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system acquisition. Fifteen applications of the award fee contracting method
in the AFSC were selected as cases from which to derive empirical descrip-

tions of patterns of award fee application. These were analyzed for their

consistency with award fee theory. Interviews with government and con-
tractor personnel explored their experiences with the award fee and their
judgments about it. Thus, an "input evaluation" of the award fee approach
to acquisition was accomplished to provide a basis for identifying policy
and technical recommendations for its more effective future use, and for
identifying award fee-related research needs.
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ABSTRACT

Conducted under auspices of the Air Force Business Research Manage-

ment Center at Wright-Patterson Air Force Base, this study had three

objectives: (1) to clarify the conceptual basis of award fee contracting

methods; (2) to describe empirically their application in Air Force

2 Systems Command (AFSC) programs: and (3) to identify lessons which could

be learned about the award fee method from these applications. From

previous research and existing literature, a "theory" of the award fee

- approach to acquisition was formulated which presents it as a distinctive

management tool for planning and controlling performance in contracted

system acquisition. Fifteen applications of the award fee contracting

method in the AFSC were selected as cases from which to derive empirical

descriptions of patterns of award fee application. These were analyzed for

their consistency with award fee theory. Interviews with government and

contractor personnel explored their experiences with the award fee and

their judgments about it. Thus, an "input evaluation" of the award fee

approach to acquisition was accomplished to provide a basis for identifying

policy and technical recommendations for its more effective future use,

and for identifying award fee-related research needs.
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USE CF THE AWARD FEE IN AIR FORCE SYSTEM AND SUBSYSTEM ACQUISITION

Raymond G. Hunt
State University of New York at Buffalo

Executive Summary

Award fee contracting is a management tool which uses subjective
evaluation of performance as a basis for determining contractor compensa-
tion. Conducted under auspices of the Air Force Business Research Manage-
ment Center at Wright-Patterson Air Force Base, this study had three
objectives: (1) to clarify the conceptual basis of award fee contracting
methods; (2) to describe empirically their application in Air Force Systems
Command (AFSC) programs; and (3) to identify lessons which could be learned
about the award fee method from these applications.

A "theory" of the award fee approach to acquisition was formulated
which presents it as a distinctive management tool for planning and
controlling performance in contracted system acquisition. Pifteen appli-
cations of the award fee contracting method in the AFSC were then selected
as cases from which to derive empirical descriptions of award fee applica-
tion for analysis as to their consistency with award fee theory. Inter-
views with government and contractor personnel explored their experiences
with the award fee and their judgments about it. Thus, an "input evalua-
tien" of the award fee approach to acquisition was accomplished to provide

a basis fov ideutifying policy and technical recommendations for ite more
effective future use, and for identifying award fee-related research needs.

Award Fee Theory

In this monograph award fee is conceived as a strategy for implementing
a "Joint management" (J-type) mode]. of program management and system acqui-

* sition. Compared with older paradigms, this model affords a superior view
of the nature and conditions of modern system acquisition in the American
social economy. It is, furthermore, a general model which rests comforta-
bly with such federal acquisition doctrine as OMB Circular A-76, and is
capable of accommodating as special cases most if not all acquisition
tcchniques 'e.g. fixed prliu contracting and objective evaluation of

* performance) that have proven empirically useful.

What is the Award Fee method of acquisition? As defined by the ASPR/DAR
(3-405.5; Cost-Plus-Award-Fee [CPAF] Contract), t~ie award fee is a method
of paying profit (fee) to a contractor (seller) based on unilateral judg-
ments by the government (buyer) about the contractor's performance. The

- essential features of the award fee approach to contracting are four:

.4 (1) a fixed or base fee

(2) a variable or award fee
(3) after-the-fact Judgmental evaluation of contractor performance
(4) evaluation-based payment of award fee.

Why is Award Fee used in system acsuisiti.on? Whenever substantial uncer-
tainty exists in a performance environment (e.g. R&D) where the government
satisfies its acquisition needs by contracting with private firms, a method

1 .ii
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of management is needed which is adaptable to this uncertainty, helpful in

reducing it, and, explicitly recognizes the government's need to participate
actively in that process. The award fee approach to acquisition helps the
government deal with these management imperatives in ten ways which are
hallmarks of award fee acquisition strategy. Thus, award fee:

(1) encourages government-contractor cooperation,
(2) assures an active role for government managers,
(3) recognizes limitations on top management ability to control

operations,
(4) stimulates formal and informal communication,
(5) recognizes variability of motivations,
(6) leaves to contractors the task of motivating their own personnel,
"(7) views the acquisition process as dynamic,
(8) is flexible and provides room for human judgment,
(9) simplifies contractual provisions, and

(10) helps assure that profits are earned.

Mixed-sector system acquisition under uncertainty, with its cooperative
"requisites, cannot be conducted in an ordinary arms-length manner, as if f
between buyers and sellers in classic free markets. Under these conditions

acquisition must be collaborative (1-type), but closely attentive to the
public interest. The government must participate in the acquisition process
as well as in its input and output.

Achievement of this J-model goal is facilitated in the award fee
approach by its shared-wanagecmcnt requiremonts, and by avoiding the inter-
position of contractual or other barriers between governmtent and contractor a
managers, and between government managers and their management tasks. Un-
like traditional incentive contracts, the award fee approach establishes
an inter-organizational framework for the active exercise of managerial
judgment by both contractor and government personnel. It is a manager-
isliat rather than a ceutractualist approach to acquisition. It casts

* :the contract in the role of servant to managerial ends instead of thei •other way around. It is important, therefore, to avoid, as the award fee

does, rigid, mechanical, predtermined contractual formulae for fee and
other decisions, in favor of flexibility and active human management.

SimplicitLy is anothr major nnfnt in favor of the award fee strategy.
But, from the standpoint of management, aw&rd fee contracts are demanding
to administer. This argues for extra care in assuring their structural
simplicity, and it also argues that award fee should be used only when

.- " the potential benefit to the government is clear and when the size or
importance of a project/program is worth it.

, •Finally, if it is desirable that contractors receive profits, so is
it desirable that those profits be earned. Because it relies on ex post.
performance-based fee determinations instead of cost-based fee setting or

i - fixed fee in advance of perfornmnce, award fee contracting comes closer
than most other methods to fulfilling the principle that profit should be
earned, not awarded in advance.

When is Award Fee used? The award fee method of acquisition is intended
j Ifor use in any acquisition environment where both of two conditions are

met: (1) when uncertainties exist which preclude rigorous specification
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of contract performance parameters or price, thereby introducing signifi-
cant program management: problems; and (2) when the magnitude of the con-
tracted work or the potential benefit to the government is sufficient to
Justify the administrative costs of the award fee procedure.

Costs of award fee administration suggest, however, that award fee
not be used when any of the following conditions exist:

(1) the government can confidently rely on the marketplace to protect
its interests (as in genuine price competitive procurement, or standard
off-the-shelf buys), and can express its confidence in a fixed price
contract to which change is unlikely; or

(2) the government can itself effectively reduce uncertainties of
cost, performance, etc. to trivial proportions and, again, resort to fixed
price contracts; or

(3) the planning and administrative costs of award fee procedures
exceed any potential benefits from their use, or are infeasible for tech-
nical reasons. If the work is R&D or support services, resort may be had
to ccst-plus-fixed.-fee (CPFF) contracts; if the award fee was primarily a
special-purpose add-on, perhaps to a production contract, a uniform fixed
fee contract may be best.

How is Award Fee used? Application of the award fee concept requires
three things:

(1) Specification of performance factors, which may be virtually
any aspect of contractor performance and management, providing only that
it be measurable and substantially under the contractor's control.

(2) Specification of procedures for evaluating contractor performance
on target factors, which requires one to: i. specify the criteria which
will be used to evaluate each factor; ii. specify a means of operational-
izing the evaluation criteria to detect variations in contractor perfor-
mance on targeted factors; Iii. specify a means of gathering (reporting)

* information on the evaluation measures; and iv. specify where, when, and
-by whom it is to be evaluated.

S(3) Specification of a means of determinian fee, which requires:
i. a procedure for aggregating factor evaluations to yield an overall

. evaluation which can be a basis for final. fee determination; i . a method
of calculating dollar fee equiva'ents of the performance evaluations, and

identification of the parties re,.ponsible for such calculations and fee
awards; and iii. specification of time periods and any conditions of fee

- award.

Planning Award Fee Applications. Solutions to the above-stated require-
: ments are incorporated into an Evaluation Plan, which describes the per-

formance factors and the method of their evaluation, and a Fee Payment
Plan, which describes how, based on the evaluations produced under the1 .X Evaluation Plan, fees will be paid to the contractor. The Evaluation Plan
also serves a broader program control function, stimulating and structuring

a steady flow of information across organizational boundaries. This control
A sfunction of the Evaluation Plan provides the award fee method its greatest

- ;potentlal value, namely its utility as a management tool.

,- -
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Who is involved in Award Fee administration? Administration of an award
fee contract involves at least three levels of government managers, viz.:

Level I -- a fee determining official (CEO)
Level II -- an award fee review board (and chair)
Level III -- performance monitors

Case Studies of Award Fee Applications in the U.S. Air Force Systems
Command

CmThe specific objectives of this project phase were to:

(1) describe a modal pattern of award fee ap~plication in the AFS(I"

S(2) offer a commentary on this scenario: and

(3) describe reactions to award fee contractinp, among a group of
- experienced program-level contractor representatives.

The award fee scenario was developed from case studies of 15 award

fee contracts on 11 AFSC programs, selected from an inventory of roughly
27 current and recently-completed contracts orn some 17 different AFSC
programs.

An AFSC Award Fee Scenario. Award fee applications in the AFSC generally

stay within traditional bounds.. They stress contractor compensation more">- than program management. and mosLly view award f,-,- rimply as an anrernative

contract-type, intermediate between CPIF and CPFF.

