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(PRELIMINARY/FINAL)

PRICE NEGOTIATION MEMORANDUM
XYZ Corporation

ABC Division

123 Russell Parkway

Warner Robins, GA 31098-1234

1.   INTRODUCTORY SUMMARY:  Negotiations were concluded on XX XXX 2006 to agree upon the contract prices and pricing arrangement for the above-mentioned contract.  This FFP/FPIF/FPIS/CPFF/CPAF/T&M contract provides for the development and delivery / modification/ definitizaton of Joint Helmet Mounted Cueing System (JHMCS).  Subsequent paragraphs identify the requirements, contracting situation and the basis of contract pricing. 

a. Results of Negotiation. A comparison of the proposed, Air Force objective, and negotiated pricing positions for the grand total contract amount are shown below.  The final price was reached on a “total price” basis.  The breakout of cost and profit represents the Air Force Negotiating Team (AFNT) position and was not separately negotiated.  Reference the applicable footnotes for further explanation of the cost elements. 

GRAND TOTAL SUMMARY:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	
	00 January 2006
	
	00 February 2006
	
	00 March 2006

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Profit/Fee
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Profit/Fee Rate
	0%
	
	0%
	
	0%

	Contract Type
	FFP/CPFF
	
	FFP/CPFF
	
	FFP/CPFF


Following the opening narrative, the memorandum should provide a tabular summary of the proposed, objective and considered negotiated position (for Final-PNMs) at the cost, profit/fee and price lines.  The date of each action, such as the original proposal date, the date the objective was established and the negotiation settlement date should also be listed in the headings of the tabular summary.  For contractual actions with multiple contract types, a grand tabular summary may roll up all of the contract prices but should be followed with tabular summaries for each contract type.  If the contractor has submitted a formal revision or update to the original proposal, the revised proposal should be listed in a separate column preceding the objective column.  All revisions need not be shown, only those considered significant.  All proposals must, however, be contained in the official contract file.  If subsequent events cause the government's objective to change prior to negotiation but after approval of the original objective, the revised objective should also be shown along side the original objective.  If the procurement contains multiple contract types they should be listed separately.  Also, if the action includes priced options, they should be similarly listed below the instant procurement.  Other information that may be included are: award fee pools, share ratios, minimum/maximum fees, ceiling price and percentage and contract type(s) for each position.  

FIRM FIXED PRICE (FFP) SUMMARY:

Total-FFP:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Profit
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Profit Rate
	0%
	
	0%
	
	0%

	Contract Type
	FFP
	
	FFP
	
	FFP


Basic-FFP:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Profit
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Profit Rate
	0%
	
	0%
	
	0%

	Contract Type
	FFP
	
	FFP
	
	FFP


Option 1-FFP:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Profit
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Profit Rate
	13.00%
	
	11.00%
	
	12.00%

	Contract Type
	FFP
	
	FFP
	
	FFP


Option 2-FFP:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Profit
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Profit Rate
	0%
	
	0%
	
	0%

	Contract Type
	FFP
	
	FFP
	
	FFP


COST PLUS FIXED FEE (CPFF) Summary:

Total-CPFF:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Fee
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Fee Rate
	0%
	
	0%
	
	0%

	Contract Type
	CPFF
	
	CPFF
	
	CPFF


Basic-CPFF:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Fee
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Fee Rate
	0%
	
	0%
	
	0%

	Contract Type
	CPFF
	
	CPFF
	
	CPFF


Option 1-CPFF:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Fee
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Fee Rate
	0%
	
	0%
	
	0%

	Contract Type
	CPFF
	
	CPFF
	
	CPFF


Option 2-CPFF:

	
	PROPOSED
	
	AF OBJECTIVE
	
	 NEGOTIATED

	Total Cost
	$0
	
	$0
	
	$0

	COM
	0
	
	0
	
	0

	Fee
	0
	
	0
	
	0

	Total Price
	$0
	
	$0
	
	$0

	
	
	
	
	
	

	Fee Rate
	0%
	
	0%
	
	0%

	Contract Type
	CPFF
	
	CPFF
	
	CPFF


2. PARTICULARS:   

a. Item/Service Identification.  (In the introduction, a brief description of the program was provided.  Here it is expected that a more in depth description be provided.  For example:)  The acquisition provides for the Joint Helmet Mounted Cueing System to support the F-15 & F/A-18 aircraft.  This buy is a follow-on buy and did not include any non-recurring costs.

	CLIN / NSN
	Contract Type
	Qty
	Unit Price

	XXXXX
	FFP
	00
	$00,000

	
	
	
	

	
	
	  
	


b. Previous Buy of Same or Similar Item(s).  <No Pricing History> There are no previous buys for this particular item/service.  However, cost analysis was utilized to ensure prices were fair and reasonable.
<Pricing History Available> Pricing history was available for these items/services.  The following table provides the details for the pricing history.  The basis for the prior prices was ____________.  
FAR 15.404-1(a)(2) establishes the mandatory requirement for price analysis when cost or pricing data is not required.  When cost or pricing data is required, it is ideal to employ both cost and price analysis techniques in conjunction, thereby obtaining an authentication of the overall price as stated above.  FAR 15.404-1(a)(3) states price analysis should be used to verify that the overall price offered is fair and reasonable. 

	Pricing History

	CLIN / NSN
	Contract Number
	Award Date
	Contract Type
	QTY
	Unit Price

	XXXXX<CLIN #>-15
	FA85XX-XX-X-XXXX
	5 Jan 2004
	FFP
	XXX<DD MMM YY> Jan5
	$00,000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


c. Price Analysis:  Price analysis yields the following unit price(s):   

	CLIN / NSN
	Unit Price

	
	

	
	


The following price analysis techniques(s) was/were performed to ensure a fair and reasonable price:

(1). Comparison with Prior Prices.  Comparison of prior contract prices with current negotiated prices for the same or similar end items (adjusted for quantities and economic price changes).

(1). Parametric Estimating.  Application of rough yardsticks (such as dollars per pound or other units) to highlight significant inconsistencies that warrant additional pricing inquiry.

(1). Independent Government Cost Estimates.  Comparison of current negotiated prices with independent Government cost estimates.

(Examples:)

For buys where price history is rarely available due to the nature of the item/services being procured, the analyst may consider using the following example to address price analysis.

(1). Independent Government Cost Estimates.  The total negotiated price is within the forecasted budget for this program.  The budget for this program was derived from an independent government cost estimate performed by _ _ _ _.  The negotiated amount of $X,XXX,XXX compares with that of the budget amount of $X,XXX,XXX.

(1). Value Analysis.  The value or relative worth of an item or the worth to the user.  However, value analysis can only be used in conjunction with price analysis.

d.  25% Price Increase IAW DFARS 215.404-1(a). <No 25% increase> The unit price has not increased more than 25 percent in the prior 12-month period. or
<A 25% increase> The unit price for CLIN(s) _______ has increased more than 25 percent in the prior 12 month period. The Contracting Officer has evaluated the price of these line items and determined that the price increases are fair and reasonable or are justified due to the following reasons:  List reasons for increase in price.

e. Contract Line Item Prices (CLINs). The following CLIN(S) was/were (insert one from below)

(1).  <Unit price> developed on a unit price basis and summarized in total.  The AF objective and negotiated prices are developed on a unit basis.  Schedules showing the pricing detail are set forth in paragraph 5 and discussed in the related footnotes.  The breakout for each of the separately priced CLINs is listed below: OR can be found in Attachment X. 

(1).  <Total Price> developed on a unit price basis and summarized in total.  Since questioned costs were equally applicable to all line items, the AF objective and negotiated positions were developed on a total price basis.  The negotiated line item prices were calculated by decrementing proposed unit prices by the ratio of reduction achieved in the total price settlement.  The breakout for each of the separately priced CLINs is listed below: OR can be found in Attachment X.

