AD 676749

CONTRACTOR PERFORMANCE
EVALUATION 1IN

SOURCE SELECTION

Task 69-2

DDC

! G?ﬁr\ﬂﬂjr‘;
£ 0CT29 168 }e
WL TS
B

October 1968

LOGISTICS MANAGEMENT INSTITUTE
4701 Sangamore Road
Washington, D. C. 20016

M IR EEE
;LEAR!NGNOUS[
R N S,

Cg

3¢




THIS DOCUMENT IS BEST
QUALITY AVAILABLE. THE COPY
FURNISHED TO DTIC CONTAINED
A SIGNIFICANT - NUMBER OF

PAGES WHICH DO NOT
REPRODUCE LEGIBLY.




CONTRACTOR PERFORMANCE
EVALUATION IN

SOURCE SELECTION

Task 69-2

October 1968

Prepared pursuant to Department of Defense Contract No. SD-271.
Views or conclusions contained in this document should nct be
interpreted as representing the official opinion or policy of
the Department of Defense. Permission to quote from or repro-
duce portions of this document must be obtained from the
Logistics Management Institute.

LOGISTICS MANAGEMENT INSTITUTE
4701 Sangamore Road
Washingtoa, D, C. 20016




I. INTRODUCTION

STUDY OBJECTIVES

The Assistant Secretary of Defense (I&L) requested LMI
to conduct a brief reconnaissance to review and evaluate the
DoD program of contractor performance evaluation (CPE).l The
effort was to concentrate on the uses and utility of
contractor past performance information in major proposal
evaluation and source selection activities. It was also
to include a review of techniques to impress contractors with
the influence of past performance and the CPE program on source

selection and profit guidelines.

SCOPE OF EFFORT

The major effort was interviewing source selection personnel.
The personnel interviewed were those who had been responsible for
preparing the evaluation of contractor past performance for the
source selection process. Hardware programs in each of the
military departments were studied to determine: (a) the informa-
tion that source seiection personnel want; (b) what problems they
encountered in doing their analyses; and (c) what might be done
to assist them. 1In addition to source selection personnel,
interviews were conducted with pricing policy personnel in each
of the departments, with the contractor performance evaluation
group (CPECG) offices at headquarters and with field representatives
(CPEGRs), with personnel in the Office of the Director of Defense
Research and Engineering (DDR&E), with industry personnel
associated with the CPE program, and with representatives in
the Council of Defense and Space Industry Association (CODSIA).
We also examined similar programs of two major DoD suppliers

1See Appendix for task order.

See DoD Directive 4105.62, "Proposal Evaluation and
Source Selection.”



who use the program to review and evaluate the performance of
their subcontractors and suppliers.

The investigative and analytic efforts under this task order
were completed within a period of two months. We did not have
direct access to the official source selection records on con-
sideration of past performance on specific contractor selec-
tions. We have not made an exhaustive analysis of the CPE
program in operation. We feel constrained to point out, as
a consequence, that our "conclusions" should be viewed more
as observations and our "recommendations" should be viewed
more as suggestions. However we do not believe that additional
study on this project would have resulted in significant dif-
ferences in our conclusions and recommendations. We found
virtually the same facts emerged throughout the hardware
programs studied and with the persons interviewed.

REFERENCED PROGRAM

As described briefly in Section II of this paper, there
are three DoD programs for consideration of contractor past
performance.1 The large dollar development and production
program was initiated in October 1964. When the term CPE
is used in this paper, it will refer to the large dollar
value development and production program. The proposed
small dollar development and production program has not been
published in ASPR as of this date, but is imminent. The term
CPE extended will be used to refer to this program under

consideration by the ASPR committee. The supply contract
program was promulgated in ASPR Change 29 on 28 June 1968.
The term CPR will refer to this supply contracts program.

1We have excluded the performance evaluation programs o©n
architect-engineer contracts and construction contracts (ASPR
1-908.3 and 1-908.4).




II. PRESENT PROGRAMS

A. THE NEEL FOR PAST PERFORMANCE INFORMATION

In Source Selection

DoD Directive 4105.62 requires each source selection
advisory council to review the CPE program histories of con-
tractors who submit acceptable proposals and to obtain a
complete transcript of the data in the Defense Documentation
Center (DDC) bank or a statement from DDC that there is no
record on file. Source selection personnel have not found the
CPE data in the DDC files to be of much use to date. The problem
of these data will be discussed later in more depth; however, the
two main reasons for this lack of utility of the data bank are:
(1) there are not many contractors covered;l (2) the breadth
of coverage of products is very limited. There are many cases
when the source selection person who queries the bank for data
is the same person who submitted all the reports on that con-
tractor in the data bank.

