOD may elect to use a tradeoff process in acquisitions where
the requirement is less definitive, more development work is required, or
the acquisition has greater performance risk. In these instances, non-cost
evaluation factors, such as technical capabilities or past performance, may
play a dominant role in the source selection and tradeoffs among price and
non-cost factors allow DOD to accept other than the lowest priced
proposal. This report focuses on DOD’s use of the tradeoff process, and
specilically, in which non-cost factors, when combined, were considered
more important than cost or price.

When using a tradeoff process, the FAR requires ihal evalualion factors
and significant subfactors that affect coniract award and their relative
importance be clearly stated in the solicilation; and the solicitation must
provide whether all evaluation factors other than cost or price, when
combined, are significantly more important than, approximalely equal {o,
or significantly less important than cost or price.” Additionally, the FAR
requires that each factor represent key areas of importance and emphasis

® Hereafter for the purposes of this report, we use the term *non-cost factors” for both non-
cost and nonprice evatluation factors and the term “price” for both cost and price, despite
the different ways that they are evaluated under the FAR.
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to be considered in the source selection decision and that support
meaningful comparison and discriminalion between and among competing
proposals.” The FAR also requires the source selection authority
document the perceived benefits of the higher priced proposal and ihe
rationale for tradeoffs in the contract file.”” The resulting source selection
decision should be based on a comparative assessment of proposals
against all source selection criteria in the solicitation. The decision must
also include the rationale for any business judgments and tradeoffs made
or relied on by the source selection official, including benefits associated
with additional costs. Although the rationale for the source selection
decision must be documented, the documentation need not quantify the
tradeoffs that led to the decision.

In fiscal year 2009, DOD obligated about $380 billion on coniracis for
goods and services. Our analysis of dala reported by DOD to FPDS-NG
indicates thai $69.9 billion or 18 percent of DOD’s cbligations were made
on new contracts competitively awarded in fiscal year 2009 (see figure 1).
By contrast, about $176 billion were modificalions to or orders issued
under contracts that were awarded prior to fiscal year 2009 and $133
billion were awarded non-competitively," which in combination totaled to
nearly 82 percent of DOD's reported conlract obligations in fiscal year
2009.

? FAR 15.304(b).
" FAR 16.308.
! For additional information see GAQ, Federal Gontracting: Opportunities Exist to

Increase Compelition and Assess Reasons When Only One Gffer is Received, GAO-10-833
(Washington D.C.: July 26, 2019),
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Figure 1: DOD Contract Obligations in Fiscal Year 2008" {Dollars in hillions)

Non-competed contracts®
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obligated :

Competed contracts

New cantracts

Groers and modifications an contracts
awarded prior to FY 2009

Source: GAO analysis of FPDS-NG obligations data

“Dollar amounts may not sum due to rounding.

"The non-competed contracts category consists of those contracls awarded under other than full and
apen competition as defined in FAR subpart €.3.

Properly managing the acquisition of goods and services requires an
acquisition worklorce with the right skills and capabilities. In March 2009,
however, we reported that DOD lacked complete information on the skill
sets of the current acquisition workforce and whether these skill sets were
sufficient to accomplish its missions.' In April 2009, the Secretary of
Defense announced his intent to grow the acquisition workforce by 15
percent by fiscal year 2015. As part of this strategy, DOD indicated that it
intends to grow its contracting career field by more than 6,400 personnel,
an increase of more than 28 percent from fiscal year 2008 staffing levels.

¥ GAO, Department of Defense: Additional Activns and Data Are Needed to Effectively
Manage and Oversee DOD's Acquisition Worfforce, GAO-08-342 (Washington D.C.: March
25, 2000},
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DOD Relies Heavily
on Best Value
Processes to Evaluate
Contractor Offers

DOD relies heavily on the use of the best value process to evaluate offers
from potential contractors. DOD chose a best value process for
approximately 95 percent of its new, competilively awarded conlracts on
which it had obligated $25 million or more in fiscal year 2009."” Almost half
of DOD's contracts—47 percent—were awarded using a tradeoff process
in which non-cost evaluation factors, when combined, were more
important than price. Figure 2 shows how often DOD used the different
best value procésses and other source selection approaches.

Figure 2:; Estimated Frequencies of Source Selection Approaches Used in Fiscal
Year 2009 for New, Competitively Awarded DOD Contracts Obligating over
$25 million*

Lowest price
technically acceptable

Seated bid®

2%

Non-cost factors less
important than price

Non-cost faciors
aqual to price

Non-cost faclors more
important than price

Best value processas (95%)
I:’ Best value tradeoff process {69%)

Source: GAD analysls of DOD contract documen|s

*The 85 percent confidence intervals for estimates in this graph are within +/- 8 percentage poinis of
the estimates themselves.