	Proposed

	
	
	
	
	

	CLIN
	Description
	CLIN Type
	Qty
	Unit Price
	Extended Price

	0001
	Joint Helmet Mounted Cueing System
	FFP
	75
	$0,000
	$00,000

	0002
	Data IAW Exhibit A 
	FFP
	1 Lot
	NSP
	NSP

	1001
	Joint Helmet Mounted Cueing System
	FFP
	80
	$0,000
	$00,000

	1002
	Data IAW Exhibit A 
	FFP
	1 Lot
	NSP
	NSP

	
	
	
	       
	
	

	
	TOTAL PRICE
	
	
	
	$0,000,000

	
	
	
	
	
	


	AF OBJ


	
	
	
	
	

	CLIN
	Description
	CLIN Type
	Qty
	Unit Price
	Extended Price

	0001
	Joint Helmet Mounted Cueing System
	FFP
	75
	$0,000
	$00,000

	0002
	Data IAW Exhibit A 
	FFP
	1 Lot
	NSP
	NSP

	1001
	Joint Helmet Mounted Cueing System
	FFP
	80
	$0,000
	$00,000

	1002
	Data IAW Exhibit A 
	FFP
	1 Lot
	NSP
	NSP

	
	
	
	       
	
	

	
	TOTAL PRICE
	
	
	
	$0,000,000

	
	
	
	
	
	


	Negotiated


	
	
	
	
	

	CLIN
	Description
	CLIN Type
	Qty
	Unit Price
	Extended Price

	0001
	Joint Helmet Mounted Cueing System
	FFP
	75
	$0,000
	$00,000

	0002
	Data IAW Exhibit A 
	FFP
	1 Lot
	NSP
	NSP

	1001
	Joint Helmet Mounted Cueing System
	FFP
	80
	$0,000
	$00,000

	1002
	Data IAW Exhibit A 
	FFP
	1 Lot
	NSP
	NSP

	
	
	
	       
	
	

	
	TOTAL PRICE
	
	
	
	$0,000,000

	
	
	
	
	
	


<Data Prices> If the offeror provides a data cost estimate, DFARS 215.470(c) states that the estimate "should not be used for contract pricing purposes without further analysis".  The analysis used to price the data should be addressed in the Price Negotiation Memorandum (PNM).  If it is not practical to separately price the data and the offeror does not provide an estimate, this should also be addressed in the PNM.  

f. Clearance/Pre-Negotiation Authorization.  Clearance was granted XX XXX 2006 by Name, Title.  

g. Fact‑Finding and Negotiation.  Fact-finding began on XX XXX 2006 and concluded on XX XXX 2006.  Negotiations were held at insert place and insert place, on XX XXX 2006 and XX XXX 2006.  Some informal telephone discussions were conducted on various dates between XX XXX 2006 and XX XXX 2006.  Participants in the fact-finding and negotiations are listed below.


Air Force Negotiating Team (AFNT)



NAME


  ORGANIZATION


TITLE



Janice Toms*



XXXX


Contracting Officer



Bubba Smith*



PKPF


Contract Price/Cost Analyst



Tim Greenwell



DCAA-FLA

Financial Liaison Advisor



Jack Wilson



XXXX


Program Manager


Contractor Personnel



NAME






TITLE


Melinda York*





Contract Administrator



Dale Long





Program Manager



Doug Brown*





Pricing and Finance



Brian Cook





Manager of Contracts & Order Admin

                          *Principal Negotiators

It is not necessary to have an all-inclusive list of attendees in the PNM.  However, a list of attendees at each negotiating session should be kept and included in the contracting officer’s records for defective pricing purposes.
3. ACQUISITION SITUATION:

a. Acquisition Background.  This negotiation is a(n) new procurement/ modification/ definitization of a letter contract/ change order/ Engineering Change Proposal, etc.)  Then (insert one of the below statements)   
<RFP Issued> contractor submitted a proposal, in response to a Request for Proposal (RFP), to (insert item or service, e.g. deliver 155 Joint Helmet Mounted Cueing Systems).  
<IPT Pricing> Pricing of this contract was done by the “Integrated Process Team” (IPT) process.  The AFNT conducted fact-finding concurrently as the contractor developed the proposal.  All cost elements (except, e.g. direct labor rates, indirect rates, etc.) were agreed to during this process so when a final proposal was submitted to the AFNT no further negotiations were required.  Reference the applicable footnotes for further explanation of the cost elements.

The opening paragraph should state the contract action covered by the PNM, (e.g., new procurement or modification) or any contractual actions that initiated this procurement, (e.g., definitization of a letter contract or change order including related not-to-exceed (NTE) prices).  Include status of item (developmental, prototype, initial production, etc.) and any contemplated follow‑on action.  If the contract is fixed-price development effort, show the date the determination was approved and who approved it.  If the negotiation is to firm up a fixed price incentive successive targets (FPIS) arrangement, undefinitized contractual action, or to convert a letter contract to a definitive contract, identify how much of the contract task is completed.  A discussion of the contract type contemplated (objective) or negotiated (final) is needed under this section.  Pre-PNMs should discuss why a particular contract type was chosen as appropriate for the acquisition.  For multiple line items or options with different contract types, discuss each one separately.  Also, discussion of the fiscal year funds used may be included if appropriate.  If during negotiations the contract type is changed, discuss the reasons for the change and again its appropriateness.  Also, document if IPT pricing was used throughout the negotiation process including the organizations that were represented.  The acquisition background provides a comprehensive account of the procurement and provides a lead into the following discussion areas of the acquisition situation. 

b. Basis for Contract Type Selected. <FFP> A firm fixed price contract (FFP) is considered appropriate for this procurement because reasonably definite design specifications were available and the contractor's data supported a realistic basis for determining probable performance costs.  Selection of this contract type provides the contractor with the maximum incentive for cost control and effective performance and is considered in the best interest of the government.

<FPIF>  A fixed price incentive fee contract (FPIF) was determined appropriate for this procurement.  Although some cost uncertainties exist, confidence in meeting the performance is high. Potential cost reductions and/or performance improvement may be obtained by giving the contractor a degree of cost responsibility and positive profit incentive.  The contractor's accounting system is considered adequate to properly accumulate incurred costs for purposes of determining the final contract price. 

<T&M> A time and material type contract (T&M) is considered appropriate because estimates of the extent or duration of work and supporting costs for material, travel, etc., cannot be determined with a reasonable degree of confidence. However, the contractor's data supported a realistic basis for determining labor hour and indirect rates. Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. The contractor's accounting system is considered adequate to properly accumulate incurred hours and costs. This contract type is considered in the best interest of the government.

<FFPLOE> A firm fixed priced level of effort term contract (FFPLOE) is considered appropriate for this procurement because the work to be performed cannot be clearly identified. However, the required level of effort can be identified and there is reasonable assurance that the intended performance cannot be obtained for less than the negotiated effort.  Also, the contractor's data supported a realistic basis for determining labor hour and indirect rates. Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. This contract type is considered in the best interest of the government.

<CPFF> A cost plus fixed fee contract (CPFF) was determined the best contract type because uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed‑price contract.   Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. The contractor's accounting system is considered adequate to properly accumulate incurred costs for this contract.

<CPIF> A cost plus incentive fee contract (CPIF) was determined the best contract type for this requirement. Confidence in meeting the performance is reasonably good.  However, uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed‑price contract. Effective contract management, potential cost reductions, and performance improvement can be obtained by giving the contractor a degree of cost responsibility and positive profit incentive. Appropriate government surveillance is in place to insure that effective methods for cost control and labor efficiency are being used. The contractor's accounting system is considered adequate to properly accumulate incurred costs.

<CPAF> A cost plus Award Fee contract (CPAF) was determined the best contract type for this requirement. Confidence in meeting the performance is reasonably good.  However, uncertainties involved in contract performance do not permit costs to be estimated with sufficient accuracy to use any type of fixed‑price contract.  Use of an award fee will provide effective motivation toward exceptional performance while providing the government the ability to evaluate actual contractor performance. The contractor's accounting system is considered adequate to properly accumulate incurred costs.

<CR> Cost reimbursement (CR) with no fee items for travel and materials are considered appropriate due to the uncertainties in future requirements. The contractor's accounting system is considered adequate to properly accumulate incurred costs. 

c. Market Research. <Prime>  The contractor is the prime designer/ manufacturer and is therefore the only presently known qualified source possessing the technical expertise, including qualified personnel, to perform the requirements.

<Market Research> Market research was conducted via insert sources.  For details and results see the contract file under Tab XX.  Identify the negotiating position of the Government relative to the marketplace for the goods or services we are acquiring.  Identify specifically whether the Government had little, medium, or substantial leverage and the basis of that determination.  It is noteworthy that the Government may benefit from consolidating requirements from across the DoD to facilitate leverage.  Discuss how you addressed consolidation of like requirements. Discuss how you used your leverage in the negotiating process e.g. demanding additional supporting data or price concessions or as a mitigating factor to explain a less favorable but reasonable settlement. 

<Drawings>  The contractor was selected because drawings and specifications were unavailable to allow procurement under competitive procedures.  Reference contract file for documentation.

<Directed>  The contractor was a directed source by the FMS country.

d. Delivery Schedule. <Meets> The negotiated schedule meets the government's required delivery and is shown below/or on Attachment ___.   

<Does Not> Schedule does not meet government's required delivery, but it is the best obtainable due to production and material lead time.  Approval of the schedule was obtained from the Item Manager.  The negotiated schedule is shown below/or on Attachment ___.

e. Period of Performance.   <Basic Only> The contract is effective for the period from ___________ to ___________.

<Options> The contract was negotiated for basic and option requirements, summarized as follows:






 From 
            To 
                  Basic:



                 Option:

f. Outside Influences.  <None> There were no outside influences associated with this procurement.  