The benefits to be obtained by considering contractcr past
performance are recognized by source selection personnel, even apart
from the directive requirements. It was evident that those who
are charged with the evaluation of contractor past performarnce
are clearly motivated to obtain all the information they can
reasonably gather. The extent cf their motivation is demon-
strated by the fact that when only a small amount of information
was available in the formal CPE data files of DDC, they turned
to other sources for information. The important point here is
that the source selection people go beyond the literal require-
ments of the DoD directive and do not settle for the record
available. Additional informaticn is sought in a variety of
places: in the AFSC R&D contractor performance evaluation
reports,2 in the records of resident contract administration

1 .
As of 15 July 1968 the data bank contained reports on

303 contracts.

2Commonly known as the Air Force 189 system from the AFSC
Form 189 and 189A. (See AFSC Regulation 70-7.)



offices, and in correspondence with, and visits to, other
agencies which have procured similar items under earlier con-

tracts.

In Contract Negotiation

The weighted guidelines provisions of ASPR (3-808.5(d))
require the contracting officer to evaluate the record of a
contractor's perfcrmancc within a range of profit on total
cost of -2% to +2% and, for contracts in excess of $1,000,000,
to obtain a complete file of all data in the DDC data bank or
a statement from DDC that there is no record on file. A
suitable record of contractor past performance is an essential
element in this program of establishing profit objectives.
However LMI could not find a single instance which demonstrated
the usefulness of the current data bank in the negotiation
process. The reasons for this are the same as in source selec-
tion with an additional factor: if there are data on a contractor,
the reports are often too bulky, awkward, and uncorrelatable to
be of help to a busy contracting officer.

One concrete manifestation of the lack of data is that
adequate guidance has not been published by DoD on how con-
tracting officers should approach profit consideration for
past performance. Pricing policy personnel in each of the
military departments stated that guidance would be issued
when the contracting officers had data which made the guestion
a practical one, and not just theoretical.

Current Collection of Data

Tnere are some who propose to eliminate the data bank
and have source selection personnel gather the necessary
information during proposal evaluation., This proposal is
viewed by others as impracticable in source selection and
proposal evaluation; in addition, it would not provide informa-
tion necessary to implement the weighted guidelines concept.
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No matter what system is suggested regarding the use of past
performance information, there is almost universal agreement
that a better bank of data should be accumulated on a current
basis as a foundation for evaluating that performance. LMI
believes that DoD's objective should be to strive for a better
package of past performance information for use in each source
selection and negotiation. One aspect of this objective should

be to develop better information, while another should be to develop

procedures for the use of this information. These two goals
should be pursued concurrently.

Disengagement

The development and implementation of a system for giving
proper consideration to contractor past performance should con-
tribute materially toward the DoD objective of reducing controls
on and direction of its contractors. When adequate consideration
can be focused on past performance, the government might be able
to relax its present emphasis on the techniques by which perfor-
mance is achieved.

B. PRESENT FORMAL PROGRAMS

A brief description of the present DoD programs on contrac-
tor past performance will provide an introduction to the DoD
activity in this area and also highlight some of the different
approaches taken in individual programs.

Large Development and Certain Specified Production Con-
tracts (CPE). (DD Form 1446 and DD Form 1447).

This is the original program. It provides for reports on
all development contracts with projected cost exceeding
$2,000,000. The project manager prepares a report (the periodic
report) every six months, usually beginning one year after
the start of the contract. Upon completion of the contract,
he also prepares a terminal report. These reports consist
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essentially of a narrative summary of the contractor's per-
formance and a comparison of actual versus contracted techni-
cal, cost, and schedule performance factors on individual
items or milestone events. The contractor reviews these
reports. The project manager's report and the contractor's
comments are reviewed by the appropriate military depart-
mental contractor performance evaluation group (CPEG; which
also makes an independent review for objectivity. The
contractor reviews the CPEG report also. The whole set of
reports and comments--of the project manager, the contractor,
and the CPEG--are stored by the DDC. The whole file on every
contract of the contractor is reprnduced and transmitted when
the DDC is asked to furnish information to source selection

personnel or contracting officers.

Small Development Contracts (CPE extended)

This is a new program which the ASPR Committee expects to
add to ASPR shortly.l It provides only for terminal reports
on development contracts exc 2eding $100,000, and not included
in the present program--+ra. is, between $100,000 and $2,000,000.
The report is a one-page document that evaluates the contractor's
compliance with contract requirements in three separate areas:
technical, schedule, and cost. The evaluation is a summariza-
tion that chooses between five descriptive categories of per-
formance under the contract in each separate area. There is no
overall evaluation or rating. The report is completed by the
project manager and reviewed by an official at a higher
crganizational level. It is reviewed also by the contractor.

1PrOposed new ASPR 1-908.1(b); ASPR Case 68-33.




If the contractor and the government reviewer cannot resolve
their differences, the contractor may request a final review
and determination by the military department CPEG office.
The official form is stored at the NNC and ~--:ic5 of 41l the
forms on all completed contracts of the contractor are
reproduced and transmitted when the DDC is asked to furnish

information.