"In sealed bidding, award is made 1o the respansible bidder whose bid conforms to the invitation for
bid and Is the most advantageous for the government cansidering only price and price-related factors
included in the invitation.

'3 All percentage and fraction estimates reported within this section have 95 percent
confidence intervals within plus or minus 8 pereentage points of the estimates themselves.
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In 69 percent of the contract awards, DOD used the best value tradeoff
process. When doing so, it acguired services approximately four times as
often as it acquired products. Over half of these procurements were for
building or civil engineering construction services, including projects for
troop housing, administrative facilities, and hurricane protection systems.
Other services procured using the tradeoff process were equipment
maintenance and professional management services. For example, in fiscal
year 2009, the Army Corps of Engineers awarded a coniract worth more
than $963 million to construct one of the largest pumping stations in the
world, along with floodgates and floodwalls for hurricane protection.
Similarly, the Air Force awarded the Contract Field Team program
multiple-award contract, with an estimated base value of $2.6 billion for
modification, maintenance and repair of systems including aircraft and

" missile defense for the departments of the Army, Navy, Air Force and
several federal agencies. Small arms and electronic countermeasure
cquipment were among the products most frequently procured using a
tradeoff process, including the contracts for the Squad Automatic
Weapons--lightweight, automatic rifles issued to each Army and Marine
rifle squad—and an Army contract Lo procurce devices thal counteract
radio-controlled improvised explosives. Our analysis of selected
characteristics of coniracis awarded using a best value tradeoff process in
fiscal year 2009 is shown in figure 3.
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Figure 3: Estimated Frequencles of Selected Characteristics of Coniracts or Agreements Awarded using a Best Value
Tradeoff Process"

17%
2% Combination®
Cost reimbursament \ 31%
29, \ Indefinite delivery
Cther fixed price \
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L s ‘
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o ®

17%
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Product ntraCt pl.lfp

5%

Producl/
Service 78%

Service

Souree: GAQ analysis of DOD contract dosuments and data obtained from FPDS-NG.
*Note: The 95 percent confidence imervals for estimates in this graph are within +/- 8 percentage
points of the estimates themselves.
"Percentages may not suim to 100 percent due o rounding.

“Combination refers to contracts that allow for orders to be placed using more than one pricing
arrangement. .

“Stand-alone refers to contracts that do not aliow for individual orders to be placed against the
contract.

*Other includes basic ordering agreements and blanket purchase agreements.
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As part of our work, we reviewed 10 IDIQ contracts that had been
awarded using a best value tradeoff process and 23 task and delivery
orders under these contracts which had ebligations ranging from

$11 million to over $319 million. In most cases, DOD did not issue the task
or delivery orders we reviewed using a tradeoff process. For example, an
Air Force official explained that the inifial task orders for the Contract
Field Team program, including 13 orders in our sample, were issued under
an LPTA process because data needed 1o assess contractor performarce
and timeliness were not yet available to use given the short time between
award of the base contract and issuance of the first orders. An Air Force
official indicated that once they had obtained sufficient performance data,
they intended to issue task orders using a tradeoif process when possible.
DO officials issued six other task orders on the hasis of negotiating with
a contractor who had been awarded a single award IDIQ contract. The
Tour remaining orders were awarded using a iradeofl process. For
example, the Army wanted infrared vision enhancement equipment for
nighttime and battlefield use in Iraq and Afghanistan to be delivered as
quickly as possible. Consequently, the Army used a contractor’s ability to -
meet delivery requirements as the principal evaluation factor in selecting
the coniractor for delivery order award.

Some DOD officials noted that the use of various source selection
evaluation methods can change over time. For example:

Defense Logistics Agency (DLA) officials noted that they have recently
transitioned from principally using the fradeoff process to using the LPTA
process lor most luel purchases because the majority of their
procurements were for a commercial produet in relatively stable domestic
and international markets. They noted, however, that they still use the
tradeoff process in less stable areas, such as Iraq and Afghanistan, where
they require more information about vendors' past performance and
technical capability when operating in war zones,

Conversely, Army Corps officials in New Orleans reporied that they have
been using the iradeoff process more frequently since the increase in civil
works construction projects following Hurricane Katrina. While they
typically used sealed bids in the past, they told us that use of the tradeoff
process enabled them {o better assess contractors’ ability to meet safety
and schedule requiremenis.
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DOD Used a Best
Value Tradeoff
Process to Address
Complex or Time
Sensitive Needs, but
Paid Relatively Few
Price Differentials