<Influences> Describe any outside influences or time pressures that may have affected the negotiation, e.g., procurement priority, funding limitations, etc.  Discuss and quantify, if possible the impact of direction given by Congress, other agencies or higher level officials.  The issue of reliance in defective pricing issues may depend on how well this topic is documented. 

g. Government Furnished Facilities, Property, or Equipment. <None> No government furnished facilities, property, or equipment are required for the performance of subject contract.

<Granted> The contractor has requested and has been granted rent‑free use of government facilities available under contract _____________ (refer to contract clause H-___).

<Granted> The contractor has requested and has been granted rent‑free use of government property/tooling and special test equipment available under contract _____________ (refer to contract clause H-___).

h. Special Clauses/Unique Features and/or Provisions Having Cost Impact Implications. 

i. Not Applicable or
ii. Government Furnished Property.

iii. Government Furnished Material.

iv. Subcontracts Price Reservation Clause.  As of the date of price negotiations the contractor had not fully complied with FAR 15.404‑3(b) provisions relative to his subcontract pricing responsibilities.  Therefore, negotiations were conducted based on the quoted subcontract value, subject to price adjustment provisions set forth in DFARS 215.404-3 and as detailed in Attachment___.

v. Base Support Agreements . As specified in the contract, support agreements are necessary for contract performance and have been considered in the development of the AF objective. Refer to contract clause H-___.

vi. Rate Adjustment Provisions.  Due to significant differences between the contractor's proposed rates and those recommended by the cognizant ACO, negotiations were conducted using the proposed rates with agreement for subsequent downward only price adjustment upon contractor/ACO resolution of the rate differences.  Attachment ___ illustrates the bases, rates, and costs used to develop the negotiated position and criteria necessary to effect price adjustment. 

vii. Economic Price Adjustment (EPA) Provisions.  The contractor requested that an economic price adjustment clause be incorporated in the contract due to unanticipated fluctuations in the economy.  During negotiations, the requirement for an EPA clause was deleted as part of the total agreement of price.

viii. Economic Price Adjustment (EPA) Provisions.  Due to unusual cost risks associated with unpredictable economic cost fluctuations, provisions for price adjustments authorized by FAR 16.203 have been incorporated using the (established prices method) (actual cost method) (cost index method).  Attachment ___ describes costs subject to adjustment and the adjustment procedures.

If you settle on a fixed escalation rate to a particular index (or set of indices), you should explain why the rate or index agreed to is appropriate and reasonable.

ix. Pension Adjustment Re-opener Clause.

x. Production Special Tooling & Production Special Test  Equipment (PST/PSTE). During negotiations, special emphasis was given to the respective parties rights to title of the tooling or equipment. The proposal contains a listing of the PST and PSTE and associated costs.

xi. Performance Based Payments
xii. Should Cost
xiii. Design-to-Cost
xiv. Life Cycle Cost
xv. Other  

4. NEGOTIATION SUMMARY:

a. Cost or Pricing Data.  <Relied upon> All costs submitted by the contractor were fully relied upon in reaching the negotiated price. 

<Exceptions> All costs submitted by the contractor were fully relied upon in reaching the negotiated price except as noted in the PNM (or attachment X)

<Use of Cut-off Date> Date of Price Agreement: IAW FAR 15.406-2(c) The contracting officer and contractor reached a prior agreement on XX XXX 2006 on criteria for establishing closing or cutoff dates to minimize delays associated with proposal updates. 


To effectively document all data/exhibits disclosed during negotiations, a log should be kept and either attached to the PNM or referenced in the official contract file. 

b. Proposal Submission. <One proposal> The contractor's proposal identified in the Heading of the PNM was submitted on _________.

<Revised> The contractor's original and revised/updated proposals, with the basis of change, are summarized as follows:



  Dated  

  Amount  

      Basis of Change     


00/00/00

$00,000,000

Original Proposal



00/00/00

$00,000,000

Reason for Update 
c. Recurring/Non-Recurring Costs.  <Recurring> The contractor did not propose any non-recurring costs.

<Non-recurring> In acquisitions that include developmental and production effort, the recurring and the non-recurring costs will need to be segregated.  These costs should be documented within the PNM so as to provide a complete description of the objective and considered negotiated positions with regards to the developmental and production effort. The need to track these costs separately is twofold.  First, acquisitions that contract for both developmental and production efforts typically require separate CLINs to be priced thus requiring separate documentation.  Second, the segregation of non-recurring costs will be critical for follow-on acquisitions relying on past historical prices when applying historical or same/similar item price analysis techniques.  As stated earlier, one could expect the inclusion of non-recurring costs with the recurring cost would cause the acquisition to be exceedingly overpriced if the negotiator was unaware of this situation.  Therefore, the documentation of recurring and non-recurring becomes critical for providing the needed information for developing future price analysis objectives.

d. Definitizating Contracts.

When definitizing a letter contract, firming up an unpriced order, or otherwise agreeing to prices based on work that was authorized and started earlier, the PNM should: 1) indicate the percentage of physical completion of the contract, 2) show actual costs incurred from inception to date and their trends, 3) show the contractor's current estimate to complete, and 4) discuss/establish the not-to-exceed (NTE) price integrity with respect to changes in scope.

<Incurred Costs>  $________________ through   /  /   , verified by DCAA/AFNT to cost records.  The incurred costs were considered in the development of the profit objective.

e. Final Pricing of an Incentive Arrangement.

For actions that require the establishment of the final pricing of an incentive arrangement, you should make two comparisons, which should be documented in the PNM.  First, compare the contractor's statement of actual costs incurred with acceptable actuals.  Acceptable actuals are those that are reasonable, allowable, and allocable.  Explain any differences.  Second, compare the initial estimated costs, adjusted where possible for changes, with the final acceptable contract costs.  Where differences are significant, identify the causes, if possible.

f. Subcontractor Submissions. <N/A> Subcontracts involved do not meet the criteria for submission of contract pricing proposals.

<Reviewed>  Cost and pricing data on major subcontracts was furnished and evaluated by the prime contractor and/or the ACO. See explanatory notes to schedules for discussions concerning each major subcontractor.

<N/A> There are no subcontractor efforts involved in this acquisition.

g. Considered Negotiated.  Negotiations were conducted on a cost element basis; however, specific agreement on all individual cost elements was not reached.  The figures cited herein represent the best estimate and judgment of the government negotiator based on the price negotiated.  The following schedules depict the results of negotiation by major cost element and profit.  The treatment accorded each cost element and profit is discussed in the footnotes identified on the schedule. 




In the event the acquisition applied an IPT Pricing technique, it is not unusual for all/most elements of cost to be agreed to prior to conclusion of negotiations.  Therefore, the statement “considered negotiated” may be inappropriate for a PNM that used IPT pricing techniques.  

5. COST ANALYSIS SUMMARY: 
a. The following cost schedule and related footnotes summarize the proposed cost elements, (applicable field recommendations), development of the Air Force Objective, and estimated negotiated amounts.

Insert side-by-side cost schedule comparison from your excel file or utilize a summary table similar to below:

***COST ELEMENT SUMMARY EXAMPLE ***

CONTRACTOR
AIR FORCE
CONSIDERED



PROPOSED
OBJECTIVE
NEGOTIATED  
   Footnotes

Material
$9,200,000
$8,000,000
$8,500,000              a

Material Burden
415,000
360,000
383,000              b

Subcontracts
20,350,000
18,200,000
19,250,000              c

Engineering Labor
4,825,000
3,200,000
3,800,000              d

Engineering O/H
3,860,000
2,560,000
3,040,000              e

Manuf. Labor 
14,505,000
10,537,000
13,250,000              f

Manuf. O/H
21,757,000
13,171,000
17,225,000              g

Tooling
750,000
700,000
740,000              h

Other Costs
     150,000
     130,000
     146,000              h

Subtotal
$75,812,000
$56,858,000
$66,334,000

G&A Expense
  3,790,000
  2,843,000
  3,317,000               i
Subtotal
$79,602,000
$59,701,000
$69,651,000

Profit
     398,000
     299,000
     349,000               k

Subtotal
$80,000,000
$60,000,000
$70,000,000

Cost of Money
 12,000,000
  7,200,000
  9,100,000               j

Total Price
$92,000,000
$67,200,000
$79,100,000

A similar breakout of cost elements should be provided for each option or separately priced CLIN.  Too often, option/CLIN pricing is glossed over and not adequately addressed.  Since substantial dollars can be tied to contract options/CLINs, they deserve the same treatment as the instant procurement.  Refer to the line item/unit pricing discussion earlier in this chapter.  These summaries may be included as attachments to the PNM.  

The summary figures presented can be in support of the entire contract value, the total price of each major item, the unit price, or some other presentation.  The way the figures are presented will depend on how the negotiations will be or were conducted.  The general rule here is to portray the negotiation as it actually took place.  Unit cost and profit figures alone may not give the true picture or the significance of each cost element.  Therefore, if you show unit values, you should also show totals for each cost element and profit in the narrative that comprises this element of the PNM.  If a computer model provides the cost element summary totaling to the unit prices, then list the total figures in the body of the narrative and attach the detailed printout of the unit price breakdown.  However, be sure your figures correlate.  