Contractor Performance Record (CPR) (Supply Contracts).
(DD Form 1661).1

The contractor performance record (CPR) provides only
for terminal reports on substantially all supply contracts
in excess of $100,000. It is essentially a check-list on
the contractor's technical performance record on the contract
as a whole (quality program, inspection program, user gquality
complaints, waivers, etc.) and a statement of the number of
units delivered late on each major line item of the contract.
The form is completed by the cognizant contract administration
office. The contractor may obtain a copy of the report and
his comments are to be included in the record unless satisfied
by a revised report. The data bank of reports is maintained
in the pre-award survey activity in the cognizant contract
administration cffice. They will furnish a copy of all the
reports on a particular contractor when requested.

Other Performance Records

DoD estimates that there are at least 28 other programs
that review a contractor's performance on a contract. Among
these are the AF Systems Command 189 program, the Naval Ship
Systems Command program,2 and the Army Status Report for the
Secretary of the Army. Many procurement groups also have

laspr 1-908.2.

2See NAVSHIPS Manual 0900-000-3010.



their own lists of "qualified" suppliers. To date there has
been little attempt to integrate these programs into a system
that contains all the usable data on a contractor's performance.

COST OF THE PROGRAM

An Air Force estimate of costs for the large development
contract program places the cost of a periodic evaluation
report at $1,000 and a terminal evaluation report at $3,000,
excluding the time expended by contractor personnel. A con-
servative LMI estimate ot the 1968 costs for this program in
full operation would be $1,000,000. There is another measure
of the program costs. There are the equivalent of at least
34 full-time people, (27 professionals and 7 clerical) spread
throughout the DoD organization, presently involved in the
CPE program.

In addition to the official data bank at the DDC, it
should be noted that there are ten additional complete data
banks at locations where intensive use might be anticipated.
The data bank consists ¢f a small file of microfiche cards.

No great expense is presently involved in storing these files.

CONTRACTOR INTEREST

The CPE program for large development and related production
contracts is the only DoD-wide program with which the contractors
have had experience. There is every evidence that contractors
are being motivated by the program while, at the same time,
they are questioning whether positive results are in fact being
obtained in source selection or in weighted guideline profit
objectives. It appears that the mysterious operations of the
source selection process--with unknown values for many things
including past performance--have created a situation in which
the contractors are concerned with their record even though they
do not know how it is being used or even whether it is being




used at all. Simultaneously, they are interested in just how
past performance is taken into consideration. LMI believes
that there is still much in the way of desirable motivation
implicit in the program even if no steps are taken to make
more obvious how the rewards or penalties for past perfor-
mance are doled out. However, later in the report IMI will

describe a technique to provide additional motivation to
performance.




III. PROBLEMS OF THE CPE PROGRAM

A. DATA

The fundamental problem with the CPE program today is the
lack of a credible body of data. There are too few reports in
the bank to provide a foundation for consideration by either
source selection activities or contracting officers in develop-
ing weighted guidelines profit objectives. It is commonly said
that what the program really amounts to is this: form letters
are sent to DDC requesting copies of the data; form letters
are returned from DDC documenting that there is no data.

The extent of the data problem may be gauged by the
following commentary on the data file as of 15 July 1968:

® Source selection personnel attach more weight
to terminal reports than to periodic reports.
Terminal reports are a final measure of con-
tract performance. They are also certified
by the CPEG office with independent field
visits and inquiries not usually accorded to
the normal review afforded to periodic reports.
Most source selection people found the terminal
reports significantly more useful in gauging
contractor performance. Although there are
reports in the bank on 139 contractor organi-
zations, there are terminal reports on only 42
contractor organizations. There are terminal
reports on only 65 contracts.

10




11

® Source selection personnel are reluctant to attach
significance to performance on one or a few contracts.
They believe it is essential to have a record which
would be representative of the contractor and not
a reflaction of a single occurrence. Such a record
is available on very few contractors.

Number of Number of
Contracts Contractor
Reported Organizations (Profit Centers)
1 74
2 28
3 15
4 7
5 4
6 5
7 3
1
10 1
11 1

The number of terminal reports per contractor organization
is similarly few in number:

Number of Number of
Terminal Contractor
Reports Organizations

1 27

2 11

3

4

5
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B. SUMMARIZED DATA

Many source selection personnel complain that the complete
transcript of the performance evaluation record on a contract in
the DDC bank presents them with a mass of undigested data from
which it is difficult to extract pertinent facts. Source
selection personnel convert the data to simple arithmetic
measures which can be subjected to gquantitative analysis for
evaluation and as a basis for comparing the records of competing
contractors. We were told that it was essential to aggregate
information on individual items of the record in a numerical form
summarizing (in a gquantitative manner) the contractor's per-
formance in the three areas of technical, schedule, and cost
achievement. This was very time-consuming work and, it was
suggested, something which could be done for, rather than by,
source selection people.