DOD officials tended to use a best value tradeoff process with non-cost
factors weighted more important than price when they were willing to
accept a higher price if a contractor could demonstrate certain
advantages, such as meet a deadline, demonstrate that it understood
complex technical issues, or propose an innovaiive approach. DOD often
indicated in tradeoff solicitations that non-cost factors would be
significantly more important than price in making award decisicns, but our
analysis indicated that DOD selected a lower priced proposal among those
offerors remaining in the final competition almost as often as it selected a
higher technically rated, but more costly, proposal. Overall, DOD paid a
price differential—the difference in the price of the offeror awarded the
contract and the price of the offeror next in line for award—in 21 of the 68
contracts in which a price differential was considered. Most diffcrentials
were less than b percent. While DOD officials told us that the tradeoff
process provides an essential tool to obtain desired capabilities, they rely
on the case-by-case judgment of contracting and program officials to
determine the best acquisition approach suited to program requirements
and do not specifically track whether use of the tradeoff processisin
DOD's inierest.

Contract Requiremernis
Drove DOD’s Selection of
Technical and Past
Performance Evaluation
Factors

The FAR and DOD guidance generally provide acquisilion staff flexibility
to develop evaluation factors that meet their procurement needs and does
not indicate which evaluation factors should be most important. The FAR
requires that DOD officials consider, among other things, past
performance on all negotiated competitive acquisitions exceeding
$100,000, but DOD officials have broad discretion in selecting other non-
cost factors and their relative importance. The factors are intended to
provide meaningful discriminators to evaluate proposals. Army, Navy, and
Air Force officials toid us that they formed interdisciplinary teams that
developed evaluation factors and the factors’ relative importance by
COISENsUs.

We found that 88 of the 129 contracts we reviewed used a best value
tradeoff process. Our analysis shows that DOD considered past
performance and technical evaluation factors as the most important
among the non-cost factors. Figure 4 shows the five most frequenily used
non-cost evaluation factors for the 88 contracts in our review in which a
tradeoff was conducted and how often the technical and past. performance
lactors were most imporiant among the non-cost faclors.
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Figure 4: Most Frequently Selected Non-cost Evaluation Factors and Their Relative Importance in 88 Contracts Using a
Tradeoff Process

Past
performance Technical Small business Experience Management
Army 00000 0000600 O0O0000 00000 | O0O0O0O0
00000 00000  0OO0OO000 | OO000 | O0O000
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Navy 00000 0080 00000 00000 | O0O00O0
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O
Air Force 00000 000 000
DLA o o
Other &) [
Percentage of 82% 65% 56% 47% 44%
this factor
o Occurence of non-cost factor
. OGcceurence of past performance or iechnical facter as most important

Source: GAO analysis of DOD conlract documents.,

Note: For the purposes of this repon, in cases where multiple non-cost factors were considered to be
of equal importance, GAO considerad all of these factors to be most important. The small business
factors typically consisted of evaiuating the offerors’ proposed use of small businesses.

DOD officials told us that the selection of these evaluation factors and
their relative importance was based on specific acquisition requirements,
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such as the ability to meet production deadlines, ensure compatibility with
axisting ship and aircraft systems, or provide needed security for delivery
ol goods in war zones. Our analysis found that DOD considered non-cost
factors more important than price in 60 of the 88 contracts awarded using
a tradeoff process. The following illustrate instances where DOD’s
acquisition needs led them to make non-cost factors the principle criteria
for source selection.

Army officials had to quickly meet surge requirements based on a Joint
Urgent Operational Needs Statement" for roadside bomb deiectors as well
as services to provide training and supporl. the system once fielded, and
accordingly, made technical capability the most imporiant evaluation
factor. The acquisition plan specified that deliveries of the eritical
technology and support services needed o be made within 6 months of
conlract award.

Army officials sought contractors with innovative approaches and a
superior understanding on how 1¢ counter the threatl of roadside bombs in
awarding a professional services contract for a range of training programs
to be used within the Military Service Combat Training Centers. According
to the Army, the selected contractor provided a proposal that was superior
in nearly all the technical categories sought by the Army,

The Navy considered contractors’ proposed technical approach the most
important evaluation factor for a helicopier upgrade kit procurement
becatise the design had {0 be compatible with existing helicopters. In this
case, the timing of fleet deployment was also crifical and the Navy sought
a contractor that could meet their schedule.

DLA used a tradeoff process primarily for commercial fuel contracis in
dangerous areas, such as Iraq and Afghanisian, due to the heightened need
for contractor reliabilily in these war zones. In these situations, DLA
officials explained the tradeolf process allowed them Lo emphasize
securiiy and past performance in their evaluations to mitigate acquisition
risks, especially since they do not know the vendors well.