Throughout negotiations, both the facts and judgments will probably change due to the presentation of later data.  Because of this, interpretations will change too.  As you negotiate, your ideas about some of the values in your objective will change and will cause your position to change also.  When you finally shake hands, you should know what you think the costs are going to be; these are the numbers you put in the considered negotiated column above.

During this process, it is important that you identify and trace these costs from proposal through analysis, updating, and negotiation, to their influence on the prices finally reached.  This holds true whether the proposed costs were relied on or not.

As stated in the clearance section, any subsequently revised proposals or AFNT objectives occurring after execution of the clearance document must be described in the body of the final PNM.  Unless changes to the preliminary PNM/objective are substantial, a separate cost element summary is not required.  For substantial changes, both the revised and preliminary PNM will be included discussing both the original and new objective positions.

Element Discussion/Component Breakout
In the paragraphs that follow the parallel tabulation, as indexed, discuss the treatment of each major element in the contractor's proposal (i.e., Labor, Material, etc.).  You should devote separate paragraphs to the major cost categories listed in the tabulated summary.  To preclude continuous referral back to the summary, start the discussion of each cost element with a comparison of the amounts proposed, objective, and considered negotiated.  This may contain a separate and more detailed tabular breakout focusing specifically on the cost element being discussed .  The narrative should consist of separate paragraphs describing:




(a)
The basis of the contractor's estimate/proposal.




(b)
The basis of the government's negotiation objective.




(c)
The results of the negotiations.

OTHER COST CONIDERATIONS

Basis of Method/Reliance/Sources of Data

1. Each element being presented must discuss the basis and the sources of data used in the development of the proposed, objective and considered negotiated position.  If escalation rates were used, show the rates and how they were applied for each respective position.  Also, the currency of the data relied upon in establishing each position should be addressed.  These subjects are the most sensitive discussion that will be made throughout the PNM.  They provide the basis for the establishment of fairness and reasonableness.  You should make these paragraphs as precise as possible in identifying factual data, their sources, and their currentness.  Where significant cost or pricing data submitted by the contractor were not relied upon or not used, identify them here. The reasoning supporting the objective and any significant departures from it in moving toward agreement on price should establish, with little room for question, which data were used and relied upon and which data were not.  

Requirement Changes/Significant Differences/Advisory reports

1. Any changes due to requirements must be clearly documented with regards to their impact on costs.  Also, document any significant differences between the objective and the considered negotiated position to adequately describe the facts that influenced the negotiator to determine that this new position is fair and reasonable.  Identify the relevant proposal and advisory reports used in the establishment of the objective position and new reports,  updates, revisions that may have affected the outcome of negotiations.  When IPT pricing is used, each respective element should discuss the extent and use of the IPT recommendations and any significant differences between the objective and considered negotiated position.

Actual Costs

1. For each element of costs where significant actuals to-date have been incurred, state the dollars, percent complete, and the contractors estimate-to-complete.  The analysis should relay any trends based on this information and should be used when developing the profit objective and negotiating the final price.

Incentive Arrangements/Final Prices




1.
When negotiating incentive arrangements, attach a graph to the PNM that shows the proposed, the objective and (for the final-PNM) the considered negotiated contract geometry.  If you negotiate a CPIF (cost incentive only) arrangement, explain the range of incentive effectiveness and how you arrived at the cost-sharing arrangement.  You can do this in a short paragraph explaining where and why actual costs may vary from target and assessing the probabilities that there will be significant variances.  For FPIF arrangements, explain the considerations involved in establishing sharing arrangements and price ceilings.  If costs have already been incurred, explain how they were treated in setting the contractual arrangement.  When establishing the final price of an incentive arrangement, address each of the following: 






a.
Compare the contractor’s stated costs incurred with the acceptable actual costs







that were used in developing the objective and explain any differences.






b.
Provide the calculations for adjusting the profit/fee in relation to ceiling price.






c.
Identify/explain significant differences between objective/ negotiated position.






d.
Sequentially list all supplemental agreements including their adjustment to the







target/ceiling prices and their respective share line.






e.
Separately identify any firm fixed price and cost reimbursement amounts not







subject to the incentive arrangement.





2.  When multiple incentives are used, you must give particular attention to the interrelationships of the various segments of the incentives. This includes, in addition to the reasons why incentives were placed on particular performance characteristics, a brief discussion of possible trade-offs between cost, performance and schedule.

FOOTNOTE (a) Material Costs
	 
	Dollars
	

	
	-----------------
	

	Proposed
	$ 0
	(1)

	AF Objective
	$ 0
	(2)

	Negotiated
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Material and Other Direct Costs (ODC)




1.
Direct material includes raw materials, purchased parts, and inter-organizational transfers required to manufacture and assemble the final product.  Be sure to identify what is included in the material costs and how the costs were estimated (i.e., priced bill of materials supported by quotes, historical projections, statistical approach, etc.).  In your discussion, address any contractor make-or-buy decisions that represent a departure from the contractor's normal routine.  Also, discuss any ODC that may have been proposed.





2.
If the contractor applies attrition or scraps factors to their bill of materials, discuss how the rate was established and why the rate settled on is reasonable.  Discuss any escalation rates applied to future material costs, and the index or other basis for applying the rate.  If there is an EPA clause in the contract, the material inflation rate used here should be consistent with the rate used in the EPA clause.  If any decrement factors are used, discuss the basis of the factors, how they were applied, and their derivation.

FOOTNOTE (b) Material Burden
	 
	
	Rates
	
	Dollars
	

	
	
	-------------
	
	-----------------
	

	Proposed
	
	0%
	
	$ 0
	(1)

	AF Objective
	
	0%
	
	$ 0
	(2)

	Negotiated
	
	0%
	
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Indirect  Costs

The application of overhead rates to their appropriate base (dollars or hours) within the proposal should be identified in either the discussion of each element or in an attachment (i.e., spreadsheet) to the PNM.  This allows for comprehensive documentation of the particular element and the reconstruction of the direct and indirect costs for any future adjustments required.  The indirect rates themselves may be included in a separate breakout within the PNM or included with any labor rates that are referenced as an attachment to the PNM.  This breakout should include the proposed, the objective and the considered negotiated indirect rates.

FOOTNOTE (c) Subcontract Costs
	 
	Dollars
	

	
	-----------------
	

	Proposed
	$ 0
	(1)

	AF Objective
	$ 0
	(2)

	Negotiated
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Subcontract Costs


(5)

1.
The preliminary PNM must address each major subcontract, i.e., those subcontracts that are (1) over $10 million or (2) $550K and more than 10% of the contractor's proposed price, whichever is lower.  If the subcontract is negotiated, discuss whether or not the contractor's analysis and rationale for the negotiated subcontract price is acceptable.  Per FAR 15.404-3(a), negotiated subcontract prices are not to be accepted as the sole evidence that the price is fair and reasonable.  If not yet negotiated, discuss the contractor's rationale for the subcontract cost included in his proposal.





2.
As a minimum, the following major subcontract information should be addressed in the PNM:






a.
The subcontractor name, location and subcontract item description






b.
Competitive/sole source including listing proposed, objective, considered







negotiated amount






c.
Statement on the timeliness and adequacy of the data, as well as the reliance upon it






d.
Explanation if cost or pricing data was obtained when not required






e.
Discussion of any recommendation given (i.e., assist audit, field pricing 







support and/or prime's review and evaluation of the subcontractor's data)


         3.  For other than major subcontracts, i.e., usually those under $1 million and less than 10% of the prime's price, discuss how the objective was established, including any decrement factors used.
FOOTNOTE (d) Engineering Direct Labor
	 
	Hours
	
	Dollars
	

	
	--------------
	
	-----------------
	

	Proposed
	0
	
	$ 0
	(1)

	AF Objective
	0
	
	$ 0
	(2)

	Negotiated
	0
	
	$ 0
	(3)


(1) Proposed: 
(2) AF Objective:  

(3) Negotiated:  

Discussing Labor Costs




a.
For all types of labor, the PNM should discuss the labor rates, skill mix, and hours proposed.  The discussion should include any escalation factors used in the development of these positions.  List any forward pricing rate agreements (FPRAs) or forward price rate recommendations (FPRRs) (including the date), and if used, the validity of these rates.  If the rates do not appear to be appropriate for your action, contact the ACO and document actions taken and rates used.





b.
In the case of continuous or follow-on production, the manufacturing labor and perhaps some of the engineering labor, e.g., support or production engineering, may be based on historical costs, labor standards, or a combination of both.  The use of historical costs is appropriate when the proposed effort is nearly identical to work done in the past.  In such cases, improvement curves generally can be applied.  You should discuss the improvement curves applied, the slope of the curve, and why it is appropriate for the particular effort to be accomplished.  If labor standards are used, discuss the work measurement approach employed, explain why it is appropriate, discuss any proposed variations from standard, and identify and discuss any realization factors, rework factors, etc., that are involved.  Regardless of the methodologies proposed or used by the government, all should be explained in detail sufficient for readers to replicate.