It was apparent that source selection personnel want to
make their own evaluation of contractor performance and do not
want any binding ratings made by another organization. At
the same time, however, they want the data gathered and
displayed in such a manner as to facilitate their assignment
and use of numerical indicators of performance. Narrative
summaries are thought to be useful in communicating something
of the "flavor" of a contractor, but simple go-no-go records
appear to be the basis of the judgments made.

As stated before, the proposed program for small development
contracts provides for a summary evaluation by the rating
official in one of five standards of excellence. This
provides the kind of simple measure that facilitates the use
of numerical indicators. At the same time, however, summary
ratings are not what the source selection personnel want on
the large dollar programs--they want a display of the achievement
of the contractor on each item reported which they can then evaluate.
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Thus, LMI believes that DoD should design and develop a
program that will take one or more CPE reports on a single
contractor and digest the data for presentation to source
selection people as a basis for the application of judgment.
This summary can also be developed with the negotiator's
problem in mind.1 The individual CPE report summaries
being prepared on a test basis by the Office of the Staff
Director for Contract Performance Evaluation provide substantial
quantitative summarization and constitute a step in the
right direction. While further test may disclose a better
method of handling summaries, the need is such that whatever
is now available should be included in the DDC data files.

Another aspect of the problem of the volume of data is
the question of the utility of periodic reports every six
months. It appeared to be the consensus of source selection
personnel that these reports could be made annually without
detriment to the program. LMI believes that annual reporting
should be instituted with the objective of reducing substan-
tially the workload throughout the program, bcth for the
government and industry.

C. FLOW OF DATA AND OBJECTIVITY OF REPORTS

There are a few significant aspects relating to the
collection of past performance information which reguire
consideration. The DoD Guide to CPE recommends that the
project manager submit an evaluation plan to the CPEG when

the contract has started. The plan contains those elements or
milestone events that the project manager expects to use in
the evaluation of the contractor. LMI believes that the

DoD Guide to CPE should be changed to require the project

1The need for summaries i. ..esently limited to the CPE
program reports. The same probiem will arise, however, when
a file of CPE extended and CPR program reports has been
accumulated.

e Aaglimy
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manager to coordinate an evaluation plan with the contractor

as well as the CPEG. This requirement should be completed

within the first four months of the life of the contract. A
completed set of CPE forms, DD Form 1446, could serve as the
evaluation plan. Thus the project manager could fill out

the forms with the contractual parameters, coordinate them

with the contractor and the CPEG, and then on evaluation day

fill in the actual results. With a strong evaluation plan

fully coordinated, many time consuming discussions after the

fact can be eliminated. In addition the Guide calls for 15
technical or schedule parameters to use as performance parameters.
There is a good case to increase the number of parameters to

tie directly to contract end items (CEIs) and, in the case

of periodic reports, to the work packages under the work breakdown
structure. Several industry officials were very strong in

their opinion that there was a need for more detailed parameters.

The DoD Guide tc CPE calls for CPEG review of all reports

and for certification of all terminal and selected periodic

reports. The difference between "review" and "certification"
is that CPEG must perform an independent investigation or in-
quiry to constitute a certified report. Currently source
selection personnel voice concern with the quality of reports
in the system. They feel that many reports are discursive and
do not communicate an understanding of the contractor's per-
formance. They feel that reports subjected to independent
certification by CPEG offices rather than CPEG review are
usually significantly better. However LMI believes that a
strong evaluation plan, and adherence to that plan in subsequent
reports, should make it possible to reduce the number of CPEG
certifications. The CPEG should not have to certify the
report, if the project office and the contractor concur in its
content. A yearly sampling of several completed reports should
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be sufficient to control any unconscious bias in the project
manager-contractor relationship. Independent field reviews
are very time-consuming and costly. Selective reviews would
permit CPEG to spend more time in the review of evaluation
plans and data digestion without impairment of objectivity.

An overview of these aspects <f *Le data collection suggests
that the key to objectivity and utility in a program of recording
contractor past performance is in the following steps: (1) de-
fining and selecting the performance measures to be used as
milestones; (2) coordinating these milestones as an evaluation
plan among the contractor, CPEG, and project office; (3) requiring
the project manager to report on the established milestones;