-Army Corps of Engineers officials that needed to procure construction
services for barracks for wounded soldiers made the technical and
performance capability tactors most important because they needed to be
responsive to new schedule and price targets. These officials used the
tradeoff process to incentivize timeliness and price reductions, and they
were also able to obtain better features, such as more durable materials.

Y oy additional information on joint urgent operational needs, see GAQ, Warfighter
Support: Improvements to DOD's Urgenl Needs Processes Would Enhance Overstght and
Expedite Efforts to Meet Critical Warfighter Needs, GAO-10-460 (Washington, D.C.: Apr.
30, 2010). ‘
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DOD officials also told us they used these non-cost. factors o encourage
contractors to provide innovative solutions to meet DOD’s needs. For
example, Army officials expressed a need for technological innovation in a
solicitation for equipment, field support services, and associated
maintenance needed Lo infercept enemy communications. The Army
encouraged the contractors to develop a system that would enable them to
upgrade the equipment frequently over the life of the contract. The
staterment of work clarified that these upgrades would be essential io
maintain relevancy in the batilefield and keep pace with technology
advancements. Similarly, Marine Corps officials we spoke to aboul an
urban warflare training system lold us that they used the tradeoff process
to seek innovative designs when awarding a 5-year, $1 billion dollar
coniract. Marinc Corps olficials indicated that they had a system that
worked, but wanted to push industry to come up with a solution that
allowed the Marines to reconfigure building structures more quickly and
to provide more realistic and current combal scenarios prior to
deployment. In the winning design, the offeror proposed using modular
building sets thal Marines could assemble more quickly to maximize the
training opportunities available in the field.

In contrast, our analysis [ound that the 28 cases in which DOD officials
considered non-cost lactors as equal to or less important than price were
nearly all related to construction projects. For example, In 15 cases we
reviewed, the Army Corps of Engineers considered non-cost factors such
as managemenl, and technical, experience, and past performance as equal
io0 price to address less complex project requirertents such as building a
new runway for aircraft and constructing a maintenance facility. In these
instances, the contracting and progran oflicials were able to request and
review information from potential contractors and conduct a tradeoff
process that would not be available through an LPTA approach, but still
considered price of equal importance to non-cost factors in the award
decision.
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DOD Paid Relatively Few
Price Differentials Despite
Best Value Tradeoff
Solicitations That
Emphasized Non-Cost
Factors

For the 88 contracts awarded using a best value tradeotf process, DOD
considered whether to pay a price differential in 68 contracts.”® Our
analysis indicated that DOD selected the lower priced option nearly as
often as it selected the highest rated, but more costly, proposal. In the 18
cases in which DOD officials decided not to pay a price differential, they
determined that the lower price oulweighed the advantages of the offeror
with the higher technical rating. In doing so, DOD officials decided not to
pay over $800 million in price differentials. In 29 other cases, DOD
awarded contracts to the offerors that had both the lowest price and the
highest non-cost factor rating.

DOD accepted a higher price in 21 of the 68 contracts in which a price
differential was considered, for a combined difference of more than

$230 million. Most differentials pzid were less than 5 percent above the
price submiited by the offeror next in line for award. The largest price
differential from the contracts in our sample was 48 percent higher, or
roughly $13.6 million more, than the next in line offeror’s price. In this
case, Marine Corps officials determined that the product-—burn resistant
clothing for use by soldiers in Irag—was worth the price difference
because it provided substantially greater 2nd and 8rd degree burn
protection than the product proposed by the other offeror. Figure 5 shows
the frequency with which DOD elected Lo pay or not pay a price
differential for the 68 contracts in which a price differential was
considered, as well as the value of the price differentials either paid or not
paid.

15 In the other 20 contracts, DOD did not consider a price differential because only one
vendor was considered for award or these involved a multiple award contracl
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Figure 5: Price Differentials in the 68 DOD Contracts Reviewed in Which a Tradeoff Analysis Was Conducted

Contracts with a price differential paid

Contracts with no price differential paid Total

Lower priced proposals selected cutweighed
advantages of higher non-cost ratings

Proposals selected had lowest price
and highest non-cost ratings

1

68

Value of price differentials
as a percentage

| of the contract value |

Less than or equal to 5% 1

5% to 20% B

Greater than 20% SR e 11

Source: GAO analysis of DOD sonlract documents.