Evaluation plans for AFSC award fee applications are variable but
commonly identify two or three levels of performance factors on which to
base contractor evaluation. Factors normally are weighted for importance
and orient to output rather than input (or process). Concern about sub-
jectivity in award fee evaluation regularly stimulates attempts at "object-
ification" of evaluation standards and procedures.

AFSC policy seeks to establish award fee organization "at the lowest
practical level." Typically an officer below the Commander of the Air
'Force buying Division will act as Fee Determining Official (FDO). Award

-- Review Boards (ARB) commonly are chaired by a Deptity within the AFSC
field division or by a SPO Director, Program Manager, or other compar-
able officer, depending on circumstances. Some tendency to standardize
award fee organization excists, but variability continues.

* The ARB is managerially the most important unit of the AFSC award fee
organization. It plans, conducts, and manages contractor performance eval-
uations, and recommends fee awards to the FDO. An ARB ordinar i ly mares use
of project officers as monitors and evaluators of task-level contractor
performance, and a "recorder" to coordinate and document these processes.

The government Program Manager (PM) may be, but often is not, a lit-

eral member of the award fee organization. In any case, he or she plays
a principal role in award fee planning, evaluation, and fee determination,
as well as in overall program control, lie or she normally selects, assigns,
and supervises monitors, and the PM's briefings and reccmmendations usually
"are decisive in the outcomes of deliberations by the ARB and FDO.) -

* _



A Lypical award fee evaluation can be diagranuaed as follows:

Ccontractor I

FDO Final Evaluation/Fee Award

'PReviews Inputs/Evaluates/Recommends
"Program Manager.>7 ARE Fee (Plans Next Period)

ARB Recorderj Consolidatcs Inputs/Briefings

- _________Assess Strong!
Contractor Monitors ] DCAS etc. Weak Points

Contractor input to the ARB/FDO may be via direct formal self-evaluation
and/or briefing, or indirect, via the PM.

Grading svstems for contractor performance evaluation vary throughout
the AFSC. Nositly they involve adjective ratings with correlated percentage
scores (and color codf-). The correspondence of adjectives and percentage
scores is oTteu only approximate across AFSC organizations, however, so
that the meaning of "grades" is variable.

Fee awards have been variable in AFSC programs, ranging from 0-100%,
(usually additive to a two or three percent base fee). AFSC policy empha-
sizes payment of fee only for superior performance, but policy is not al-
ways followed. Polio, also counsels against carrying unearned fee over
for possible award in later periods; and it encourages allocating larger

* •fractions of the award fee pool to later rather than earlier periods.

-, Conmmentary on APSC Award Fee Contracting. The preceeding scenario suggests
several matters deserving of policy review and research.

- (1) Award fee evaluation, grading norms and practices in the AFSC

are complicated, hard to understand, and excessively variable. They need
to be simplified, clarified, and made to show more commonality, especially
within program offices.

(2) Alternative methods of providing contractor input to award fee
planning and evaluation warrant review and probably empirical evaluation.

(3) The effects on award fee processes of different organization
levels needs study to provide better guidance consistent with aspirations
for decentralized decision-making and policy-level program oversight.

* (4) It rarely is possible for contractors to earn maximum award fee.
r All aspects of this issue need careful review. Consideration should be

given to: a. relaxing prohibitions (where they exist) against carrying

01
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unearned fee forward to I]ater wUVlll tivun periods; and 1. emple lug a
model for fee pay-out that would align it with the utilities of contractorperformance change for the government.

(5) Policies on allocating poTtions of theý award fee pool by period

need review in order to encourage greater discretion and tailoring of allo-
cation plans to particular acquisitions.

(6) There is uncertainty about award fee objectives and Air Force
policy regarding them. This warrants review and clarification.

(7) To encourage imaginative application of award fee strategies to
new acquisition problems guidance on award fee concepts Is needed more
than on procedures.

Award fee contracting needs to remedy three major general defects and
confront certain choices. First, award fee evaluation plans too often are
overelaborate. Even their users frequently cannot understand them.

Second, award fee planning and administration typically suffer from
"objectivist" biases which subvert the intended role of the award fee as
a means of effecting Lubjective eva1uations of contractor performance,
and may damp the communication essential to clarify necessarily ambiguous
work statements and allow government managtis to control the programs for

which they are responsible. bh

A third major problem i.q bureaucratization. The main danger from
standardization i.s in the ways it Inhibits flexibility and discretion in
environments (like R&D) where flexibility and discretion are essential to
effective management.

There is need to orient (or re-orient) award fee contracting policy to
the basic trinity: simplicity, subjectivity, and flexibility. Training
probably would be the best way of doing this. Further development of
award fee contracting manuals probably would be the worst way of doing
it. The training wrhich is needed is not in the procedural details of the
award fee but in basic concept,,, strategic objectives, and especially the
facilitative functions oi award fee for pi,-aut mainagemuent.

Most of the real problems of award fee practice come to rest at the
program level. They translate there to management strategies and tactics.SA capability for ýofhistlcated programmaaement is decisive for effective
system acquisiti~on. This, however, implies the fundamental precondition

of managerialist rather than contractualist acquisition strategies, an
orientation to which the government is not yet clearly committed. Whether
or not to accept a joint government-contractor management model of system
acquisition as valid in the United States and to follow its methodological
implications--via award fee techniques and otherwise--is, then, a most
critical choice.

Contractor Responses to Award Fee. In-depth interviews with a small sample
of experienced AFSC contractor personnel on the effects of award fee methods
of system acquisition produced tentative answers to a number of procedural
and evaluative questions. Apparently the fundamental effect of the award
fee on contractor organization and/or personnel is induction of a highly
responsive attitude--respon:;ive, that is, to direction from the government
program office.



Award fee cv I ti' t i olIn; apper tI serve as Lcort cards against whichli
hig~her contractor ma•nagen.nt g•,,,s both program and managerial performance;
and, award fee provisions often give contractor program managers extra
leverage with thz.ir own management and increased ability to comrimand cor-
porate resources.

Provisions for p assing t~he award fee through the contractor organi-
zation are highly variable. Mostly they seem either not to exVst at all

or else to be Inexplicit rrlative to award fee. Some firms give parties
and nominal awards to sclectcd higl, perfornning individuals, but literal
monetary bonuses seem to be atypical, even for the PM,

Most contractors consider the award fee to impose special adminis-
trative burdens. Mostly they speak in terms of added "paperwork," but
they also be] love award fee imposes emotional burdens in the form of
"evaluation anxiety," even inducing a kind of "award fee paranoia."

Contractors seen, co feel well-informned oi the essentials of the award
fee plans under which they work. Briefings, memoranda, opportunities to
comment on proposed evaluation factors, and various informal comunications
apparently make contractors comfortable on this count.

Most contractors, if they witih, can make some form of self-evaluative
input to ARB/FDO deliberations. The form and degree of detail of this in-
pitt I• v"ariable, as is the conifidence with which contractors believe the
Air Force wants it or takes it seriously.

- Almost universally contractor informants described the award fee as a
potent motivator." One PM stated the matter succinctly when he said that

"the award fee is a strong motivater simply because it concentrates on
Ii management. "

: ' How Do Contractors View Current DOD) Acquisition Policf. As contractors see

the nub of the problem it is this: 'the Air Force wants fixed price, but
¶[General Slay to the contrary notwithstanding] wants to do business as

usual." A more realistic policy, one contractor suggested, would recognize

that "there .may he an important. place for laLger award fee contracts (CPAF
specifically) as a powerful tool for controlling the contractor directly,
instead of trying to do it indirectly by establishing a fixed price envir-

S ',onment by decree."

Life-cycle costing also came in for cynical commentary. The consensus

view was that "the guy with the low price going in is going to win, what-
"ever the government says about life-cycle costs and their Importance."
There was also a belief that the government is seeking inconipatible goals
in that design-to-cost concepts and emphases on competition tend to "cancel
one another out."

Skepticism was prominent, too, about AFSC interest in fostering more
orderly pjanning of the acquisition process. Delays in government actions
"and turnov er of personncl both are seen to defeat vuch planning, which al-S •;ready mus,ýt cope with much technical uncertainty.

An important side-effect of government turnover is that in any multi-
year military acquisition the contractor tends to be the constant element.
It is contractor people who brief and socialize new Air Force personnel,

1• ~~- . . . . . . .* -* - • - --- " . .-
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thereby hieavily influtociag1 th'eir conception:i of program objectives and
circumstances.

Lessons Learned

The findings of this study suggest quite strongly that the award fee
is an impactful technique which works essentially as theory forecasts.
It augments the influence of the government office, especially its
manager, by encouraging contractor responsiveness to direction. lience,
there is a clear need to guarantee the ability of the government program
manager to use etfectively the latitude for program control given him by
award fee structures. -

By way of autoMatiC, it seems justified to recommend increased use of
award fee contracting. Several recommendations for research and policy
should be followed, however,

--award fee evaluation and grading procedures ought to be reviewed
and guidance for them improved;

-alternative methods oe providing for contractor participation in
award fee planning and evaluation should be considered;

-consideration needs to he given to clarifying the policy issues at
stake in choices of different award fee organization levels;I -I

•e -mans of making it fea:ibic for contractors to earn all the awaLd
fee should be sought, including the device of carrying unearned fee
forward to later periods; and

-- -rules for allocating fee to periods and to levels of performance
need to be evaluated.

In addition, more care must be taken to ensure that award fee appli-
cations sat isfy the three fundamental conditions of

* I-simplicity,

-subJectivity; and

-flexibility.

To these ends

-more and better training for program personnel on the philosophy and
objectives of award fee approaches to program management should be
instituted, and

-Air Force policy should be clarified as it relates to use of award
fee methodologies.

,f Meanwhile, research should

I - -shift from focusing on the award fee as a contract type to a focus
on it as a decision tool for management: and this research might
best

4 -
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-concentrate nn studies of the decision-making that links acquisition
policy with application at program levels.