(4) resisting elimination of any previously established milestone(s);
and (5) CPEG resolving any different views of the contractor

and the project office concerning performance and responsibility
for apparently poor (or excellent) performance. No matter

what program changes the government may implement, continued
attention must be devoted to ensuring the highest possible

level of objectivity. Departmental internal audit organizations
should be requested to provide continuing surveillance in

this area. Nothing could frustrate the objectives of the
program so surely or so fast as a widespread feeling that

the basic reported data werc deficient in objectivity--either
for or against the contractor.1

lThe Bureau of the Budget recommendation that teams of
DoD personnel visit and evaluate major contractors is rooted
in the belief that this essential objectivity cannot be assured
otherwise. LMI believes that the drawbacks of this recom-
mendation--obtaining qualified persons, travel, lack of
familiarity with contractors and programs--lead to the conclu-
sion that it should be considered only when it is demonstrated
that objectivity cannot be obtained otherwise.
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D. RELATED DATA

The CPE program provides data on contractor past perfor-
mance. Equally important, however, are data on contractor
current capability. Source selection personnel want to know
the present import of past performance--what has the contractor
done about the past problems or to maintain the past excellence.
Data on past performance would be more meaningful if accompanied
by data which would illuminate the significance of the past
performance record. The Navy's plan for departmental Source
and Performance Information Centers (SAPICs) is illustrative
of this need. Whether past performance is evaluated or
considered by the Source Selection Advisory Council or the
Source Selection Evaluation Board--or by both-~-there is an
oft-expressed need to gather and present the related infor-
mation on current capability.

LMI believes that the presentation of all the facts
needed for evaluation is an essential prerequisite for the
long-term viability of the CPE program. The gathering and
presentation of facts are fundamental to any fruitful discus-
sion of how to use or weight facts in the evaluation process.

E. POLICY GUIDANCE

There is need for clarification or amplification of policy
guidance on the use of contractor past performance information.
This need was expressed by both source selection and contracting
personncl, several of whom stated their belief that CPE program
advocates have not thought through their program.

what Is A Contractor?

The regulations and instructions require source selection
and contracting personnel to evaluate the performance data on
"contractors." The data bank at DDC is organized by contractor
and divisions of the contractor. Nowhere is guidance provided
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on whether the data to be considered are that of a division or
of the whole corporation or of both.l Further, once it is
decided what "contractor" means, there is need for guidance

on the import of the decision. 1If, for example, the complete
transcript of the whole corporation is to be obtained, some
guidance on the effect tn be given to performance in other
divisions and on totally foreign products needs to be expressed.
Otherwise, each group and each contracting officer must think
it through independently. 1If, on the other hand, only the
division record is to be considered, do we really mean that
performance in other divisions should be ignored--no matter
how good or bad?

what Is To Be Considered?

To evaluate a contractor's performance, even within a
single division, there is the question whether (and generally
to what extent) good or bad performances on other product lines
are to be weighted in source selection or in determination of
fee or profit. While the specific consideration given might
be left to be determined in each individual case, general
policy guidance would assist in establishing some common
understanding of the goals.

F. SOURCE SELECTION POLICY

Another problem in the CPE program is inherent in the
DoD policy on source selection and, speaking very broadly,
reflects different attitudes between technical personnel
and contracts personnel on the correct approach toward
congideration of contractor past performance in source
selection.

lASPR 3-808.5(d) (3) provides some comment on this point.
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DoD policy establishes three levels of organizational
responsibility in the source selection process. The following
fiqure portrays these relationships.

Source Selection Process

Source
Selection
Authority

(SSA)

Source
Selection
Advisory

Council

(SSAC)

Source
Selection
Evaluation

Board

(SSEB)

|

(SSEB PANELS)

DoD Directive 4105.62 establishes as policy that the
Source selection authority shall be "an individual . . .
fully responsible" for the selection decision and that it
is intended that he have "a maximum latitude in the selection
decision." To maintain this discretion, the source selection

[P
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advisory council is prohibited from making selection recom-
mendations unless specifically requested by the source selection
authority. The consideration of contractor past performance is
listed as a function of the source selection advisory council--
which implies that it will not be considered and point-rated by
the source selection evaluation board.1 The DoD directive and
the implementing instructions in the military departments

leave consideration of contractor past performance obscured
from view. It is obviously being considered, but no one knows
the weight or influence attributable to it. Source selection
personnel, especially senior personnel, favor this approach.
Procurement personnel, on the other hand, favor a more visible
treatment of past performance consideration, with some clear
impact on the selection procedure--even if the impact were
small in relation to other factors considered.

* second, and related, aspect of this problem is the
different approaches to the question of ineligibility for
contract award because of poor past performance. Source
selection personnel do not want firm commitment to any
principle which would bar (or administratively burden) award
to a contractor otherwise considered the best selection among
competing firms. Procurement personnel, on the other hand,
believe that there is no point to feed data into a system unless
there is some "bite" clearly visible. A significant portion
of the apparent opposition to the CPE program is based on
the alleged uselessness of the effort rather than any dis-
agreement with the objectives.