DOD Relies on the
Judgment of Contracting
and Program Officials to
Determine Whether Use of
Best Value Tradeoffs Meet
DOD’s Needs '

DOD coniracting and program officials believed that the use of best value
tradeoffs provide DOD an essential tool, which allows them to obtain
better ingights into the contractors’ capabilities and their understanding of
the government’s needs, and the reasonableness of the contractor’s
approach. DOD and military depariment officials stated that they do not
specifically track use of the tradeof! process to determine if DOD’s
interests are met. Instead, they rely on the judgmenl ol contracting and
program officials to select the best acquisition approach suited to program
requirements on a case by case basis. Further, DOD officials staied that
they do not track whether the solicitation approach used correlated with
whether the contractor successfully met the terms of the coniract and

. noted that many factors ultimately contribute to the success or failure of

an individual acquisition that may not have been foreseeable when
awarding the contract. For example, DOD officials noted that DOD would
often use a best value tradeoff process Lo award a contracl. to develop a
major weapons system. As our work has found, DOD olten encounters
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DOD Faces Several
Challenges in Using
the Best Value
Tradcoff Process

cost increases, schedule delays, and performance shortfalls on its major
systems. '

DOD officials acknowledged several challenges in using the best value
tradeoff process such as the difficulties in developing meaningful
evaluation factors, the additional timce investment needed to conduct best
value procurements, and the business judgmeni required of acquisition
staff when compared to other acquisition appreaches. DOD officials also
noted that the complexily of the tradeoff process increases the risk of bid
protests. To help address source selection challenges, DOD is drafting &
source selection guide to improve consistency and standardize source
selection procedures for compeltitively awarded negotiated procurements.

DOD officials told us that developing non-cost factors that meaningfully
discriminaie belween offers is a challenging part of the fradeoff process.
They noted that as the complexity of the acquisition increases, so does the
need for individuals with the expertise to help develop the evaluation
factors. For example, Army Corps of Engineers officials told us that the
contract for one of the world’s largest flood pump stations required
experts with experience in issues ranging from wafer flow management to
real estate to develop evaluation factors. Further, Navy officials explained
that while they often use past performance as a non-cost discriminalor, it
can be difficult to identify differences between contractor proposals
because contractors often provide their best performance examples and
the government often lacks data to evaluate additional contractlor projects.
Our past work has also identified governmentwide challenges in obtaining
needed past performance information to support contract award
decisions."” Further, the absence of meaningful non-cost discriminators
can result in olferors receiving equal scores on the factors that were
ideniified as being significantly more important than price. As such, the
decision may default simply to a consideration of price alone. For
example, Air Force officials noted that they are considering updating
faclors used to award task orders under the Coniract Field Team contract
because contractors tend to receive the highest ratings for each non-cost
factor reviewed, so price is typically the only discriminator,

18 GAQ, Defense Acquisitions: Assessment of Selected Weapon Systems, GAO-10-3885P
(Washington D.C.: March 30, 2010).

7T Qee GAD, Federal Covdractors: Retter Performance Informaiion Needed to Support
Agency Contract Award Decisions, GAC-09-374 (Washington D.C.: April 23, 2009).
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DOD officials also noted that using the best value tradeoff process is often
far more time-consuming than other approaches. Navy officials told us
that the tradeoff process is administratively burdensome and requires a
large time investment from program staff, which can make it challenging
to keep the same acquisition team together for an entire procuremeni.
During our site visits, many contract and program staff told us that the
tradeoff process often takes between 18 and 24 months: In addition, in
Afghanistan and Iraq, the challenges of conducting a tradeoff process have
contributed to decisions by the CENTCOM Joint Theater Support
Contracting Command and Army Corps of Engineers to discourage its use.
For example, recent Army Corps of Engineer projects in Afghanistan have
emphasized using simpler, less complex designs or requirements that are
more suitable for the use of a lowest price technically acceptable
approach.

The complex nature of the besl value Lradeoll process, including decisions
on whether to pay a price dillerential, requires much greater business
judgment when compared to other acquisition approaches. DOD officials
stated that making tradeoff decisions, particularly when Lo pay a price
differential, is among the most difficult aspecis of the tradeolf process,
which will become more challenging with less experienced staff coming
into the acquisition workforce, DOD officials indicated that DOD intends
to increase the size of its contracting carcer [ield by more than 6,400
personnel through fiscal year 2015. With the influx of new staff, many of
the coniracting olficers we met with noted challenges in preparing staff to
conduct the tradeoff process. For example, a Navy contracting officer told
us that guidance and training only go so far to prepare acquisition stall o
conduct best: value tradeotf procurements. Instead, acquisition staff need
1o be mvolved in a number of best value tradeoff procurements to develop
the business judgment necessary to conduct a successful acquisition.