FOOTNOTE (e) Engineering O/H
	 
	
	Rates
	
	Dollars
	

	
	
	-------------
	
	-----------------
	

	Proposed
	
	0%
	
	$ 0
	(1)

	AF Objective
	
	0%
	
	$ 0
	(2)

	Negotiated
	
	0%
	
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Indirect  Costs

The application of overhead rates to their appropriate base (dollars or hours) within the proposal should be identified in either the discussion of each element or in an attachment (i.e., spreadsheet) to the PNM.  This allows for comprehensive documentation of the particular element and the reconstruction of the direct and indirect costs for any future adjustments required.  The indirect rates themselves may be included in a separate breakout within the PNM or included with any labor rates that are referenced as an attachment to the PNM.  This breakout should include the proposed, the objective and the considered negotiated indirect rates.

FOOTNOTE (f) Manufacturing Direct Labor
	 
	Hours
	
	Dollars
	

	
	--------------
	
	-----------------
	

	Proposed
	0
	
	$ 0
	(1)

	AF Objective
	0
	
	$ 0
	(2)

	Negotiated
	0
	
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Labor Costs




a.
For all types of labor, the PNM should discuss the labor rates, skill mix, and hours proposed.  The discussion should include any escalation factors used in the development of these positions.  List any forward pricing rate agreements (FPRAs) or forward price rate recommendations (FPRRs) (including the date), and if used, the validity of these rates.  If the rates do not appear to be appropriate for your action, contact the ACO and document actions taken and rates used.





b.
In the case of continuous or follow-on production, the manufacturing labor and perhaps some of the engineering labor, e.g., support or production engineering, may be based on historical costs, labor standards, or a combination of both.  The use of historical costs is appropriate when the proposed effort is nearly identical to work done in the past.  In such cases, improvement curves generally can be applied.  You should discuss the improvement curves applied, the slope of the curve, and why it is appropriate for the particular effort to be accomplished.  If labor standards are used, discuss the work measurement approach employed, explain why it is appropriate, discuss any proposed variations from standard, and identify and discuss any realization factors, rework factors, etc., that are involved.  Regardless of the methodologies proposed or used by the government, all should be explained in detail sufficient for readers to replicate.
FOOTNOTE (g) Manufacturing O/H
	 
	
	Rates
	
	Dollars
	

	
	
	-------------
	
	-----------------
	

	Proposed
	
	0%
	
	$ 0
	(1)

	AF Objective
	
	0%
	
	$ 0
	(2)

	Negotiated
	
	0%
	
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Indirect  Costs

The application of overhead rates to their appropriate base (dollars or hours) within the proposal should be identified in either the discussion of each element or in an attachment (i.e., spreadsheet) to the PNM.  This allows for comprehensive documentation of the particular element and the reconstruction of the direct and indirect costs for any future adjustments required.  The indirect rates themselves may be included in a separate breakout within the PNM or included with any labor rates that are referenced as an attachment to the PNM.  This breakout should include the proposed, the objective and the considered negotiated indirect rates.

FOOTNOTE (h) ODC Costs/Tooling
	 
	Dollars
	

	
	-----------------
	

	Proposed
	$ 0
	(1)

	AF Objective
	$ 0
	(2)

	Negotiated
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  
Discussing Material and Other Direct Costs (ODC)




1.
Direct material includes raw materials, purchased parts, and inter-organizational transfers required to manufacture and assemble the final product.  Be sure to identify what is included in the material costs and how the costs were estimated (i.e., priced bill of materials supported by quotes, historical projections, statistical approach, etc.).  In your discussion, address any contractor make-or-buy decisions that represent a departure from the contractor's normal routine.  Also, discuss any ODC that may have been proposed.





2.
If the contractor applies attrition or scraps factors to their bill of materials, discuss how the rate was established and why the rate settled on is reasonable.  Discuss any escalation rates applied to future material costs, and the index or other basis for applying the rate.  If there is an EPA clause in the contract, the material inflation rate used here should be consistent with the rate used in the EPA clause.  If any decrement factors are used, discuss the basis of the factors, how they were applied, and their derivation.

FOOTNOTE (i) G&A
	 
	
	Rates
	
	Dollars
	

	
	
	-------------
	
	-----------------
	

	Proposed
	
	0%
	
	$ 0
	(1)

	AF Objective
	
	0%
	
	$ 0
	(2)

	Negotiated
	
	0%
	
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Indirect  Costs

The application of overhead rates to their appropriate base (dollars or hours) within the proposal should be identified in either the discussion of each element or in an attachment (i.e., spreadsheet) to the PNM.  This allows for comprehensive documentation of the particular element and the reconstruction of the direct and indirect costs for any future adjustments required.  The indirect rates themselves may be included in a separate breakout within the PNM or included with any labor rates that are referenced as an attachment to the PNM.  This breakout should include the proposed, the objective and the considered negotiated indirect rates.

FOOTNOTE (j) Cost of Money
	 
	
	Rates
	
	Dollars
	

	
	
	-------------
	
	-----------------
	

	Proposed
	
	0%
	
	$ 0
	(1)

	AF Objective
	
	0%
	
	$ 0
	(2)

	Negotiated
	
	0%
	
	$ 0
	(3)


(1) Proposed: 

(2) AF Objective:  

(3) Negotiated:  

Discussing Indirect  Costs

The application of overhead rates to their appropriate base (dollars or hours) within the proposal should be identified in either the discussion of each element or in an attachment (i.e., spreadsheet) to the PNM.  This allows for comprehensive documentation of the particular element and the reconstruction of the direct and indirect costs for any future adjustments required.  The indirect rates themselves may be included in a separate breakout within the PNM or included with any labor rates that are referenced as an attachment to the PNM.  This breakout should include the proposed, the objective and the considered negotiated indirect rates.

FOOTNOTE (k) Profit
	 
	
	Rates
	
	Dollars
	

	
	
	-------------
	
	-----------------
	

	Proposed
	
	0%
	
	$ 0
	(1)

	AF Objective
	
	0%
	
	$ 0
	(2)

	Negotiated
	
	0%
	
	$ 0
	(3)


Profit

1. The negotiation of profit is an integral part of the negotiation process and must be discussed in this part of the PNM.  In most cases the weighted guidelines method will be used and a DD Form 1547, Weighted Guidelines Profit/Fee Objective completed.  This form should be appended to the PNM.  The rationale supporting above or below normal values (i.e., weightings) should be detailed in the PNM.  There is no need to explain assignments at the normal value.  When the weighted guidelines method is not used, the PNM should state why it was not used and include similar detail and explanation of the alternate method used to develop the profit objective.  For contracts with cost plus award fee, adjust the objective for the cost of money offset and follow the documentation requirements under DFARS 215.404-74.  Please note, the weighted guidelines method or alternate structured approach is not utilized In developing a fee objective for cost-plus-award-fee contracts.

(1)  Proposed:  Profit was proposed at ___ % of the total estimated costs less the cost of money.

(2) AF Objective:  <FFP, CP, & T&M> Profit was based upon DFARS 215.404.70 DD Form 1547, Record of Weighted Guidelines Method Application (Note: Contact Dick Arrington, PKPF WGL Administrator, 2-1109, for instructions and guidelines if you are not registered on the Web Based WGL program, Otherwise proceed to the program by clicking on the following:  https://www.wgl.wpafb.af.mil/wgl/ ).  The profit base for determination of performance risk and contract type risk is total allowable costs and facilities capital cost of money IAW DFARS 215.404-71-1.
<CPAF> Fee was based upon DFARS 215.404.74, Fee Requirements for CPAF Contract.  The fee objective was developed IAW FAR 16.405-2 and 216.405-2.  The Weighted Guidelines method for calculating fee does not apply to CPAF contracts.  : <Insert reason for fee rate>

(a) Technical;  ____% assigned. If you are using Technical Incentive for your procurement, see below.

Review the contract requirements and focus on the critical performance elements in the statement of work or specifications. Factors to consider include-

1. Technology being applied or developed by the contractor;

2. Technical complexity;

3. Program maturity;

4. Performance specifications and tolerances;

5. Delivery schedule; and

6. Extent of a warranty or guarantee.

	Technical
	Normal Value
	Designated Range

	Standard
	5%
	3% to 7%


<Normal Value> The normal value of 5% for technical was determined appropriate for this category.  IAW DFARS 215.404-71-1(b) the contracting officer/price analyst does not need to explain assignment of the normal value.  

<Above Normal Value> The above normal value of __% for technical was determined appropriate for this category based on <insert one or more of the following> 

- the items are being manufactured using specifications with stringent tolerance limits.