1This implication is strengthened by the DoD directives
which indicate that the SSEB will evaluate and score "the
proposals as submitted" by the potential contractors.
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LMI believes that it is essential to the long-term vitality
of the program to provide more visibility to government and
contractor personnel--some evidence that past performance is
concretely taken into some account. Two steps are possible:
one, to provide for point-rating of contractor past performance
as a part of proposal evaluation; second, to require highest-
level approval before awards may be made to certain identified
contractors. The first step should be implemented immediately,
and no significant problem should be encountered in obtaining
general agreement on its implementation. The second step is
a longer range objective which will require much consideration
of technique and standards before general agreement is obtained.

This will be expanded upon in the following section.




IvV. A PROPOSED SYSTEM

Introduction

Nearly everyone recognizes that the present large dollar
volume CPE program is just that--a program. They do not
recognize it as a workable system. CPE is not all encompas-
sing and by itself does not and will not provide some infor-
mation vital to the users of this type of data. High DoD cfficiald
have long indicated the need for an integrated system to tie
together the various programs that could be useful to source
selection people and negotiators. For example, a 26 January
1968 OASD (IsL) memorandum to the steering committez on CPE
recognized the need for an integrated system. Earlier
parts of this report have also described this need.

Elements of Input

ASPR 1-905.1 states that:

(b) Maximum practicable use shall be made of currently
valid information on file or within the knowledge of
personnel in the Department of Defense.

...Contract administration offices shall maintain
files of information reflecting on the ability of
contractors to perform Government contracts success-
fully.

LMI believes that this last sentence contains the key to
the dilemma of creating a useable system out of a variety of
programs. LMI proposes that the DoD contracti administration
organizations would be the best place to compile past perfor-
mance and current capability information for use by source
selection and other procurement personnel. What types of
specific information are we talking about? Table I on the
following page lists some inputs that will probably gain the
users' consensus as very meaningful data. The elements of

21
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TABLE 1

Possible List of Key Inputs to a

Contractor's Profile System

Selected Contract Administration Statistics

CPE Program

CPE Extended Program

CPR Program

AFSC Forms 189 and 189A

Latest Pre-award Survey

Report on Contractor Procurement System Review

Report on Survey of Estimating Methods and Procedures
Results of Negotiation Proceedings

Report on Small Business Subcontracting

Statement on Contractors Accounting System - DCAA
DCAA Audit on Cost and Pricing Data

DCAA Audit on ADP System Cost

Quality Assurance Data

Configuration Management Survey

Government/Contractor Investment - Industrial Facilities

Approval of Property Control Procedures

22
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TABLE 1 (continued)

Latest Monthly Production Status Report
Review of Rental Payment for use of Government Facilities

Contractor Participation in Defense Contractor Cost
Reduction Program

Results of Contractor Value Engineering Program
Contractor's Latest Annual Report

Copy of Commercial Ratings for Contractor

Data From Contractor Experience List, if applicable

Data From the Debarred, Ineligible and Suspended list,
if applicable

Report on CSCS/C Validation, if applicable
CWAS rating, if applicable

Report on Industrial Security Violation, if applicable
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the proposed system are many and varied. They range from com-
pleted CPE reports to the latest pre-award survey. One side
aspect of accumulating these data is that the frequency of pre-
award surveys may be reduced with an up-to-date profile on a
contractor. Another benefit of this approach is that the
efforts of DoD to obtain responsiveness to the correction of
deficiencies in the contractor's systems and activities ought
to be enhanced by this overview of their operations.

For illustrative purposes only, LMI compiled a set of these
inputs on a DoD/NASA contractor, demonstrating that only a small
effort was required to gather a meaningful file. The total
volume is very bulky and less useful than it should be to a
source selection group. However, after further refinements of
inputs, i.e., forms design, data digestion, summarization, and
analysis, the contractor's file would be more useful and much

less bulky.

One major deficiency exists in these inputs. No satisfac-
tory program has been developed to tie user performance history
into a contractor's history. For example, once the Military
Airlift Command (MAC) has taken operational control of an
aircraft, MAC's degree of satisfaction with the performance of
the aircraft, together with all unsatisfactory reports (UR) on
failed equipment, should be keyed into the contractor's profile.
Neither the Navy's 3M data system nor the Air Force's 66-1
system will readily provide this type of data. DoD should
develop a procedure to tie this important aspect into the
proposed system presented herein.

Thus, LMI envisions that all of these inputs would be
placed together into a single data file for a specific con-

tractor's profit center.

How should contract administration organizations handle
the data?
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Who Accumulates Data?

First we believe that there should only be a single file
on each contractor in the DoD system. If th . plant is adminis-
tered by Air Force, Navy, or Army, then the plant represertative
would keep the file. There would not be duplicative files on
any contractor at the higher headquarters, such as the Air Force
Contract Management Division Headquarters. In Defense Contract
Administration Service (DCAS), the DCAS plant representative or
DCAS office would keep the information on its contractors.
The data would not be held also at the region level. For smaller
plants without resident DoD personnel, the DCAS district would
accumrulate the data on each of its contractors. Note that the
region would not have a duplicate file in this case either.