DOD officials stated that the complexity of the tradeoll process also
increases the risk of bid protests. Of the 88 contracts we reviewed that
used a tradeolf process, 15 were the subject of a bid protest to GAO. While
most of the protests were denied, DOD took corrective actions in 5 cases,
including 4 cases in which DOD terminated the contract or made a new
source selection decision when it determined that it failed to adhere to the
solicitations' requirements.

Some of the services have developed initiatives to address these
challenges. For example, the Air Force set up an Acquisition Center of
Excellence (ACE) at Tinker Air Force Base, which provides pre-award
source selection assistance Lo contract and program stafl. Air Force
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Conclusions

officials stated that ACE reviews the evaluation factors within individual
source selection plans, serves in an advisory capacity on source selection
teams and holds workshops for contracting officers. Similarly, Army
officials at Ft. Monmouth's Comnmunicalions—Electronics Command have
developed an online business tool—the ASSIST tool—that shepherds
contracting officers through the solicitation process. For example, the tool
provided alist of steps that must be completed for best value tradeoff
procurements and automatically routes documents through source
selection evaluation boards and other participating officials for review, as
required.

DOD is also drafting a departmentwide source selection guide to improve
consistency and standardize source selection precedures for competiiively
awarded negotialed procurements. Given the influx of new acquisition
stall, DOD offtcials stated they wanted to develop a more prescriptive
guide for best value procurements. While the DOD draft source selection
guidance contains information on various aspects of the best value
process, such as the source selection decision document, DO officials
told us it does not address price differentials. Numerous DOD officials
underscored the importance of training in the use of the best value
process, particularly training that addresses the tradeoff decision that
acquisition staff must make. For example, one Army Corps of Engineers
official told us that source selection officials would benefit by training that
contains real life lessons on how other officials have made price
differential decisions during the tradeoff process. Similarly, Marine Corps
and Army officials told us thai while decisions are made on a case-by-case
basis, informal rules of thumb regarding price dilferentials can come into

play and indicated that additional guidance or training, especially case

studies or scenarios, would be helpful.

The Defense Acquisition University (DAU) is responsible for providing
training to the DOD acquisition worklorce. According 1o DAU officials,
they offer more than 10 courses that contain elermments of the best value
lradeoff process, bul none ol the current courses provide case sludies or
scenarios that focus on reaching price differential decisions during source
selection. They noted that once the new source selection guidance is
implemented, which is anticipated for January 2011, they plan to angment
exigting conlracling courses to reflect the new guidance.

The best value tradeoff process underlies the vast majority of DOD
competitively awarded contracts, and effective use of this process hinges
on making sound tradeofls beiween price and non-cost facltors, By
Tocusing on non-cost actors, DOD anticipates that it will obtain technical
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Recommendation for
Executive Action

Agency Comments
and Our Evaluation

solutions that are innovative and address complex and time-sensilive
program requirements. Applying a tradeoff process, however, does not
guarantee successful acquisitions, nor is it withouti other challenges. In

particular, using a tradeoff process can be more complex and take more

time than other source selection methods, and requires that acquisition
staff have proper guidance, needed skills, and sound business judgment,
With the anticipated influx of more than 6,400 DOD contracting personnel
over the next few years, providing a firm foundation for use of the tradeoll
process is essential. While DOD and the military departments have taken
steps to improve source selection procedures, acquisition personnel noted
a lack of training to assist them in deciding whether or not a price
differential is warranted when making tradeoff decisions. For example,
while DOD's new source selection guide provides insights on the source
selection process, it is silent on how to reach decisions on when to pay a
price differential, as is DOD's current fraining curriculum. DOD has an
opportunity as it updates its training curriculum to provide acquisition
staff with better insights using real life examples on reaching tradeoff
decisions. Taking this step can help DOD minimize the risk of paying a
price differential when not warranted or losing the benefit of a technically
superior solution,

To help DOD effectively employ the best value tradeoff process, we
recommend that the Secretary of Defense direct the Director of Defense
Procurement and Acquisition Policy to work with the Defense Acquisilion
University to develop training elements, such as case studies or SCENArios
that focus on reaching tradeoff decisions, including consideration of price
differentials, as it updates the source seleciion curriculum,

DOD provided written comments on a draft of this report. DOD concurred
with our recommendation and intends to request the Panel on Contracting
Integrity——comprised df senior DOD leaders tasked, in part, {0 help
improve DOD's performarnce—to assist the Defense Acquisition Universily
in developing training case studies and scenarios that focus on reaching
tradeoff decisions. DOTIY's letier is reprinted in appendix 1L