Certain of these recommendations have implications for the ASPR/DAR. For
example:

(1) the AFSC DAR Supplement 3-405.5(d)(2) might need to be reworded
in a fashion less discouraging of provisions for rolling-over unearned
fee;

(2) similarly, section (e)(4) might be revised to provide discretion
for contractor input to award fee planning;

(3) section (e)(5) could perhaps be modified to encourage tailoring
award fee plans and, at the same time, enlarged to provide more guidance
on standards for award fee grading systems;

(4) section (e)(8)(i) could include! in its discussion of "Criteria"
guidance on defining the threshold standard of acceptable performance: and

(5) the AFSC SLpplement might be otherwise modified to reflect a
heavier emphasis on award fee as a management tool.

To clarify the Impact of award fee on s;ystem acquisition, further
research should be trndertaken to:

(1) obtain be .ter inf'-mation on possible adaptations to award fee
at corporate levels of contractor organizations:

(2) compare aiard fee impacts on smaller and larger contractors; and

(3) compare e.fects of the award fee in different applications, and,
to the extent posside, with different contract forms for the same purposes
(e.g. CPAF vs. CPFF for service contracting).

Also, research should be directed to evaluating the effects on con--
tractor resporsivenoss of having multiple award fee contracts within a
single contractor oLganizatiunL ."I

It warrants re-,etition that the award fee seems to work, as theory
1,4 suggests, via government program offices. Its success depends on those

responsible for these offices being willing and able to manage. Partly
this is a matter of training, and partly, It is a matter of understanding
better how decision!i are made and problems solved, and, how award feev affects this. Coupling policy and procedure at program levels is crucial
to the fate of acqu sition planning. It needs careful study and analysis.

I
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1.

INTRODUCTION

Cost Plus Award Fee (CPAF) contracts are being used in the Air

Force and elsewhere to help the government achieve its goals in major

system and subsystem acquisitions. Award fee contracting is a manage-

ment tool which uses subjective evaluation of performance as a basis

for determining contractor compensation. It seeks thereby to assist

contractor and government managers in their efforts to gain visibility

and control over acquisition processes.

Experience with award fee contracting indi.cates a need for better

specification of its theoretical basis and further research on its

effects upon acquisition planning and management. Therefore, this

project was undertaken to accomplish three main objectives:

(1) Wo provide a compreheusive LheorULical. framUxwurk L11aL UetLiUeb

the nature and rationale for award fee approaches to system acquisition,

in the Air Force and elsewhere;

(2) to describe patterns of award fee application, chiefly in the

* Air Force Systems Command (AFSC); and

- (3) to evaluate these applications in relation to award fee theory

(end other coon .dcrations), and offer pcrtinent rcco....a-on for

future acquisition research and practice.*,

Scope and Method of the Project

Developing a Theory for Award Fee Contracting. Several scattered studies

have sought to describe or evaluate award fee contracting and certain of

its effects (an inventory of research and writing on the award fee is

found in the Bibliography appended to this report). Except for a some-

what nebulous appendix to the 1967 NASA CPAF Contracting Guide, however,

and some preliminary efforts by me (Hunt, 1971, 1974a), these studies
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have been altogether empirical and hard to evaluate in the aggregate.

No serious attempt has been made to arliculate a solid theoretical

foundation for award fee contracting techniques. This project, there-

fore, set out to state such c "theory" as its first order of business.

By "theory" here I mean not a rigorous formal model, but a consistent

conceptual framework which can serve to organize and clarify thinking

about the award fee while, at the same time, helping guide its use and

assessment. The "theory," then, is essentially two things. First, it

is a definition-in-depth of the award fee method of contracting.

Second, it is a quite thorough and integrative description of a rationale
I

for using award fee techniques in modern American system acquisition.

-- Construction of the "theory" (with respect to which I shall hence-

forward drop the quotation marks) drew upon several sources. Principal

among them were: (1) definitions of the award fee in government regula-

tions and similar sources; (2) bodies of relevant social scientific

theory and research; (3) analogous bodies of theoretical and empirical

literature in the organizational and management sciences; (4) existing

literature dealing with award fee (and incentive) contracting and other

- related procurement issues; and (5) my previous research and experience.

Case Studies of Award Fee Applications in the U.S. Air Force Syetemsj < 'Command. The specific objectives of this essentially exploratory second

* '- project phase were to:

,1 (1) describe a modal pattern (or scenario) of award fee application

• -in the AFSC;

(2) offer a commentary on this scenario, which illuminates the

j *• choices it represents from among other alternatives and the concepts and

"3 2perceptions regarding award fee, program management, and system acquisi.-ion

it suggests are held by AFSC personnel; and

.o¶.r V X4 .',0



(3) deScrihU e.;c-. liu , . fee cont-racting among a group of

experienced program-l-vt-l (on. representatives.

The awac'- Jkoe .. ei.r ,, .loped as a synthesis of a set of

quasi-case studies.. An Liiti ,-oughly 27 current and recently-

completed aw -, f..,- -,t' 1. :-,ut !, diffetent programs

in the AFSt _..- jpi - Ilk, Frk,•i T:Js inventory a total of

15 award fee couiract:s on 11 AP-.. '.;grams was selected for study.

Programs and co I-" i -.. ,, ..tye non-mutually exclusive

criteria, namely.

(1) to represeut c,-nti;,"t lir iiff-.,rent types of work (e.g. R&D,

support services, bara e, ,. ,:

(2) to reprcsen, CoiLI.YIACI tor work at different points in the

-nuisitfon cc I.e:

(3) to represen- ,,tL vaCying ti LIar magnitude:

(4) to reprezien: prc, Y;r,,s ,., varying avward fee magnitude (both

absolute and j-ti: ,rlo

(5) to represent differen:t contract structures (CPAF, CPIF/AF,

- etc.).

Obvlousl' t.e rrý.walch j .1:l,• ji6 not provide for each of these

criteria to be "crus:d" witi. on,-h other. Nor was each contract/program

studied in the same dzta[l. kuEchetmure, because they were of special

interest, several Air Force award fee programs not included in the original

sample were also studied, etL.e: via documents or interviews; and numerous

interviews (17) were done with ;ntiiials not associated with the specific

"programs selected as '.a)es." Some of these were Air Force personnel,

some were from otht. oou) deparrtMnta, others were from different agencies,

and still others were civilians unconnected with contractor firms. (A

- Stotal of 40 AFSC civilians and nzii.iLary officers was interviewed.) Thus,

i - . . ... . . ...A

r.. .: , • . . . .• - "~" " . *-- , .. _ ... ... .. . .- A-
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"data" .ol~lcct foo waU d, I:,., ,oinowhat f [L:v form, and--seized oppor-

tunities to obtaiu infFrn-:t:-, -,- tLv pccs,_Iitod ihemsei'es.

The- besit: casu scadcuc .',. . :,!',cd the curt: of the AFSC award

fee scenario were gealci-illy i.. n,', frulIt Lovcfl'T&Cnt sources as follows.

(1) The study wa. 'u,-. . , L I. -b( E - .oy t ý;(.t bas, Is. Tn genoral

inquiries of inror•-iatiky, 40A.T,.,'.. wt!,:, cOrzlCt-sl iOMfic .I

(2) The study proceOdid r.),-r hit,' forual to the Informal aspects

-. of the award fee applicati•o . . .:, IL -ai with an examination

of documentary soueuti du.-oi-ri ,, m acquisition (award fee) plan,

then went to similar s.ut.':. I.- ii,lemolntatiun and outcome., and,

finally, moved to Interview.- i • it:ttrs regarding their activities and

attitudes.

(3) Similarly, thu ý ,, ni 5eqxrat 1.lIly from the government to

the contractor. Review of t, gt-i -inent side of the acquisition was

completed before beginning,. :,)nt .. 1oi Winjuirics. In practice, a view

of the contractor organizrst.i,,- ,ij,! it., key actors was sought from govern-

mext contacts. After this, t:,ciftc procedures for obtaining data from

contractors were, dcjvisied.

(4) The study tocu.iýd to, ,i. wa.. organized around three levels of

award tar _organizit -n; i. Uhi' "',i, i. thet Review Board, and iii. the

Working (Program/Pirforiiancc Mo ltox tug) levels. Thus, different perspectfvs

on the acquisition and the participation of all varieties of its key actors

were assured.

(5) Frocedurally, as point (2) above Implies, the study began with

a review of documentary souices and then proceeded to interviews with

selected persons. Intervieweos Included (although not always from all

programs):

K



Colt. C IY~i' Lij 4 i I r

i ii. chn4 ri nn-t 'it ;fl..i; I icw boards:

v. nf~m u* I-* (,!,I IC

(6) As nit .t i p ~ -. ivtii ence , contact usually

be~gan with tlie c-onvr;ACtljiog t i -, who Iirs access to most of the

documentary and othcr I infrm-- -t, ::, i-i t- cc u-Ldcd for tactical planning.

Data Object-ives,. The itcrms utn-or'siation tliat were sought from documents

and interviews ave ds'jItI* c

A . Genrac I-l

2. 1)ilY Iu

3. P, 117n M~.*1ý on.It. dd- tios phone)

i.'flcdractn Of:iadespoe
4. (:ouvf t.ao kia1 c iu adrss

9. APar Ecui ut-al oao phaes

-1. 1,110

2. Revi, w hoardi Mt vil ,sbi;n

3. E~valuiation PeriodIs
4. Deal gnated Perfnriiiarro Moral tars
5. >eriormance Vacxter:-/Weiglitings
b. Evaluation ProccduLres/ Forms
7. Ducuniun t~jtedj k~jjj~. t EvaluatLion Plan

C. Award Fee Deterjijiiiati lua Plan

I)1. Award Fee Ailocat ions by Period
2. Provcedure-s for I-(, Determination

a. By Revie-w Boa.-d- - inputs/p roce!ssesloutputs
1, . By FT)O--in--Input/p~ru-cesses/ouxtputs

-3. Docuimented Chang,.:. jii ee Determination Procedures



'I. ,

1. rin Lura r /in

4 . O r;]t1i i l

5. Reports -Ind Ii. L~' '( r1i FI'
6. Liaso iLiwi L1, L'i y. I. -'f Lx

Io . I Slig i, f.lIJ k Pc- 1 1 1.. 1 -1111i Ltr"V ' t ixf v.L t terv - o tn s

contractn-r'1!S-Iti!
2. DoeV(le'rincrit 0! 1- I tat 1i(e iM Dl~a B tso'' ..... Soircus/Mo tliods

3. Mttliod; tf IMf gs, .itho-reiod c rformauct Oversight

C. F Metcttiii~s- :"1- 1- 00

I- EvaLuai I',,0 I-i ic factor, by period)
2. F,%3 lun t -i.;~' I,,, 1'; i-c oc)

3. Foe Awair,I:± .1

4. By Perid -

b) .. 'tt '. Rv-cuitinerlt iiton to FIX)
C . Inat- is t 01: 1rir Reports; to Rovi ew Board
d . 1it (, n ' hr Fva lea ion.-; of Contractor

A. FiiO- IC I

1. 1in t o riia 1 1-51 t . c . Award Fee/Programn

2.Organi rat ion- - ,; ire! F requeitcyl/R'asons,
2. Ifort~itConticlit ii ogear/ConL1rartC with Other (;ov't.