When a source selection group or another procurement offi-
cial desires information on a particular contractor, he will
determine the appropriate ‘A5 component which has plant cognizance
from the DoD Directory of Contract Administration Services
Components, DoD 4105.59-H. The DoD official would then contact
the CAS component for the complete file or selected portiocns.

The cognizant CAS component, if given proper reproduction
capacity or microfiche files of the record, could respond to the
regquester in the given time frame.

A Note of Caution

The compilation of a contractor's past performance and
current capability information is relatively easy. O0OSD could
specify that the various records could be maintained at the CAS
component level and sent to requesting users on demand. Hcw-
ever, there is one major problem left to solve. The data must
be analyzed, summarized, and reduced to workable size prior to
shipment to both source selection and negotiation people. Neither
group has the time nor the inclination to completely revise the
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data from the raw inputs. Thus a great deal of creative study

is needed to develop a system that will manipulate the data and
slice it into the many different modes that the different users
may desire. It may well need to be a continuing =2ffort to provide
this needed capacity to be flexible enough to be responsive.

The initial effort could take as long as one year before the

development of a "passable” system came into existence.

Annual Review

In addition to the storage and issue of contractor informa-
tion, LMI believes that OASD (I&L) should develop criteria to
select the best and worst groups of all DoD contractors. It
may be difficult to reach a consensus on criteria among the
four <CAS organizations--DCAS, AF, Army, and Navy-—--but some
degree of uniformity can be reached. Once all CAS components
had screened their contractors and had selected candidates for
the top and bottom groups, these names and files could be submitted
to an OSD-level board. This board, comprised of very senior personnel
would endeavor to pick the top several percentile and bottom several
percentile from the two groups selected by CAS. If a firm truly
deserved being on the top list, then the board would arrive at
this determination. After SecDef review and approval, the firm
could be given recognition along the lines of a DoD "E" award
and flag for a year's worth of excellent work, all factors considered.
Since this system will provide a single measure of the overall
total performance of the top defense contractors, it could well
warrant Presidential and SecDef recognition, including a formal
award program such as the "E" award. This "E" award could
carry with it decreased contract administration, less pre-award
surveys, more profit dollars under weighted guidelines, and
increased motivation of non-"E" firms to try to make the list the
next year. The bottom several percentile would be placed on a DoD

experience list after SecDef review and approval. It would
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then take service secretarial approval to place an award with
one of these firms or profit centers.

LMI believes that this technique has unique merit. It
provides a stiffer reward and penalty system for the past performance
program. In addition it may serve to combine or eliminate several
existing DoD procurement lists, such as the mandatory pre-award
survey list, the contractor experience list, the poor performance

list, the contractor attention list, and the close surveillance
list, to name a few.




V. OVERALL CONCLUSIONS

The CPE program is not working effectively in light of the
burden which it carries as a consequence of the very limited
amount of data in the bank. The new programs which will extend
data collection to substantially all contracts of $100,000 or
more and the passage of additional time under the present system
will overcome the present data problem. At the same time, how-
ever, another problem will be aggravated--how to gather and
summarize the data being generated.

Source selection personnel require information on contractor
current capability which is no less important in their activities
than informatiua on past performance. Contracting officers
require similar information to determine contractor responsibility.1
The twin requirements of current capability information and
summarization lead LMI to conclude that responsibility for
furnishing these data should be concentrated in the CAS organi-
zation that has cognizance of a plant.

The system envisioned by LMI was developed in some detail
in the preceding section of this report. Basically it contem-
plates that the CAS component (military department CAS or DCAS)
will maintain a complete file of past performance data and
current capability information. The CAS office will be the one
closest to the contractor: The AFPRO, NAVPRO, Army PRO, DCASPRO,
DCASO, and, in the case of very small facilities, the DCASD. The
cognizant CAS office is most knowledgeable of the contractor;
it is the focus of all kinds of data on the contractor--his
purchasing system, estimating system, facilities, workload,
etc. It is in a position to analyze the effect of recent
contractor activity on his past performance record--reorganization,
staff changes, etc. It is a focal point for all other information
about the contractor. Except for the possibility that additicnal
workload for CAS might be a problem, there seems to be no reason
to choose any other DoD organization rather than the CAS component.