We are sending copies ol this report to inferested congressional
committees and the Secretary of Defense. In addition, this repor{ wiil be
available ai no charge on GAQ’s Web site at hittp://www.gao.gov.
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Should you or your staff have any questions on the matters covered in this
report, please contact me at (202) 512-4841 or huttonj@gao.gov. Contact
points for our Offices of Congressional Relations and Public Affairs may
be found on the last page of this report. GAO staff who made major
contributions to this report are listed in appendix I11. -

John P. Hutton, Director
Acquisition and Sourcing Management
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Appendix I: Scope and Methodology

Section 845 of the Naiional Defense Authorization Act for Fiscal Year 2010
directed GAO to report on the Department of Defense’s {(DOD) use of the
best value tradeoff process, and specifically for cases in which DOD
evalualed contractors’ proposals on factors other than cost or price, if
these non-cost factors, when combined, were considered more important
than cost or price.' To respond to the mandate, we determined (1) how
often and for what types of contracts DOD used the best value tradeoff
process; (2} why and how DOD used the best value tradeoff process; and
(3) what challenges, if any, DOD [aces in using the best value tradeoff
process.

To determine how often and for what types of contracts DOD used the
besl value tradeoff process, we used data from the I'ederal Procurement
Data System-Next Generation (FPDS-NG) as of January 2010 to identily a
population of contracts based on the following criteria: (1) newly awarded
by DOD in fiscal year 2009; (2) cumnpetitively awarded, and (3) had
obligations of $256 million or more in fiscal year 2009,

We established the $25 million threshold because the Defense Federal
Acquisition Regulation Supplement (DFARS) requires contracts with total
estimated costs of $25 million or more in any [iscal year to prepare writfen
acquisition plans, which contain information about the source selection
approach. This analysis identified 363 contracts. From this population, we
selected a probability sample of 160 contracts, including 60 indefiniie
delivery contracts, and reviewed associated solicitations, source selection
decision documents, and other contract documents to determine the
solicitation approach DOD used.

We verified the obligations and contract award fields in FPDS-NG with
contract data to ensure that the contracts within our sample were within
scope. Thirty-one coniracts from our initial sample of 160 contracts were
oulside the scope of our review because they were incorrectly coded in
key parameters, such as being coded as competitively awarded when they
were not or had misreported the amount of obligations made on the
contract or task order. We excluded these conlracls {rom our sample and
determined that FPDS-NG was sufficiently reliable for the purposes of our
review alter adjusting for these errors.

! For the purposes of this report, we use the term “non-cost factors” for both non-cost and
non-price evaluation factors and the term “price” for both cost and price, despiic the
different ways that they are evaluated under the FAIR.
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Appendix It Scope and Methodology

Because we followed a probability procedure based on random selections,
our sample is only one of a large number of samples that we might have
drawn. Since each sample could have provided differeni estimates, we
express our confidence in the precision of our particular sample’s results
as a 95 percent confidence interval (e.g., plus or minus 8 percentage
points). This is the interval that would contain the actnal population value
Tor 95 percent of the samples we could have drawn. Unless otherwisc
noted, percentage estimates based on our sample have 95 percent
confidence intervals that are within plus or minus 8 percentage poinis of
the estimate itself. Confidence intervals for other numetric estimales are
reported along with the estimate itself. Table 1 summarizes the estimated
percentage of contracts of various source selection approaches reviewed.

- _______________________________|
Table 1: Estimated Percentages of Source Selection Approaches Reviewed

Estimated percent

Approach ' representation
Best value '

‘Tradecoff process bH%
L.owest price technically accéptable 21%
Sealed bid . 4%
Erroroneously reported as being within our scope of review 19%

Source: GAD analysls of DOD contract information.

Note: Percentages do not sum o 100 percent due to reunding.

Based on our analysis of the remaining 129 sample contracts, we estimate
that the total number of best value tradeoff, lowest price technically
acceptable, or sealed bid award decisions (in-scope contracts) in the full
population of interest was about 293.* For contracts that utilized a besi
value tradeoff process, we categorized them based on the relative
importance placed on price. In addition, we determined contract type, the
type of procurement (product versus services), and the type of product or
service [ur our sanple contracts using FPDS-NG data and verified this
information with the contract documents.

To determine why and how DOD used the besl value tradeoll process and,
in particular, when non-cost factors were considered more important than
price, we obtained and reviewed DOD and service level acquisition

* The 95 percent confidence Interval for this estimate is from 276 to 309 contracts.
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Appendix I: Scope and Methodoelogy

guidance related to source selection policies and procedures that describe
how and when the tradeoff process may be used, including those used for
issuing task orders. In addition, for each of the contracts within our
sample, we oblained contract doecumentation including the acquisition
plan, solicitation, and source selection decision memorandum and
reviewed them in preparation for interviews with DO officials. In several
cascs, the solicitation was unclear as to which type of tradeolf process
was used. In these cases, we relied on the source selection decision
document to categorize the tradeoff process used.