- the efforts require highly skilled personnel or require the use of state-of-the-art machinery.

- the services and analytical efforts are extremely important to the Government and must be performed to exacting standards.

- the contractor's independent development and investment has reduced the Government's risk or cost.

- the contractor has accepted an accelerated delivery schedule to meet DoD requirements.

- the contractor has assumed additional risk through warranty provisions.

- the contract requires personnel with exceptional abilities, experience, and professional credentials to overcome difficult technical obstacles.

<Significantly Above Value> The above normal value of __% for technical was determined appropriate for this category based on <insert one or more of the following>
- the development or initial production of a new item requiring tight performance/quality specifications.

- the high degree of development or production concurrency.

<Below Normal Value> The below normal value of __% for technical was determined appropriate for this category based on <insert one or more of the following> 

- the acquisition is for off-the-shelf items.

- the requirements are relatively simple.

- the technology is not complex.

- the efforts do not require highly skilled personnel.

- the efforts are routine.

- the programs are mature.

- the acquisition is a follow-on effort or a repetitive type acquisition.

<Significantly Below Value> The below normal  value of __% for technical was determined appropriate for this category based on <insert one or more of the following> 

- the routine services.

- the production of simple items.

- the rote entry or routine integration of government-furnished information.

- the simple operations with Government-furnished property.

(a) Technical Incentive;  _____% assigned. If you check Technical Incentive on the WGL, the range for Technical increases.  

<Above/Below/Normal Value> The <normal/below/above> value of __% for technical incentive was determined appropriate for this category based on <insert reason>


For the technical factor only, contracting officer/price analyst may use the technology incentive range for acquisitions that include development, production, or application of innovative new technologies. The technology incentive range does not apply to efforts restricted to studies, analyses, or demonstrations that have a technical report as their primary deliverable.

Technology Incentive Range.

a. The contracting officer/price analyst may assign values within the technology incentive range when contract performance includes the introduction of new, significant technological innovation. Use the technology incentive range only for the most innovative contract efforts. Innovation may be in the form of--

(1) Development or application of new technology that fundamentally changes the characteristics of an existing product or system and that results in increased technical performance, improved reliability, or reduced costs; or

(2) New products or systems that contain significant technological advances over the products or systems they are replacing.

b. When selecting a value within the technology incentive range, the contracting officer/price analyst should consider the relative value of the proposed innovation to the acquisition as a whole. When the innovation represents a minor benefit, the contracting officer should consider using values less than the norm. For innovative efforts that will have a major positive impact on the product or program, the contracting officer may use values above the norm.

	Technical
	Normal Value
	Designated Range

	Technology Incentive
	9%
	7% to 11%


(b) Management/Cost Control; ____% assigned.

Management/Cost Control - The degree of management effort necessary  -- To ensure that contract requirements are met and to reduce and control costs.

	Management Cost Control
	Normal Value
	Designated Range

	Standard
	5%
	3% to 7%


<Normal Value> The normal value of 5% for management/cost control was determined appropriate for this category.

<Above Normal Value> The above normal value of __% for management/cost control was determined appropriate for this category based on <insert one or more of the following>

-the contractor's value added is both considerable and reasonably difficult
-the effort involves a high degree of integration or coordination
-the contractor has a good record of past performance
-the contractor has a substantial record of active participation in Federal socioeconomic programs
-the contractor provides fully documented and reliable cost estimates

-the contractor makes appropriate make-or-buy decisions

-the contractor has a proven record of cost tracking and control

<Significantly Above Value> The above value of __% for management/cost control was determined appropriate for this category based on <insert one or more of the following>
- the contract requires large scale integration of the most complex nature;

- the contract involves major international activities with significant management coordination (e.g., offsets with foreign vendors); or

- the contract has critically important milestones.

<Below Normal Value> The below normal value of __% for management/cost control was determined appropriate for this category based on <insert one or more of the following>

- the program is mature and many end item deliveries have been made.

- the contractor adds minimal value to an item.

- the efforts are routine and require minimal supervision.

- the contractor provides poor quality, untimely proposals.

- the contractor fails to provide an adequate analysis of subcontractor costs. 

- the contractor does not cooperate in the evaluation and negotiation of the proposal.

- the contractor's cost estimating system is marginal.

- the contractor has made minimal effort to initiate cost reduction programs.

- the contractor's cost proposal is inadequate.

- the contractor has a record of cost overruns or another indication of unreliable cost estimates and lack of cost control.

-the contractor has a poor record of past performance
< Significantly Below Value> The below normal value of __% for management/cost control was determined appropriate for this category based on <insert one or more of the following>
- the reviews performed by the field contract administration offices disclose unsatisfactory management and internal control systems (e.g., quality assurance, property control, safety, security).

- the effort requires an unusually low degree of management involvement.


(c) Contract Type Risk;  ____% assigned.

1. The contract type risk factor focuses on the degree of cost risk accepted by the contractor under varying contract types. The working capital adjustment is an adjustment added to the profit objective for contract type risk. It only applies to fixed-price contracts that provide for progress payments. Though it uses a formula approach, it is not intended to be an exact calculation of the cost of working capital. Its purpose is to give general recognition to the contractor's cost of working capital under varying contract circumstances, financing policies, and the economic environment.

2. Mandatory. The contracting officer/price analyst shall assess the extent to which costs have been incurred prior to definitization of the contract action (also see DFARS 217.7404-6(a)). The assessment shall include any reduced contractor risk on both the contract before definitization and the remaining portion of the contract. When costs have been incurred prior to definitization, generally regard the contract type risk to be in the low end of the designated range. If a substantial portion of the costs have been incurred prior to definitization, the contracting officer may assign a value as low as 0 percent, regardless of contract type.

<Normal Value FFP with NO progress payments> The normal value of 5% for a FFP type contract with no progress payments was determined appropriate for this category. 

<Normal Value FFP with performance based payments> The normal value of 4% for a FFP type contract with performance based payments was determined appropriate for this category.
<Normal Value FFP with progress payments> The normal value of 3% for a FFP type contract with progress payments (or limited provisions (first article financing) for progress payments) was determined appropriate for this category.
<Normal Value FPIF with NO progress payments> The normal value of 3% for a FPIF type contract with no progress payments was determined appropriate for this category.
<Normal Value FPIF with performance based payments> The normal value of 2% for a FPIF type contract with performance based payments was determined appropriate for this category.
<Normal Value FPIF with progress payments> The normal value of 1% for a FPIF type contract with progress payments (or limited provisions (first article financing) for progress payments) was determined appropriate for this category.
<Normal Value CPIF> The normal value of 1% for a CPIF type contract was determined appropriate for this category.
<Normal Value CPFF> The normal value of .5% for a CPFF type contract was determined appropriate for this category.
<Normal Value T&M> The normal value of .5% for a time and materials type contract was determined appropriate for this category.
<Normal Value Labor Hours> The normal value of .5% for a labor hour type contract was determined appropriate for this category.
<Normal Value FFP LOE> The normal value of .5% for a firm fixed price level-of-effort type contract was determined appropriate for this category.
<Above Normal Value> The above normal value of ___% for a __________ type contract was determined appropriate for this category based on <insert one or more of the following>
- the efforts where there is minimal cost history.

- the long-term contracts without provisions protecting the contractor, particularly when there is considerable economic uncertainty.

- the incentive provisions (e.g., cost and performance incentives) that place a high degree of risk on the contractor. 

- the FMS sales (other than those under DoD cooperative logistics support arrangements or those made from U.S. Government inventories or stocks) where the contractor can demonstrate that there are substantial risks above those normally present in DoD contracts for similar items.

- the aggressive performance-based payment schedule that increases risk.

<Below Normal Value>  The below normal value of ___% for a __________ type contract was determined appropriate for this category based on <insert one or more of the following>
- the very mature product line with extensive cost history.

- the relatively short-term contracts.

- the contractual provisions that substantially reduce the contractor's risk. 

- the incentive provisions that place a low degree of risk on the contractor.

- the performance-based payments totaling the maximum allowable amount(s) specified at FAR 32.1004(b)(2).

- the performance-based payment schedule that is routine with minimal risk.


(d) Working Capital Adjustment:

1. The portion that the contractor finances are generally the portion not covered by progress payments, i.e., 100 percent minus the customary progress payment rate (see FAR 32.501). For example, if a contractor receives progress payments at 80 percent, the portion that the contractor finances is 20 percent. On contracts that provide progress payments to small businesses, use the customary progress payment rate for large businesses.  Only complete this block when the prospective contract is a fixed-price contract containing provisions for progress payments.
Contract length factor. 

This is the period of time that the contractor has a working capital investment in the contract. It-

a. Is based on the time necessary for the contractor to complete the substantive portion of the work;

b. Is not necessarily the period of time between contract award and final delivery (or final payment), as periods of minimal effort should be excluded;

c. Should not include periods of performance contained in option provisions; and

d. Should not, for multiyear contracts, include periods of performance beyond that required to complete the initial program year's requirements.