1asPR 1-900.
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While there are many philosophical arguments concerning
details of the use and application of CPE data in source
selection and in fee or profit determination, LMI believes
that they are of secondary importance and their resolution
may be safely deferred until a data system is in fact in
operation. We do believe that an essential early step is to
add the evaluation of contractor past performance to the
activities of the SSEB, to include it and current capability
in the point rating system of the board. This will serve
three purposes: first, it will provide additional visibility
to the contractors that past performance matters in source
selection. Second, an evaluation of past performance could
be essential to guide other panels of the source selection
evaluation board in their evaluation of the proposals. There
is much talk of past performance as an index of credibility
that may be attributed to the contractors' proposals. If a
panel of the SSEB were responsible for evaluation of contractor
past performance, its report could be made available to other
panels and provide additional insight in the evaluation
of the proposals. Third, assignment of this function to the
source selection evaluation board will encourage the development
2f an expertise in the analysis of data to illuminate past
performance evaluation. LMI believes that the CPEG offices,
CPEG field representatives, and CAS component members are
candidates for inclusion in this assignment. 1In addition to
their knowledge of the formats, assignment of responsibility
for evaluation analysis will provide a feedback to their duties
to ensure adequacy and objectivity of CPE and other reports.

LMI suggests that the source selection evaluation board's
evaluation of past performance be reviewed by the source
selection advisory council in the same way as that group reviews
other source selection evaluation board evaluations.l We would

—_—

One source selection advisory council member that we
interviewed stated that the council's consideration of contractor
past performance was an important part of the leverage which the
council had on the conclusions of the evaluation board.
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suggest, however, that the evaluation of past performance be
presented to the SSA in a separate section of the SSAC report
to highlight its further consideration.

A further step in the implementation of a CPE program
would be to identify contractors at the extremes of good and
bad performance for special consideration. We think this is
a desirable goal, but one which must await formation of a suit-
able bank of data and development of a consensus on evaluation
factors and criteria. We believe that 0SD could defer consider-
ation of this step for approximately two years, at which time
it may be possible to develop criteria to be applied to real
and substantive data to identify contractors a2t both ends of
the spectrum.
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APPENDIX A
ASSISTANT SECRETARY OF DEFENSE
Washington, D, C.

Installations and Logistics DATE: 29 July 1968

TASK ORDER SD-271-94
(TASK 69-2)

1. Pursuant to Articles I and 111 of the Department of Defense
Centract No. 8D-271 with the Logistics Management Institute, the
Institute is requested to undertake the following task:

A. TITLE: Contractor Performance Evaluation For Use
in the Selection of Major Weapon Systems

B. SCOPE OF WORK: The purpose of this task is to conduct
a brief reconnaissance to review and evaluate the objectives of the
Contractor Performance Evaluation (CPE) Program and to examine
alternative concepts for the accomplishment of the objectives of
the Program. The effort will concentrate on the uses of contractor
performance iaformstion in the formal DoD program of proposal
evaluation and source selection.

This effort will include the following:

(1) A review of the utility of contractor performance
information, including CPE data, in major source
selection activities with racommendations for
improvement where appropriate.

(2) An evaluation of alternative methods for consid-
ering performance in the source selection process.

(3) A review of the activities of the military
departments which contribute to the usefulness
of CPE and other performance information.

(4) A review of techniques to impress Dol contractors
with the influence of the CPE program on source
selection and profit guidelines.

2. SCHEDULE: An informal memorandum report will be submitted
by 15 October 1968,

/s/ Thomas D. Morris

ACCEPTED /s/ William F. Finan

DATE 29 July 1968




e 1 ' '
[N (0 .
ey ‘ N ‘ P - !
( ’ ' ' ' ' [ ot a 1y ! ’
—'.- y 'HM‘.» Ce ) Cott . . 4 ’ e bt PO A R N G T [
Tooovve gy o 1t JUolan dri e Ptuia UL S,y
0] Gy Vs il ER N )
! ooy, e ¢ 20007
At A 1
Cent: v Y vy e TooaTo (ion dy Sovver Jelootl ion
P T A ) T Tt T T
.— l'vl \—;_ “\ -l~ f"_:"a;l "V.Tl-_.—‘ - -
[ ]

[N A LA AR O NS

195 iLaLv

Vi ofer
'j[l |Jl<\'"l.4

V,( LN P i AR PR U R S V2SI TS < LI 2 S I

1ere 34 14

s N S SP B A L A SRR N S DR TR P ey |

SDH-271--G" o e o s e

L3 S QNREE S OGRS WCL oy (Ary ol el oty Ly
ST ENE]

TY LD AT Tt

Dictribution of this documcnt is unlimited.

L . [ I . — e
1% € F LER LT s 12 SPOSUND VILITARY £CTINVITY
ASD (T&1))

This report is a brief reconnaissance study to
revicy and cvaluaic the Depuartment of Defense's progrvann
of contractor performance cvaluation (CPE). fThe study
conc-.nirates on the probloms, usces, and ulility of con-
tractor past performance inforration in major proposal
evaluation and source sclection activities. After a
discursion of CPE problens and altcrnative solutions,
the 1cpori presents a propo=ad syslcem to accelerate and
cmpliesize the use of podt poiformance informati=sn in
sourcs cclaection.
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