OrganfI-tat oinn- - N.; ii s rqrec/esn

3. I n f o rm~al oent a ct tit fIi C on tra ct or orgi in iza tlion- -Na t ure/
F Fre quenciey /Rc'ast(m

4. Problems. 'if O~icn i. tLi ingj Award Fee

5. Nu ilns Mal, tii i, : o. i Ie ]t
0. lImpactLs Ni:lJ)'i

7. Contr [but on;; of Awnard FLUo to Pi'ograni
8. Proigramn Feat ulr's Wi; icli A ffoected Uti11lity of Award Fee

in tb a on;

I & _A
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9. overP.ll I Lt isI,:, I 1 0 wit ii iward Fee (Including performance

Of tilt LuuWkl,tI,,l ., J _ iw award fce organization)

a. Re, Program ý11i,,1: 2i a1I t
1). Ri:, COUI t:.L Ii',, tfi

c e, Ach vILV•'iii o' f o ov't. 01 jCc Ivc.s
10. I'erccp t 1w-_ tN 'e., .,: ,,, lle-jioI se to Award Fee Method

11. Satisfact ion, wiLt, :,:i: I eisons ]Learned from this Acquisition

S Re, 'vAl I.. t I .•. • ,

14. ULZ ýI, (o0, t ,Jr. . i ica'ira, .

1 R,', flther (", .. (.' ljLlon.,

12. Gciier.'n Vlc..',W oC n,11.\ i Ice Concept s/Applicat ions
13. General Views mn Acsk.l it ion Planning and Management

B, Revietw Bli •- d Ieovol
(Main Sources: hI,.innaii, Pogram Manager, Contracting Officer)

1-3. Same as Fi0)

4. Procedures foi 0111,1 ILg boiled---Meetings, Division of
L~ahot, Prparing Rh-nort.;, Seeking Information--Special
Role of Chairm;an--A.s.;cssment of Contractor Performance
lm1 ,rovem.'ot Neds,,

5-14. Same as FDFO, 4-13

C. W4rkinj_(Monitar) -.,evel

1-3. Same as FDO, but wlrti special reference to methods of

:At'Crttil 0tig 1onL,1Ct.Ur interfaces, problem identifica-

tion, troublr-shoot ifg. and giving feedback on performance
to contractor, on day-Lu day basis

4. 1'rock'edures for 1t'veloping Evaluations of Contractor
PC I ffo infl1ct'L.,

- 5-14. Same as EDO, 4-13

D. Other

.1 Spec1ial parpost liltorfnaLiOn gathered on an ad hoc basis from

other informed iadi •vi •,i is. as and when such was indicated

'i -- The comparable work plan ItE eathiering information from contractors

follows.

. Unlike the procedural plaii for the government side, the contractor

study begim intmcdiately witi i totrvit-ws, during the course of which

documentary material was solicited and, if available, examined. in

- - general, the following interviewees were selected:

(I) the manager of the program to which the contract under study

- •related; and

NF ' . . . . ..- ••" • -- i l ~ l -" '- " --- - - ' -
* . • maa wn- rinr,.. ... . . . . ...._ • •i•i•,j • . .. ...



(2) thle Individuial repu il or adm~inistration of that contract.

Contact be0gan. with thle p ct.yaima managr, which is another variance

f rom the govcrnmont-orii!nred jitaii. This procedutre was proemisetd on thle

belief that the cointract or's; poiM manager would b~e in the b~es-t posit ion

to provide a comprehiensive v'i-I ot ine contractor's organization and

operations for the acquisition.

Contractor Data ObJectives. lis;ted- below art, the kinds of information

that was sought. from eantractot doumnints and intexrviews. lInformation

was also sought from the couitractor on hits fami I ilri~ty with1 the govern-

ment 's award feoeovalkitoLion antid ie determin-t ion plan~s.

Part 1--a ieeManagevment

A. Wnnaýiijj11p

1. Programn o rgan i 2:.: t iE~n -fo rmalI
a. 11wenIL-1.t ji It e Ifqos

-. P rgim Ilzotage r (Awaird Rovi ow Board)
-- Pt' ifonit lit - tHou I or.ý

2. Var i at lOt:. it' 'rtwr.LAin organiizat ion resulting from award fee

B. .1 rl no r ti i

J . erectv strf-; 
1

tt I kat 3e11ad ilerforrmance control

2 . Award tet'-lhisetl , )iS ,; OiS [n or 'tiasS ;th oughi'

3. -rvs(-]ý Tcmuýet ird-foo pas;s-tb rouigh to sub-contractors
*4. 1'rovi s loI on fr an t i: :1 nat L in o F awa rd feve in buidge t ing

5.Participa-t ion in Othe award fee evaluation and fee
determinat ion preoeas

I. . re ARIt
Q. re Moflitets,

o.Resp)on1ses' to aWe ri' I u-c evaluation,- and fee outcomes
n1. Performiance imptrovement lot ters
1) Interimi briefings

e . Enid-of'-pee jul evaluiat ions
d. 1Yce au~ardKI. FD oiito n-



Part i -- L u I [It ual P. I)etos l'V!Se.S

Data essent ially Mimi lar to tit t tf:i 1i :;tted uinder Part ITl, Section A of

the government data plan (witit ,ipproptiate changes of reference front

government to contractol) were colloited. In addition, the following items

of informat ion were sought:

12. General Views on Ak..Pd 1 c. toltccpts/Applications
- a. At titudtsý ttn-ird jincetlit i.t

b. Nature of covtracltr motivation-organizational
and individiti Il

c. hxtracontract ual influences on performance
d. Assessmentz; of t ok under award fee

13. General Views on Acqul.sit tan Planning and Management
a. Percept ions of 'ost vs. performance priorities
b. Perceptions of reliability, costs of ownership

q q.est i onns

C. Percept ions -of Air Force acquisition philosophy

14. (;uncjal Vi U, 5L A,.k'.-,IpacL Contract lIg

a. Percept ions ol public attitudes
1). Technlology ill
c. A..s ,a marketplace

d, SatisfaCt ion witit governenlet role
e. Motivation fto involvement

f. Future of

'3 Lesqsons Learned. The final uhase of the project employed the results

-. of its carl ier theory-building ,ind case study/critique phases to assess

in a preliminarv way the current statte of the art of award fee contracting

It In the AFSC, and to formulate proposals for future research and practice.

- •OrganizaLtoti of the Report

The balance of this report is divided into five chapters, plus an

appended bibliography on award fee contracting. Chapter I1 (The Award

SFee Method of Systet Acqtuiqition) is a conceptual review and description

V• of award fee methodology, which stresses its role a8 a management tool

In the system acquisition process. Chapter TII (An Air Force Systems

"Command Award Fee Scenario) describes an empirical pattern of award fee

I
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application, a., indicated by a admple of programs/contracts drawn from

within the AFS(C. This chapter includes consideration of the regulatory

and policy basce.- of the observed AFSC pattern. Chapter IV (Award Fee

Contracting--A Commentary) discusses the empirical pattern prejs.enLed In

Chapter III in terms of the coacept.s, attitudes and policy interpre ations

it reflects. It also compares AYF:; award fee applications with those in

other federal agencies. Chapter V (Conitract.or Responses to the Award

Fee) summarizes the views of a small sample of pngram-level contractor

managers on the effects and other properties of award tee contracting,

and on the characteristics of current federal acquisition policy.

Finally, Chapter VI (Improvements in Air Force Application of the Award

Fee) presents some general conclusions from the empirical and policy

review portions of the project, together with eeo'omnendatious for future

research and practice. Complo-mcn: ifg the COTncit.;ionzs and recommendations

in this last chapter is a S'immn at the' end of (Aiapter IV which covers

some simJlir ground.

I

-
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THE AWARD FEE METHOD OF SYSTEM ACQUISITION

Introduction

As an approach to system acquisition, the award fee method is unique,

both in its conceptual underpinnings and in its potential benefits to

program management (Hunt, 1974a). To help clarify this, I shall do the

following five things:

- (1) describe the distinctive features of award fee approaches to

system acquisition;

i, (2) explain the conceptual foundations of those approaches,

(3) identify the acquisition environments in which award fee

- IRnfrllications seem to be rppropriate and those where it seems inappropriate;

(4) highlight tre special managerial advantages of the award fee in

those acquisition environments where its use is indicated, together with

some of the conditions which must be satisfied if those advantages are to

be realized: and

(5) review some important technical problems and issues which arise

,in applica4ions of the award fee; and, sometimes, where the state of the

art permits, I shall offer solutions to Those problems, but more often,

SI shall simply direct cautionary attention to their existence.