2. The contracting officer/price analyst-

a. Should use the table at DFARS 215.404-71-3(f) to select the contract length factor;

b. Should develop a weighted average contract length when the contract has multiple deliveries; and

 c. May use sampling techniques provided they produce a representative result.

3. Example: A prospective contract has a performance period of 40 months with end items being delivered in the 34th, 36th, 38th, and 40th months of the contract. The average period is 37 months and the contract length factor is 1.15.

<Cost Type> The subject contract is a cost type contract and does not receive a working capital adjustment. 

<FPLOE> Fixed price level of effort contracts are considered to be cost plus fixed fee contracts for purposes of establishing a profit value and do not receive a working capital adjustment.

<T&M> Time and Materials contracts are considered to be cost plus fixed fee contracts for purposes of establishing a profit value and do not receive a working capital adjustment.

<Fixed Price>  The subject contract is a fixed price type with provisions for progress payments.  Pursuant to the DoD profit policy, a working capital adjustment $_____________ was computed and added to contract type risk. This adjustment does not exceed 4 percent of contract costs.  Contract costs represent all allowable costs including G&A and IR&D/B&P expenses and excluding facilities capital cost of money.  The adjustment was calculated using computer techniques as illustrated on Attachment ___.


(e) Facilities Capital Employed: <Normal Value Standard Approach> The normal value for facilities capital investment assets was determined appropriate based on the relationship of these assets to the contract performance and in consideration of field comments relative to this profit element.

In evaluating facilities capital employed, the contracting officer/price analyst-

(i) Should relate the usefulness of the facilities capital to the goods or services being acquired under the prospective contract;

(ii) Should analyze the productivity improvements and other anticipated industrial base enhancing benefits resulting from the facilities capital investment, including-


(A) The economic value of the facilities capital, such as physical age, undepreciated value, idleness, and expected contribution to future defense needs; and

(B) The contractor's level of investment in defense related facilities as compared with the portion of the contractor's total business that is derived from DoD;

(iii) Should consider any contractual provisions that reduce the contractor's risk of investment recovery, such as termination protection clauses and capital investment indemnification; and

	Asset Type
	Normal Value
	Designated Range

	Land
	0%
	N/A

	Buildings
	0%
	N/A

	Equipment
	17.5%
	10% to 25%


The contracting officer may assign a higher than normal value if the facilities capital investment has direct, identifiable, and exceptional benefits.  The contracting officer/price analyst may assign a value significantly above normal when there are direct and measurable benefits in efficiency and significantly reduced acquisition costs on the effort being priced. Maximum values apply only to those cases where the benefits of the facilities capital investment are substantially above normal.
The contracting officer may assign a lower than normal value if the facilities capital investment has little benefit to DoD.  The contracting officer/price analyst may assign a value significantly below normal when a significant portion of defense manufacturing is done in an environment characterized by outdated, inefficient, and labor-intensive capital equipment.

<Above Normal Value Standard Approach> The above normal value of ___% equipment was used for facilities capital investment assets and was determined appropriate based on <insert one or more of the following>
- the investments in state-of-the-art technology that reduce acquisition cost or yield other tangible benefits such as improved product quality or accelerated deliveries.

- the investments in new equipment for research and development applications.


- the contractor’s demonstration that the investments are over and above the normal capital investments necessary to support anticipated requirements of DoD programs.

<Below Normal Value Standard Approach> The below normal value of ___% for equipment was used for facilities capital investment assets and was determined appropriate based on <insert one or more of the following>
- the allocations of capital apply predominantly to commercial item lines.

- the investments are for such things as furniture and fixtures, home or group level administrative offices, corporate aircraft and hangars, gymnasiums.


- the facilities are old or extensively idle.

<No COM> The contractor did not include cost of money or facilities capital employed in their proposal.  Therefore, the AF objective does not include any consideration for these factors in determining profit. The DoD profit policy for negotiated contracts places emphasis on facilities capital to motivate contractors to invest in assets, which would effect better cost efficiencies.  Total costs and profit are understated since the contractor does not propose cost of money.


(e) Cost Efficiency Factor:

This special factor provides an incentive for contractors to reduce costs. To the extent that the contractor can demonstrate cost reduction efforts that benefit the pending contract, the contracting officer/price analyst may increase the prenegotiation profit objective by an amount not to exceed 4 percent of total objective cost (Block 20 of the DD Form 1547) to recognize these efforts (Block 29).  The Cost Efficiency factor has no normal value.  The contracting officer/price analyst shall exercise sound business judgment in selecting a value when this special factor is used.

When selecting the percentage to use for this special factor, the contracting officer has maximum flexibility in determining the best way to evaluate the benefit the contractor's cost reduction efforts will have on the pending contract. However, the contracting officer shall consider the impact that quantity differences, learning, changes in scope, and economic factors such as inflation and deflation will have on cost reduction.

<None> The value of 0% for cost efficiency was determined appropriate for this category based on the contractor not demonstrating significant cost reduction efforts for this contract. 

<Some> The value of __% for cost efficiency was determined appropriate for this category.  The cost reduction efforts for this contract consist of <insert one or more of the following.  Effort must benefit pending contract >

 To determine if using this factor is appropriate, the contracting officer/price analyst shall consider criteria, such as the following, to evaluate the benefit the contractor's cost reduction efforts will have on the pending contract:

-  the contractor's participation in Single Process Initiative improvements;

- actual cost reductions achieved on prior contracts;

- reduction or elimination of excess or idle facilities;

- the contractor's cost reduction initiatives (e.g., competition advocacy programs, technical insertion programs, obsolete parts control programs, spare parts pricing reform, value engineering, outsourcing of functions such as information technology). Metrics developed by the contractor such as fully loaded labor hours (i.e., cost per labor hour, including all direct and indirect costs) or other productivity measures may provide the basis for assessing the effectiveness of the contractor's cost reduction initiatives over time;

- the contractor's adoption of process improvements to reduce costs;

- subcontractor cost reduction efforts;

- the contractor's effective incorporation of commercial items and processes; or

- the contractor's investment in new facilities when such investments contribute to better asset utilization or improved productivity.

Profit Alternate Structured Approach Alternative:
Alternate Structured Approaches (DFAR 215.404-4(c)).
1. The contracting officer/price analyst may use an alternate structured approach (DFARS 215.404-73) when – 

a The contract action is-

(i) At or below the cost or pricing data threshold (see FAR 15.403-4(a)(1));

(ii) For architect-engineer or construction work;

(iii) Primarily for delivery of material from subcontractors; or

(iv) A termination settlement; or

b. The weighted guidelines method does not produce a reasonable overall profit objective and the head of the contracting activity approves use of the alternate approach in writing.

Alternate Structured Approaches (DFAR215.404-73).

1. The contracting officer/price analyst may use an alternate structured approach under DFAR 215.404-4(c). The contracting officer/price analyst may design the structure of the alternate, but it shall include-

a. Consideration of the three basic components of profit--performance risk, contract type risk (including working capital), and facilities capital employed. However, the contracting officer is not required to complete Blocks 21 through 30 of the DD Form 1547.

b. Offset for facilities capital cost of money.

 
(i) The contracting officer/price analyst shall reduce the overall pre-negotiation profit objective by the amount of facilities capital cost of money. The profit amount in the negotiation summary of the DD Form 1547 must be net of the offset.

(ii) This adjustment is needed for the following reason: The values of the profit factors used in the weighted guidelines method were adjusted to recognize the shift in facilities capital cost of money from an element of profit to an element of contract cost (see FAR 31.205-10) and reductions were made directly to the profit factors for performance risk. In order to ensure that this policy is applied to all DoD contracts that allow facilities capital cost of money, similar adjustments shall be made to contracts that use alternate structured approaches.

(3) Negotiated:  The estimated profit amount was determined fair and reasonable based on consideration of the following factors affecting profit <insert reason>         

6. PRICE ANALYSIS SUMMARY: 
(Use this summary when Cost Analysis is Not Required) The following footnotes summarize the proposed cost elements, applicable field recommendations, development of the Air Force Objective, and estimated negotiated amounts.

For those proposals that require only Price Analysis (e.g. commercial buy) discuss the following:

a.
Discussion/Explanation of Price Analysis Performed:



(1)
The primary objective in performing a price analysis is to ensure that the overall price is fair and reasonable.  Rather than examining each individual element of cost, the analyst draws conclusions by comparing the overall price to another price, estimate, or measure.  In some cases, the sum of a cost analysis performed on each element may not justify the overall price.  Therefore, comparison techniques within price analysis provides for an overall determination of price reasonableness.  