We judgmentally selected buying activities to visit based on factors
including the number of contracts awarded on a best value tradeoff basis,
contract type, and goods or services procured. Buying activities inchuded
at least one command from each military department as well as a defense
agency. We reviewed 27 coniracts and 23 task orders through our site
visits. Specifically, we judgmentally selecled 23 of 48 task orders for
review by compiling all task orders issued on indefinite delivery/indefinite
quantity contracts obligating over $10 million that were administered by
the officials at the siles we visiled. We chose this dollar threshold to
exceed the FAR requirement to provide fair opportunily notices for task
orders valued at $5 million or more. Results from these selected contracts
or task orders cannot be generalized beyond the specific contract
contracts or task orders selected. '

During the course of our review, we interviewed officials from the
following commands:

Department of the Army, U.S. Army Corps of Engineers, New Orleans
District Office, Louisiana, and Afghanistan Engineering District, Kabul and
Kandahar, Afghanistan;

Department, of the Army, Armament Research, Developinent and
Engineering Cenler, Picalinny Arsenal, New Jersey;

Department of the Army, Communications—Electronics Command, Forl
Mommouth, New Jersey;

Department of the Navy, Marine Corps Combat Development Command,
Quantico, Virginia;

Department, of the Navy, Naval Air Systems Command, Patuxent River,
Maryland and Lakehurst, New Jersey;

Department of the Air Force, Air Force Materiel Command, Tinker Air
Force Basc, Oklahoma,

Defense Logistics Agency Energy, FL. Belvolr, Virginia; and

Joint Theater Support Contracting Command, U.S. Central Command,
Kabul and Kandahar, Afghanistan, and Baghdad, Iraq.
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We interviewed DOD acquisiiion and contracting officials to identify their
rationale for the selected source selection approach (e.g., the thought
process behind why a best value approach was chosen over other
approaches). For award decisions that used a besl value tradeoifl process,
we discussed why the evaluation faclors were chosen and how their
relative weights were assigned. We also interviewed officials about the
process used and the underlying rationale when issuing selecied task
orders. We also interviewed officials to determine what the expecied
outcomes were from uging the best value tradeolf process.

We reviewed applicable DOD source selection decision documents and
related memoranda to determine how often DOT) paid a price differential,
the amount of the price differential, and the reasons that were given
underlying the decision to pay a higher price. We defined a price
differential as a positive difference in price between the offeror who
received the award and the offeror next in line for award.

To determine what challenges if any, DOD faces in using the best value
tradeof process, we reviewed DOD guidance and interviewed offictals
from Defense Procurement and Acquisition Policy, the military
departments and defense agencies.

We conducted this performance audit from March 2010 through Oclober :
2010 in accordance with generally accepted government auditing
standards. Those standards require thal we plan and perform the audit o !
obtain suflficient, appropriate evidence Lo provide a reasonable basis for

our findings and conclusions based on our audit objectlives. We believe

that the evidence obtained provides a reasonable basis for our lindings

and conclusions based on our audii objectives.
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Appendix II: Comments from the Department

of Defense

ACQUISITION,
TECHNOLOGY
AND LOGISTICS

OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON
WASHINGTON, BDC 2030 1.3000

M. John Hutton 0ct 20 200
Director, Acquisition and Sourcing Management

U.8. Government Aceountability Office

441 G Street, NJW.

Washington, DC 20548

Dear Mr, Flutton:

This is the Department of Defense (DoD) rcsponse to the GAO drall report 11-8
“DEFENSE CONTRACTING: Enhanced Training Couid Strengthen DoDs Best Value
Tradeoff Decisions,” dated October 2010, (GAO Code 120890).

The Department has reviewed the draft report and concurs with its recommendation. [
intend to request the Panel on Contracting [ntegrity, Subcommittee 5, Appropriatc Contracting
Approaches and Techniques, to assist the Defense Acquisition University in developing the
training case studies and scenarios that you recommended. T thank you for the opportunity to
comment on the draft report,

Sincerely,

Director, Defense Procurement
and Acquisition Policy
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GAO Contact John P. Hutton, (202) 512-4841 or huttonj@gao.gov

]
In addition to the contact named above, Timothy DiNapoli, Assistant
Acknowledgments Director; William Russell, Katheryn Hubbell, Paige Muegenburg, Jodi
Munson, Anna Russell, Sylvia Schatz, Roxarnna Sun, and Bob Swierczek
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The Government Accountability Office, the audit, evaluation, and
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constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
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