I My I!Ltention is to portray the award fee as a versatile management

tool which can help government managers focus their efforts toward the

solution of problems Impeding achievement of program objectives. I hope

to show how the award fee encourages technical and administrative innova--Ii -tion, and how it helps establish a frameworh for exchange between public

agencies and private suppliers that facilitates sound managerial decision-

.. t ~ - --
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making and effective operational control. And, I shall describe how

award fee methods work to compensate contractors fairly for their contri-

butions to the achievement of government goals. The discussion does not,

however, advertise the award fee as a contracting panacea. Award fee can-

not itself solve all (or even most) acquisition problems. It is, however,

a useful way of managing some of those problems and of improving the over-

all quality of federal system acquisition.

T'he following pages provide a rather full description of the award fee

method together with a characterization of the acquisition environments

suitable for its use. But, deliberately, they do not contain a detailed

"guide to award fee contracting." There are two main reasons for this:

first, because my purpose ITI writing is more conceptual than procedural;

and, second, because, I believe the objectives of the award fee method are

best met by allowing latitude for substantial procedural variation in the

field. Procedural discretion in award fee applications Is both tolerable

and desirable, provided that the procedures which are used are grounded in

a firm understanding of the goals and thooiy of award fee contracting. A

principal purpose of this report then is to provide this understanding.1

The text of this chapter is divided into nine parts: I. The Award

"Tee •ad acquLsition management; ii. A Joint Management Model for System

Acquisition; Ill. What is Award Fee? lV. Why is Award Fee used? V. When

is Award Fee used? V1. When isn't Award Fee used? VII. How is Award Fee

used? VIII. Who is involved in Award Fee administration? and IX.

IA number of guides or handbooks on award fee contracting have been

produced, some recently, by different federal agencies and organizations.1 , 'Those known to me are listed in the appended Bibliography.

- 97.'.,;- . .tt%
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Practical and Conceptual Issues in Award Fee application. Certain key

references are cited in footnotes to the text; and a comprehensive

bibliography on award fee contracting and related literatures is attached

as an Appendix.

I. The Award Fee and Acquisition Management

Provisions for "subjective" fee-determining evaluations of contractors

have existed in government contracts at least since the 1950's; and the

Cost-Plus-Award-Fee (CPAF) contract, which is based on this strategem,

has existed as an established contract-type since the early 1960's.

The 1967 NASA CPAF Guide mentions the use of "variations of CPAF

contracts" for aircraft maintenance and overhaul during the 1950's. It

goes on to say that (then) current versions of award fee contracting

resulted from "independent but concurrent ideas from several individuals

during 1960 and 1961" (p. 5). By 1962 both the Navy and NASA were

writing award fee contracts (cf. Egan, 1968). For example, a Navy

logistic support contract for operations at Kwajalein Island in the

- early '60s had an award fee provision; and a "pure" CPAF contract was

written during 1964 for operation and maintenance of instrumentation and

range facilities in Los Angeles. In NASA, meanwhile, the NERVA rocket

program R&D contract was CPAF in 1962; and operations, maintenance and

engineering services for the Mercury Space Flight Network at Goddard was

CPAF in 1963. CPAF contracting was approved "for test" in ASPR in

November 1963, at which time its use was envisaged only for level-of-

S - effort contracts.

But it has been during the past decade, as disenchantment with so-

*1 -called "objective" incentives became widespread in the federal acquisition

IF

-- II I-L-. - ....
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2community, that interest in the award fee became genuinely strong.

Throughout the '70's both the number and variety of its uses grew,

chiefly, one may presume, because the failure of mechanical incentives

did not at th. same time extinguish interest in performance-contingent

fee arrangements for certain contracting situations.

Despite its new-found popularity, however, the award fee remains

poorly understood. Little studied, it continues most often to be viewed

from the standpoint of traditional acquisition theory. In that context

the award fee is simply one among other types of contractual incentive;

and its use is principally as a fall-back alternative when "objectJfica-

3tion" fails. Thus, the conventional wisdom regards the award fee as

different from mechanical (objective) incenLiv-es only in procedural

details, which may not be unimportant, but which are not, after all,

basic. Hence, according to the conventional wisdom, whatever theory

applies to automatic coatractual incentives, with a little fine-tuning,

1- presumed to apply as well to the award fee.

I have argued that this conception of the award fee, which casually

groups it with traditional incentive methods of contracting (i.e., CPIF/

FPI), misses its real significance (Hunt, 1974a). Procedural differences

do, of course, separate the award fee from ciasr-ical incentives, but these

20n
On the question of problems with incentives, see, for instance,

Scherer (1964); Booz, Allen & Hamilton (1966); Hunt, Rubin, & Perry
(1971, ch. 5).

-3

It has not been unusual in my experience, for example, to hear the

award fee characterized as a "lazy man's incentive," a characterization
• 4r which affirms its essential community with other incentives at the same

time that it states an order of preference among them.
I,

-".I
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are not its most important features. The award fee method expresses a

distinctive orientation to program management. That is what is truly

important about it; and failure to appreciate this limits comprehension

of the potentialities of the award fee as an approach to acquisition

and, hence, impedes its creative use.

In this monograph I shall try to improve (enlarge is maybe a better

word) understanding of the award fee by describing its properties and

uses, and by providing them with a theoretical basis. To that end, I

here construe the award fee as a strategy for implementing what I else-

where called a "shared leadership" and now prefer to call a "joint

management" model of program management and system acquisition (cf.

Hunt & Rubin, 1973). Compared with older paradigms, this joint manage-

ment model, I believe, affords an arguably superior view of the nature

and conditions of modern system acquisition in the American pluralist

social economy. It is, furthermore, a general model which rests

comfortably with such federal acquisition doctrine as the recently

revised OMB Circular A-76, and, at the same time, is capable of accom-

- •modating as special cases most if not all acquisition techniques that

have proven empirically useful (e.g. fixed price contracting and objective

evaluation of performance).

Now, theory in the acquisition field, if it exists at all, is largely

implicit. The assumptions and propositional groundings of acquisition

- ptactices are usually unstated. To make acquisition theory explicit

(and thereby testable) one of at least two things may be done. Existing

acquisition prActices may be examined for their tacit conceptual and normative

"K foundations and explicitly stated as a paradigm. This is essentially the

procedure used so effectively by Thomas Kuhn (1970) in his study of the

S ! . . . . . . . . .
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Structure of Scientific Revolutions: dind It is also the one I usted to

describe the "theory" of contractual incentives (which theory I termed

a "fixed price ideology;" cf. Hunt, Rubin, & Perry, 1971, ch. 6). It

can be called an "empirical" approach to acquisition theory-building.

Another technique is more "normative." It seeks to model the

realities of the acquisition process, per se, and then prescribe suitable

implementation strategies (or adapt existing ones to the model). This

normative approach is closer to the methodology of this monograph. I

shall begin with an outline of an independently formulated model of the

¶ acquisition process-the joint management paradigm--nnd then will discuss

award fee procedures in its light. This way, I think, the distinctiveness

and the practical potentialities of the award fee as an acquisition

strategy can be better perceived.

- Before outlining the joint management model I would note that in all

likelihood it retlects not at all the thinking of any original designers

of the award fee. Such designers may never have actually existed-like

Topsy, the award fee probably "just growed." But if original designers

there were, then they most likely held to a traditional fixed price or

"formal" market theory of acquisition, and just wanited a substitute for

objective incentives when those wouldn't work.

AcLtually, this statement may do less than full justice to the thinking

of certain award fee pioneers in the Navy and NASA. Certainly men were

there during the early '60s who were concerned with a wider set of procure-

ment issues than simply how to objectify contractual incentives. Interested,

as it were, in contracting "closer to the motivations of contractors,"

they sought imaginative means of enhancing program outcomes by managing

j .~ and even capitalizing on so-called extracontractual motivations (i.e.

' =M 111
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influences on performance other than contract profit). Instead of the

customary emphasis on the primacy of profit motivation, for example, the

1967 NASA award fee Guide--which probably comes as close as anything

does to being a statement of an "original" concept of the award fee--

, heavily stressed the importance of "achievement motivation" as a well-

- spring of contractor actions; and it plainly advertised award fee conracts

as strategies for engaging and directing this potent source of contractor

motivation.

Thus there were views of the award fee within the government during the

'60's that looked on it affirmatively as an important new general purpose

management tool. Indeed, in the Navy, Gordon Rule was inclined to regard

award fee as a potential replacement for all other cost-type contracting

methodologies. And one may find similar hopeful arguments in two papers by

James E. Cravens (19 6 7a & b), who was largely responsible for NASA's 1967

Guide. I suspect, however, that these were minority sentiments then just

as they are now.

None of this really matters to our immediate task, of course,

except to illustrate the truth of those old adages about necessity being

"the mother of invention and side-benefits sometimes outweighing the

U -~ intended consequences of a policy. But I wanted to mention it before

continuing, which I'll do now.

II. A Joint Management Model for system acquisition

I - It will assist understanding of the "Joint management" (or, for

short, J) model if I first describe another more customary model of

3 customer-supplier relations in government system acquisition. I have

elswhere termed this traditional formulation art "idealized" model. of

•I-. - I I. . .
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interorganizational (buyer-seller) relations in government contracting

(Hunt & Robin, 1973). It might alternatively be called a "market"

model or a "regulatory" model or even a "bureaucratic" model. I shall

refer to it simply as a "formal" (F) model. An F-model conceives

the working relationship between a government [acquisition] agency

and its contractors [as] a formal, transitory task-relative con-

junction of structurally and operationally independent parties.

The separate rights, obligations, and functions of each party are

clearly defined by the contract document which is ostensibly the

sole basis of their relationship. Within constraints imposed by

the terms and conditions of this legal agreement, each party

functions autonomously: their actions, though complementary, are

independently determined and controlled by essentially private

ixnVa-organizational management decisions.

As shown in Figure 1, the contractor has responsibility for

effecting project performance; i.e., producing for an agreed price

a technically acceptably output within a given time period. The

government's responsibilities are regulatory rather than managerial;

it (the government) is charged only with the task of assuring

that performance conforms to standards specified in the contract.

The government agency may partially regulate inputs and veto out-

puts, but ostensibly it does not determine "throughput" processes.

The relationship nominally is formal in another way also:

interpersonal contacts between the two organizations are restricted

and prescribed. For example, only occupants of certain specified

government positions can instruct the contractor about performance.