(2)
The requirement to perform a price analysis depends largely upon the dollar level of the acquisition, and if the action is granted an exception to the requirement of obtaining cost or pricing data.  Likewise, the amount of price analysis documentation will largely be contingent upon these same factors.  FAR 15.404-1(a)(2) establishes the mandatory requirement for price analysis when cost or pricing data is not required.  When cost or pricing data is required, it is ideal to employ both cost and price analysis techniques in conjunction, thereby obtaining an authentication of the overall price as stated above.  Although this is the ideal method, FAR 15.404-1(a)(3) does not require the use of price analysis techniques when cost or pricing data will be obtained since a cost analysis will be performed. 



(3)
For those acquisitions that normally require cost or pricing data, but meet one of the exceptions under FAR 15.403-1(b), the requirement to perform a price analysis is mandatory and ensures that the overall price offered is fair and reasonable.  The techniques employed in performing a price analysis are not tools to justify the proposed price and to forego negotiations.  Rather, the current acquisition is just like any other acquisition that requires an objective and opening positions at the beginning of negotiations.  This negotiation process is identical in all respects to cost element negotiations with arguments trying to persuade the other side to move to a particular position.  For actions which are granted an exception from the requirement for cost or pricing data, the level and quality of documentation within this section of the PNM is critical.  This is similar to the detail and level of a cost analysis section of a PNM.  When a price analysis is performed, document the PNM in the following areas:




(1)
Price Summary

When price analysis will be the only technique used in establishing price reasonableness, provide a price summary to document the proposed, the objective and considered negotiated position.  In some cases, this may be no more than a bottom line price, the established objective, and the considered negotiated position.  Nevertheless, this summary may be widely tailored to fit the specific acquisition.  The amount of details may be contingent upon whether other than cost or pricing data was needed when performing the price analysis.  Other commercial data including escalation breakouts may be the level of detail needed to adequately justify the reasonableness of price.  Since this summary is so subjective, the negotiator will have to decide what amount of detail is needed in the price summary and may be documented through an attachment.




(2)
Basis or estimating technique:

Thoroughly discuss the estimating technique used or basis of the price analysis method employed in developing the objective.  This will include discussing the basis of any exemptions or waivers granted in lieu of obtaining cost or pricing data.  Provide relevant attachments, such as signed waivers, to fully document this position.  Also, when requesting negotiation leeway, discuss the areas that are soft within the price analysis technique.  Discuss why the pricing technique employed (i.e., similar item analysis, parametric analysis, etc.) is relevant in determining price reasonableness for the pricing action.




(3)
Identification of Pricing Data

When documenting the basis or estimating technique employed, identify all data relied upon in the development of the objective and the considered negotiated position.  This should include any market data relied upon in developing the position and documenting other than cost or pricing data requested to perform the price analysis.  Provide within the body of the PNM all critical data points used unless they are too voluminous and would be better identified within an attachment to the PNM.  Examples of attachments may include sales data, catalogues, competitive price lists, etc.  


  (4) Subcontractor Pricing Data 
If the prime contractor has been granted a waiver, identify any subcontracts that require cost or pricing data.  Generally, waiver requests should only apply to the prime contractor.  The inclusion of subcontractors that are required to provide cost or pricing data should be considered carefully, particularly if the reason for the waiver does not apply.  Therefore, the PNM must identify those subcontracts that require cost or pricing data or a statement of why the waiver applies to them.  For subcontract costs subject to cost analysis, provide a statement in the PNM that discussion of these costs can be found in the subcontract costs section of the memorandum below.  Note this separation of the prime/subcontract requirements for supplying cost or pricing data only applies to contracts/subcontracts with a granted waiver.  Any FAR 15.403-1(b) exception, other than a waiver, would be priced using price analysis techniques.




(5) Requirement Changes/Significant Differences/Advisory information/reports

Any changes in requirements after clearance must be clearly documented within the PNM.  Also, document any significant differences between the objective and the considered negotiated position to adequately justify it to be fair and reasonable.  Identify the use of advisory information/reports in the establishment of the objective, documenting any significant differences including the disposition of these differences in the considered negotiated position.


b.
Proposal of record:

For the establishment of reliance, the proposal of record used in developing the objective, and any subsequent revised/updated objectives based on a revised/updated proposal, must be clearly identified in the PNM.  Also, identify the proposal(s) audited by DCAA and the Technical Team.


c.
Reliance Statement:

When cost or pricing data is required, include a blanket statement that full reliance upon the contractor provided data was used in the establishment of the objective except where specifically identified in the PNM.  If cut-off dates are negotiated to limit the updating of certain cost or pricing data, be specific in its identification.  The PNM must state why it is beneficial to the government.

7. MISCELLANEOUS:

a. Advisory Reports.  <None> The (AFNT) did not request any field pricing reports based on the current available cost and pricing data concerning this requirement. 

<DCAA>  DCAA audit  No. 4271-XXXXXX dated XX XXX 20XX was accomplished on the proposal dated XX XXX 20XX. See applicable footnotes to schedules for discussions concerning results of field evaluations.

The narrative discussions within the memorandum must establish the reasonableness of both the government negotiation objective (Preliminary-PNM), and the price negotiated (Final-PNM) relative to advisory reports/recommendations.  Therefore, the PNM must tell the reader how each field report influenced the objective/negotiated position and how each principal finding was reconciled or otherwise disposed of in the final agreement on price.  When there are significant differences between the negotiation objective and the comments and conclusions of any advisory reports, document the PNM so as to answer any apparent questions.  This also applies for significant departures from the pre-negotiation position regarding any element of cost.  These should be thoroughly justified in the Final-PNM explaining the increase or decrease and its affect on the determination of price reasonableness.

<Technical> A technical review was accomplished on the contractor’s proposal dated XX XXX 20XX by ________ .  See applicable footnotes to schedules for discussions concerning results of field evaluations.




FAR 15.404(a) states the contracting officer should request field assistance if the contracting officer cannot determine a fair and reasonable price with the information available.  This request, if necessary, must be tailored to the details of the specific acquisition.  If the contracting officer has enough information available, e.g. in-house technical support and DCAA recommended rates to make a determination of fair and reasonable price, then the field support is not required.  If you requested field support, then identify the results in the narrative discussion and the report under miscellaneous.  If you did not request field support, then no additional words are necessary.  Specifically you do not need to state that field support was not requested.  What is necessary is to convey to the reader of the PNM is the basis of the determination of reasonableness.

b. ACO Findings.  The status of the contractor’s disclosure statement and accounting, purchasing, compensation and estimating systems are as follows: 

i. Cost Accounting Standards (CAS).  <OK> There are no known instances of CAS noncompliance issues that would have a significant cost affect on this proposal based on current information and/or comments in field reports, as applicable.

<Problems> The ACO identified current noncompliance with CAS Standards which are considered to have (an undetermined) (a negligible) impact on the proposal submitted.  Clauses 52.230‑2; Cost Accounting Standards, and 52.230‑6 Administration of Cost Accounting Standards, are included in the contract.  These clauses provide for repayment to the Government in the event that the alleged noncompliance issue(s) is/are determined valid and have cost impact to the contract.  The noncompliance cost issues and the specifically identified cost impact are identified on Attachment ___.

<Small Business>The contractor is a small business and CAS is generally not applicable.  However, certain cost principals in FAR Part 31 incorporate the measurement, assignment, and allocability rules of select CAS and limit the allowability of costs to the amounts determined using the criteria in those selected standards.  Only those CAS or portions of the standards specifically made applicable by cost principles in Part 31 are mandatory for this contractor. 

<COM Waived> CAS 414 was not proposed and the contractor waived any future claims for this element (reference the contract clause concerning the waiver of CAS 414).

ii. Disclosure Statement. <Adequate> The contractor's disclosure statement was determined adequate by the ACO.

<Does not meet threshold>  The contractor does not meet the thresholds requiring submission of a disclosure statement.

iii. Accounting, Purchasing, Compensation, Estimating, Other Systems. <Approved> Approved by the CACO/ACO.

<Does not meet threshold>  The contractor does not meet the thresholds established for performance of a contractor procurement system review.

c. Certificate of Certified Cost or Pricing Data.  <Required> A certificate of current cost or pricing data pursuant to FAR 15.406-2 dated XX XXX 20XX has been executed and received from the contractor.  The certificate of current cost or pricing data (insert below statement)

<Attached>  can be found in attachment XX of the PNM. 

<contract file> can be found in the contract file under Tab XX.

<Not Required> A certificate of current cost or pricing data was not obtained, pursuant to FAR 15.403-1(xxx).
SUMMARY:  The differences between the proposal and objective were satisfactorily resolved through negotiations as discussed in applicable footnotes.  Based on the above, the price was determined fair and reasonable. 

Prepared By:

Insert a scanned version of your 

signature so the PNM will always be

signed by you.









            X Attachments 










1.  WGL

Bubba Smith







2.  Cost Schedules

Contract Price Analyst (XX / XX / XXXX)




Reviewed and Concurred By:

Janice Toms

Contract Negotiator/

Contracting Officer ( XX / XX  / XXXX  )
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