K-
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Furthermore, cross-organizational personnel interactions are

controlled and regulated relative to both defined task functions

and temporal points in the life cycle of a contract.

This idealized model is predicated on the assumption of a

well defined contract as the vehicle for bringing two separate

systems into temporary operational coincidence. The contract,

J along with statutes and regulations pertaining to procurement

processes, is assumed to identify unambiguously all relevant

operational expectations (product requirements, costs, etc.) and

to express mutual agreement and understanding by both organizations.

FIGURE I

Stnicithrc of "Ideal" Rclationship blttiwccn a (overninent Agency
nld its Prinic Contracfoi(kl

____ ~THE FORMJ.AL [F-) WOPE

Contract (work statement, conditions for and amount
of payment, regulations and dispute procedures, etc.)

Contractor Top Management - I --- Government Top Management

- Contractor Middle Management--,--2---Government Middle Management

Contractor Lower Management Government Lower Management
Key ro Interorga'iizatlonal Contccil
I. Government "request for proposal"2. Negotiation of contracts; interorganizational communication about the adequacy of per-

formance (of contractor)3. In this model, both Performance and retulatory standards (which should be exactly the
same) are defined by the contract and communicated down throu~h tbe administrative
hierarchies. As such, the contract should be the primary determinant of govmnkment regu-
latory and contractor performancc activeties.

On research and development projects, however, the uncertain

nature of the task greatly reduces the probability of fulfilling

- this condition. The complex technology involved in development of

• = ,• l • i • ,'•'• •.' 'm• '• " ' --' - . ,• • .•,;,: -•; • ._. ...... . ... ... .. . .. .
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sophisticated aerospace or weapon systems makes it difficult

to dimensionalize and quantify performance specifications in advance

of project operations. Lack of previous experience, the necessity

for innovation, and unknown contingencies produce technological

and managerial uncertainty which militates agau.nst a p4AoAi assign-

ments of [reliable] cost estimates, product capabilities, and so

forth.

Alternative Responses to the Weakness of the Ideal Model

To the extent that project requirements and conditions for

performance are uncertain or vague, the co-ntract alone cannot

effectively control performance. Rather than being fixed, managerial

goals and regulatory standards tend to become fluid. improvisational,

and reactive to internal, task, and environmental occurrences.

Pressure mounts for fuller and more varied customer-coiLiactor

communication than is provided for in the formal model so that over

its life span project objectives can undergo progressive re-definition

with increasing task experience and increased understanding of

"true" parameters and functional requisites for meeting them.

The strain accompanying high degrees of uncertainty and in-

constancy induces a need to maiutaiLLn consistent yet dynamic relations9' _between government regulatory standards and mission objectives on

'IV the one hand, and contractor managerial and operational goals on

the other. Increased flexibility and coordination of activities

- necessitating high rates of communication are required for rapid

adjustment to changing and unanticipated situations or developments.

The "restricted interaction between autonomous organizations" model

t!A
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does not provide for this. Therefore, one or more of three adapt-

ations of the nominally separate decision-making structures of

the participating organizations may evolve. These adaptations

are service contracting, absorption of leadership by expertise,

and shared leadership (Hunt & Rubin, 1973, pp. 298-300).

Of the three varieties of adaptation to uncertainty just noted (and

there may be others) only the shared leadership (here re-christened joint

management) variety concerns us now. The essential feature of this

adaptation (model) is a more or less even distribution of power between

the participating organizations (i.e. government "buyer" and private

"seller") .

Formal responsibility for specific activities may be assigned

discriminatingly to each organization, but project teams might

confer at all levels and try to decide on mutually acceptable

courses of action (see Figure 2). Rather than unilaterial decislon-

making, the process of evaluating alternatives is one of discussion,

negotiation, and compromise...

I What exactly is signified by shared leadership; in what ways

or contexts is it expressed? Government-contractor cooperative- oF

management can be illustrated in three areas--marketing, dispute

settlement, and performance evaluation (and accounting) techniques.

In the marketing area, we have noted the mutual dependence of

, government buyers and their industrial suppliers. Their symbiotic

- relationship is exhibited in marketing activities where both

I! contractor and government attempt to discover the needs of the

country and assess the adequacy of current procedures for meeting

I .. . . ..-. ...._. ...
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them. The degree of cooperation and reciprocal influence entailed

in setting requirements is suggested In the statements of an

official of a large government contractor: "A new system usually

starts with a couple of military and industry people getting together

to discuss common problems--iL isn't a case of the government here

and industry here. They are interacting continuously at the

engineering level." As Galbraith (1969) has commented, "The important

thing is not where the action originates but in fact that it serves

the common goals of the military and the defense contractors"

(p. 37).

Dispute settlement tends to take the form of informal discussions

between the conflicting individu•ls. If they fail to resolve their

difficulties, the di;1pute is passed up to the next level of management.

At this tier, informal negotiations are resumed. This cyclical

process continues until a settlement is reached. The point is

that both parties strive to keep the process friendly and informal,

attempting to avoid intervention by third-party, legal or quasi-

legal appeals, although this is the normal manner of settlement

specified by the contract and procurement regulations. Legal and

I oLher formaiistic procedures are resorted to only when informal

negotiations break down, or if the costs of compromise are excessive

to either organization.

With regard to performance evaluation, as a contractor increases

involvement in government business, an increasing number of admin-

istrative adjustments are made to facilitate interorganizational

communication and compliance with regulations (ASPR). In the

I7 1
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extreme, "locked-in" major contractors may simply absorb govern-

ment accounting methods, management systems, and performance

evaluation programs. The distinguishing organizational boundaries

between government agency and contractor industrial firm become

progressively vaguer. From an external perspective (e.g., that of

a small subcontractor), the two organizations may seem and commonly

are operationally indistinguishable. When this degree of inter-

organizational penetration occurs, it may be accurate to regard the

contractor as a component sub-system of the larger government system

or to regard the two conjointly as an emergent performance unit or

system partially distinct from their respective putative sources.

Shared Leadcrship h ecision Struclurc
THE JOINrT 9AeNAGh!ENL11 ( AI-) MOE

Contractor Program Manager Government Program Manager

Contractor Project Manager Government Project Manager

Justr as the F-model is "idealized," so is its J-counterpart. Real-

world situations are unlikely to correspond fully to the assumptions of

either model. But, however unhappy the thought may be to some, the real

7 - world of R&D or major system acquisition in the U.S. unquestionably

3 corresponds more closely to the approximations of a J-model than to those

- .. .. .... -.
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in F-forms. 4 The award fee, whatever may have been the thoughts and

intentions of its originators, may discover its greatest virtue as an

operational means of acquiring goods and services under a J model of the

complex organizational and decision processes inherent to modern system

acquisition with all its uncertainties. With this in mind we shall move

now to an examination of award fee practines themselves.

III. What is the Award Fee method of acquisition?

Award fee denotes a method of paying profit (fee) to a contractor

(seller) based on unilateral Judgments by the government (buyer) about thc

contractor's performance. It provides an effective tool for program/

project management by arranging to compensate contractors for their

performance in ratio to its correspondence with the government's needs

and objectives.

FIGURt 3

Objectives of the Award Fee

(1) Effective Program/Project Management

(2) Equitable Performance-based Compensation to Contractors

As defined by the DAR (3-405.5; Cost-Plus-Award-Fee [CPAFJ Contract),

the award fee is

"a cost reimbursement typt of contrac, with special fee provisions.
It provides a means of applying incentives in contracts which are
not susceptible to finite measurements ot performance necessary for

structuring incentive contracts. The fee established in a CPAF
contract consists of two parts: (1) a fixed amount which does not

4 Concrete illustration of this is Sapolsky's (1972) description of
the ambiguitv of just who "ran"? the Polaris Mi,,sl½ Project.
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vary with performance, and (2) an award amouut, in addition to
the fixed amount, sufficient to provide motiratlon for excellence
in contract performance in areas such as quality, timelinass, in-

genuity, and cost effectiveness. Award fee may be earned by the
contractor In whole or in part. The amount of award fee to be
paid is baAed upon a subjective evaluation by the Government of the
quality of the contractor's performance, judged in the li.ht of
criteria set forth in the contract. The number of critetia used
and the requirements which are represented will differ widely
from one contractor to another. Therefore, when determining
criteria and rating fxlans the using activity should be flexible
Sand selec~t a plan wýich will motivate the contractor in a positive
way to improve performance. Evaluations are furnished to the
contractor to afford him an opportunity to comment on the evalu-
ation findings. Tne decision that award fee has been earned is
based on the reports of performance made by the Government
personnel knowledgeable with respect to the contract requirements.
This decision is a unilateral determination wade by the Government
not subject to the Disputes clause of the contract.

t

FIGURE 4

Properties of the Award Fee

(1) Bazse Fee

(2) Award Fee

(3) After-the-fact Judgmental Evaluation of Contractor

Performan ceSL
(4) Evaluated-based Payment of Award Fee

IV. Why is Award Fee used in system acquisition?

Whenever substantial uncertainty exists in a performance environment

(as it does in R&D, for instance) a method of management--problem-solving,

"decision-making, and control--is needed which Is both adaptable to this

uncertainty and helpful in reducing it. Furthermore, structures for

- 1managing contract-based acquisition must necessarily be interorganizational

| | | | | 'F | | - - - - - - - -
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in design whenever the governmen, utisfies its acquisition needs

chiefly by contracting with private firms in a quasi- or non-

market situation. Methods of managing th2 acquisition process must,

therefore, explicitly recognize the government's need to participate

actively in that process.

FIGURE 5

Functions of Award Fee

(1) Adaptable to Uncertainty

(2) Allows Government to Participate in. Project

Management

The award fee approach to acquisition helps the government deal with

these two management imperatives--coping with uncertainty and active

phcticipation--in a variety of ways.

(1) It recognizes that in a mixed (public-private) sector quasi-

"market acquisition process, with important technical uncertainties,

a high degree of cooperation between contractor and contracting

Sagency is essential to program success:

(2) It assures a meaningful role for overnment managers in the

acquisition process;

(3) It recognizes that, because of limitations on time, skill and

information, top managers can formulate plans, but, except in

- urusual cases, rarely can exert detailed control over organiza-

tional operations;

I)
,t1
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(4) It stimulates both formal and informal communication across

organizational levels and boundaries, esnecially as between
I:contractor and govern~ment managers;

(5) It recognizes that contractors' motivation3 (like the govern-

ment's) are varied;
5

- (6) it leaves to the contractor's own management the task of

"motivating" their employees and helps minimize needless

meddling by government personnel;

(7) It recognizes that the acquisition process may be, and often is,

a dynamic one which presents a changing variety of problems

that must be dealt with by human managers, for which there are

no contractual panaceas;

(8) It avoids rigid. meehanical, predctcrmianeu COuutraccuai tormulae

for fee and other decisions, in favor of flexibility and active

human judgment; I
(9) It simplifies contractual provisions as a means of decreasing

administrative complexity and burdensome routines; and

(10) It helps assure that profits are earned by providing for variable

fees to be paid after-the-fact on the basis of performance.

-. FIGURE 6

Hallmarks of Award Fee Acquisition Strategy

(1) Encourages Government-Contractor Cooperation

(2) Assures Active Role for Government Managers

5 on points (3), (4), and (5) see, for example, Hunt (1971). Some-II of these points are also discussed here in a later section.
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FIGURE 6 (cont.)

(3) Recognizes Limitations on Top Management Ability to Control

Operations

(4) Stimulates Formal and Informal Communication

(5) Recognizes Variability of Motivations

(6) Leaves to Contractor Task of Motivating Own Personnel

(7) Views Acquisition Process as Dynamic

(8) Is Flexible and Provides Room for Human Judgment

(9) Simplifies Contractual Provisions

(10) Helps Assure that Profits are Earned

Each of the above-listed award fee "hallmarks" rests on one or more

propositions about the nature of the acquisition process. These proposi-

tions "explain," as it were, why it is desirable that an acquisition

strategy have characteristics summarized by the hallmarks. Obviously,

then, the defensibility of the award fee as an acquisition strategy

stands on the validity of the propositions that form its rationale. 1

turn to this important matter now. For the purposes of the discussion,

each award fee hallmark will be restated as a proposition, and, in the

course of reviewing each one, I shall indicate how the award fee accomplishes

the strategic objectives implicit in the propositions a signaled by the

hallmarks.

(1) Mixed-sector quasi-market acquisition under uncertainty requiresir

c Iooperation to be successful.

This proposition is a key to comprehension of the fundamental

S"-- features of federal contract-based acquisition to which the award fee is

|.-A_
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oriented. It contains four basic terms needful of definition and

discussion. These four terms are: mixed-sector; quasi-market; uncertainty;

ana cooperation. ("Acquisition" and "successful" are left undefined for

now.

Mixed-sector acquisition denominates the fact that contractual

acquisitions (unlike arsenal types) involve exchanges between public and

private sectors of the economy. These exchanges

-- are multi-institutional and interorganizational,

-- represent mixed motive and mixed interest situations, and

-- involve a public interst.

- C)ntract-based acquisition (which we shall henceforward term, federalistzi
acquisition) is exchange between a government "buyer" and a private

7"seller." Therefore, it represents an exchange across the boundary of

public and private. More particularly, it represents an exchange between

certain specific agencies of these two institutional sectors, i.e.,

between government bureaus and private firms. Finally, and still more

6 "Acquisition" can be generally understood to be an extended process
combining procurement and program management functions. It is commonly
divided into stages, i.e.: conceptual, validation, full scale develop-
ment, production, deployment, each of which has associated program decision
points. "Success," meanwhile, is a frightfully complicated notion (cf,
Sapolsky, 1972) which itself is deserving of careful analysis, but not here,

except for some special comments later on. Very loosely, success here means
the extent to which a program/project achieves the government's objectives.
Left unanswered by this simple statement, of course, are whole regiments of
very difficult questions, ranging from how to express (indeed, identify)
government objectives to how their achievement can be evaluated.

7Nothing more than this is meant by the use of the word "federalist"

here (cf. Brand & Watts, 1969, which is a precedent for this usage). The
word "contractualist" might have been used to convey the same idea, but

SI have another use for that term.

|it
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particularly, it represents an exchange between specific operational

(line) units or suborganizations within these agencies. Thus, federalist

acquisition involves complex transactions between a multiplicity of

organizations nested within organizations and societal institutions.

Transactional exchanges in this federalist environment tend often to be

accomplished by hybrid mixed-sector (J-model) interorganizational

structures which both span and blur organizational/institutional
8

boundaries.

Each of the organizational/institutional partier to federalist

9
exchange represents a "package" of interests. These interests will be

varied and relative to the several properties of the subsystem member-

ships and missions of participant organizations, none of which will be

Ilnuvidually or collectively single-interest entities (that is to say,

for example, that business firms are not pure profit maximizers).

Some of these interests will represent the "ZgHs Ln" goals brought

to the exchange by the separate parties. A contractor, for instance,

may have specific profit goals, or may seek a buy-in simply to absorb

_ overhead or keep some engineers working. For its part, the government

may be seeking satisfaction of a specific military requirement: and it,

S8More is said below about these phenomena.

9 At the risk of seeming pedantic, we wish to distinguish between
interests and motives, if only as a terminological corvenience. lnterests
are political considerations having to do with social objectives (missions)

and the conditions of their accomplishment. Both organizations and
individuals have interests: buy only individuals have motives, which
we think of here as generalized personal dispositions of the kind
suggested by such ideas as needs for achievement, fears of failure,
and the like.

- .. W-.. I
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too, may have targetted profit positions for its contractors. These goali

may or may not change during the transaction. But, in any event, the

interests (going-in goals) of any one party will not precisely correspond

to those of the other(s) (usually they will partially overlap--indeed, at

some level they must, or be thought to, in order for an exchange to

occur). Hence, in the exchange, the parties will seek to achieve some

different and some common (but usually separately derived) goals. Since

not all the individual goals that may be set for the exchange are shared

by the parties, there is a potential for conflict. Hence, negotiation

of the terms of exchange is necessary, and a continuing means of settling

disputes, as well as motivation for doing it, is also required in order

to matntain the structures of exchange for any time.

In addition to the interests brought to an exchange by the parties

(their going-in goals), other interests emerge in the process of

structuring the exchange. These goals which result from the interactions

of the parties and the plans for their future association may be termed

"emergent" goals. Some of them will be unique to the separate parties,

others, reflecting common objectives and methodolovie.; for the exchange, may 2

be shared; and emergent goals may supplant some or all of the going-in goals.

In negotiation, for example, the government may modify technical specific-

- ations for downward adjustments of cost targets; and a contractor may trade

a particular profit position for a government furnished facility. The

-- basic negotiated work statement will become a generally shared objective,

* j although, when the "crunch" comes, it often happens that, consistent with

* J their different interests, contractor and government managers disagree

about its precise meaning. At any rate, it will be uniformly true that

the emergent system--level goal structure for an iutierorganizational

-NOW rn-i
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exchange cannot be easily or safely predicted solely from a knowledge

of the separate parties' going-in goals. The new negotiated contractual

environment is the "real world" within which the government and contractor

define their interests and play out their relationship (cf. Pfeffer &

Salancik, 1978, on "negotiated environments").

An especially interesting, and probleummatic, case of emergent goals

results when hybrid public-private organizations are created to perform

an exchange (as, for example, when a government line organization contracts

with a private firm for services in support of activites for which the

government organization has operational responsibility). Among the

emergent goals likely from such J-model arrangements is a subset having

to do with maintenance of the hybrid organization, including especially

its particular complement of actors. This familiar phenomenon is some-

times known as a form of "going to bed with the contractor," a somewhat

vulgar expression which, nevertheless, clearly suggests what it is that

is problemmatic about the phenomenon, namely, its potential for compromising

the distinctive interests of the paities.

Among these distinctive interests is a public interest. Public

interests do not derive from the organizational interests of functional

.igencies, public or private. They are normative matters connected to the

general sociopolitical and institutional properties of society. However,

government, and its agents, has a special stewardship responsibility for

¶ the public interest, in short, a public trust. This interest and trust,

therefore, has a special standing among the going-in goals of government

agencies in J-model federalist acquisitions. And it is this goal which

needs preservation from compromise in the structuring of mixed sector

exchange.
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Quasi-market (or nonmarket) acquisition means that, in one way or

another and for one reason or another, federalist buyer-seller transactions

occur in an environment of full or partial "market failure." The market-

place cannot be relied upon as a neutral mechanism for regulating

exchanges: partisan negotiation (or haggling) will occur. The buyer

faces hazards from potential "opportunism" by the seller, and, of course,

10
the seller faces similar hazards from the buyer.

Uncertainty means simply that information about parameters for

planning and conducting an exchange is incomplete. Given that human

beings are not omniscient, but are limited in their abilities to obtain,

process, retrieve, and interpret information, situations which are comple>

(techuologically, administratively, or otherwise) may be treated, ipso

facto, as uncertain, and vice versa. Thus, bucaume of ____ bou,,de

rationality" of humans, uncertainty and complexity become functionally
11

equivalent conditions, And, it should be mentioned that complexity is

a universal correlate of large-size. Large-size (organizationally, say)
-12

is, therefore, a prima facie indicator of complexity/uncertainty. 1 2

Human rationality is bounded, but, alone or in organizations, humans

nevertheles.. sesek to make sense of (rationalize) themeelves and their
- .environments. They collect, code and interpret information in order to

reduce the uncertainty around them and thereby facilitate its management.

-
10 Fuller elaboration of these ideas may be found In O.E. Wiliamson

(1975).

lSee March & Simon (1958) and Cyert & March (1963) from whence
these concepts derive.'12

"I- 12A study of the literature on this point may be found in McClintock

& Hint (1979).
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They seek and maintain contrivances (languages, customs, organizationti,

theories, etc.) that help with this by absorbing uncertainty and simpli-

fying their worlds (cf. Weick, 1979). The test of these contrivances is

less their "truth" than their utility. And this helps explain w~iy it Is

necessary to replace acknowledged but, for practical purposes, "usefful"

falsehoods (e.g. the traditional theory o-f the firm) with something no lr;.S

"useful" (practical) if the fal sehood is to be abandoned, as , guide to

policy, say (Kuhn, 1970, makes similar observations).

Thus, uncertainty absorption is not limited by standards of truth.

- But plainly some methods of doing it are superior to others, on benefit-

cost considerations: they work better for more things with fewer un-

wanted side-effects. Uncertainty absorption is not only restricted by

the bounds of human rationality, however, it is also impeded by "informa-

I iua impactedness.

Information impactedness occurs when information is distributed

asymmetrically among the parties to an exchange (and the costs of achieving

parity are high, and/or dispositions to opportunism exist) (Williamson,

1975). Impactedness will tend to occur (in fact, is probably inevitable)

in multiparty exchange simply bacause "insiders" know things "outsiders"

don't. Similarly, iii organizations, tunctional specialization (complexity)

and finite communication channel capacities tend to produce information

impactedness. Clearly, uncertainty reduction at system-levels (read,

effective management of complexity) requires solution or, at least,

accommodation to the problem of information impactedness.

Cooperation. In a multi-party J-model exchange under uncertainty/

, 2 complexity (including impacted information), coopcration is an obvious

requirement for successful performance. Both information and no ns of

"conduct (the terms of the exchange, discussed earlier) must be sbared--

, V - , ,, .. , -- _' -+ " -" -'-



the more so the more there is large size and functional specializauion,

which is to say, the greater is complexity. Such cooperation implies a

relaxation of adversary attitudes, integrative management information

(communication) systems, and interorganizational structural interpene-

tration, 13

The award fee approach to acquisition seeks to facilitate cooperation

by establishing conditions as close as possible to a "natural" buyer-seller

relationship: viz. one characterized by a personalized, collaborative

understanding among the parties and a desire to avoid conflicts.14 ThisI[
is accomplished by inducing a climate of fairness and relative working-

level informality.

Contractor evaluation and fee determination, whlle nominally Uni-

lateral and hence potentially arbitrary, is, however, performance-based

and made on known standards according to known Evaluation and Fee Determin-

ation Plans (discussed below) which themselves are subjects of negotiation.

And the contractor receives full and regular feedback on these evaluations,

k together with the opportunity to respond to them and present other informa-

tion. Thus, the final data base for evaluation and fee determination is

intendedly comprehensive and unbiased, or, in other words, fair.

Providing for review by higher-level government managers of first-

line assessments, and, of course, the role of the FDO (fee determination

official) help keep the award method free of bias, as does the practice

of providing Evaluation Plans for consideration of both performance levels

- 13

A somewhat fuller development of these ideas may be found in
Hunt, Rubin, & Perry (1971, Ch. 3). See also Patterson (1977).

1 4 This is discussed at length in a landmark paper by S. Macauley
(1963).
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and the conditions under which those levels were achieved. In this

connection, the basically judgmental nature of award fee evaluations

affords a flexibility which facilitates full consideration by government

managers of contextuel or other factors exogenous but relevant to performance

outcomes.

Informality at working levels is encouraged by the award fee method'>

recognition of the mutual dependency of contractor and government i1 jointly

managed enterprises under uncertainty. The award fee approach seeks to

avoid interposing between the parties any needless contractual, organize-

tional, or conceptual barriers that would diminish the frequent cross-

organizational interaction, information sharing and other communication

necessary for successful joint problem-solving and eventual satisfaction

S - -- of goverhneiit ueuds.

Informality is also encouraged by the award fee approach to evaluation.

In view of the judgmental nature of the award fee method, it is to be

expected that contractor managers will continuously seek information

-" from the government managers, who are their evaluators, on the government's

Spreferences and the degree of its (government's) satisfaction with the

contractor's performaner. In addiLion to stimulating communication, this

nas the desirable consequeuce of encouraging early informal settlement of
conflicts and helping to assure timely identification and solution of

unexpected program/project operational problems. Moreover, sincu both the

government and the contractor tend to gain from these favorable outcomes,

their working relationship is improved by them and trust and comrunica-

4 tion are further enhanced.

To this point we have stressed the fact that the realities of feder-

alist acquisition under uncertainty demand interorgarlzatioual cooperation.

__________________________________________________
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But they also demand circumspection. The government's stewardship of

the public interest limits its ability to cooperate with private organ--

izations; and it prescribes a need for institutional control of conjoint

(J-model) public-private sector undertakings. (That tLit circumspect

approach to cooperation by the government will assure a similar posture

on the parts of the private firms with which its works Feees without saying.)

This essential circumspection, then, aecessarily attenuates any

"naturalistic" buyer-seller cooperation in federalist acquisition. Yet,

it is the intention and the function of award fee methodologies to induce

tendencies toward it (naturalism, that is). Those tendencies need to be

controlled in the public interest, but not sacrificed. Obviously, this

is something of a managerial challenge. Unfortunately, except for the

higher-level reviews of lower-level managers mentioned above, there is

nothing in the award fee technology which automatically accomplishes it.

It is a challenge left fundamentally to the judgment, skill and integrity

of individual managers. This is probably inevitable anyway; and, in any

- case, it is hardly unique to award fee contracting. Indeed, the award

fee approach (and the J-model of the acquisition process) has the merit

of explicitly recognizing the control issue and its ethical accompaniments

4.i instead of pretending that it has been somehow eliminated by contractual

magic.

It follows from the preceeding discussion that mixed-sector quasi

market acquisition under uncertainty, with its cooperative requisites,

cannot be conducted in an ordinary "arms-length" manner, as if between

buyers and sellerb in a classic free market (i.e., according to an F-

type model). Instead, acquisition under these conditions must be

*ON
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collaborative (J-type), if, at the same time, closely attentive to the

public interest. Thus, the government must participate In the acgu.si-

+inirocess as well as in its input and output. In these circumstances,

then:

(2) a meaningful role must be assured government managers In the

acquisition process.

Achi.evement of this J-model goal is facilitated in the award fee

appro.qch by its shared-management requirements, and by avoiding the

interposition of contractual or other barriers between government and

contractor maaagers, and between government managers and their management

tasks. Unlike traditional ircentive contracts, for example, the award

fee approach seel". to introduce no mechanical means of rendering manage-

ment decisions,. Instead it endorses the proposition the human effort can

make a difference to prcgram outcomes and seek:3 to establish an inter-

orv.anizational framework for the active exercise of managerial judgment

by both contractor and goverinctwt personnel. It is, thus, a "menagori-

alist" rather than a contra,'ualist approach to acquisition. Instead

#" of putting managemen-it in a role as servant to contractual ends, it casts

the contract in a iole as servant to managerial euds. 15

Properly applied, the award fee can facilitate establishment of a

program management environment conducive to disciplined planning, innova.-

ytie human decision-making, and, ultimately, better achievement of the

Vgovzvnmtrt's goals through rffectiva program control. The method, how-

sapolsky (1972) has persuasively argued that, by formal izing relations,

incentivwŽ contracts had the adminJt-tratively illuloglcal effect af trans-
ferring; program maoagement to contractors. Award fee methodologie-.-, I
suggest, can be secrn as way.s o•f transferring it. back, or, at least, of

enhancing the governenits's program management role.

II T~~1i ,it~cfrr
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ever, assumes motivation on the parts of government managers to take an

active role in federalist acquisition processes, as well as in formulation

of the specifications and policies that initiate and regulate them.

In short, to work effectively, .1-model acquisition and the award fee

method require government managers, together with the contractor's, to

opbe rzational decision-makers, and not merely contract vz program monitors.

The method helps assure such a role in the acquisition process by firmly

establishing the government's managers as effective evaluators of

contractor performance--effective because their evaluations have direct

profit (fee) as well as other (e.g. reputational) consequences. This

rather more visible role of the J-mode! decision-maker can, of course,

expose the government's people to novel risks of making mistakes and

being scen duing it, hut that probably is a necessary risk of program

management under dynamic, uncertain circumstances.

(3) The third award fee hallmark cuim proposition is to the effect that

top managers rarely can exert detailed control over organizational

; • operations.

SUncertainty/complexity, bounded rationality, information impactedness,

Sand vested interets iresulting from suborganizational differentiation

crmbine to loosen the coupling of organizational elements and defeat

Sdetailed hierarchic control. The result is subunit and individual discretion

in behavior and, hence, effective decentralization of problem-solving and

Sdecision-ma•ia, whethet or not that is organizationally intended (cf.

Williamson, 1975).

This is a difficult intraorganizational control problem which becomes

still more difficult in an interorganizational situation. For one thing,

the likelihood is that information will be impacted at various points in

i r T-i
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a counterpart organization as well as in one's own. Therefore, it is

necessary to develop communication channels not only within one's own

organization, but also across the boundary with another. Moreover,

because of decentralization, these communication interfaces must be

multiple; and, because of the shifting problem-solving needs in a dynamic

environment, they must be ad hoc.

Obviously working inthese conditions places a heavy premium on a

free and informal flow of Information across numerous interfaces of inter-

organizational syst ims. Arrangements for accomplishing tbis which provide

for boundary-bpanning only at top management levels are insufficient to

the task. F,), successful acquisition to occur under condltions of un-

certainty, in its specifications or operational environments, there is

-- need to

(4) stimulate both informal and formal communication across a variety of

- organizational levels and boundaries, especially as between contractor

and government man;; es!..

Unlike "contractualf--t" approaches to acquisition, the "managerialist"

award fee method dues not address itself only to the contractor's; top

management. Nor does it envisage only top-level contractor-government

tnterfacing. For one thing, award fee Evaluation and Fee Determination

Plans (see below) provide formal channels of communication between

contractor and government organizations, and across levels within the

government's own organization. One may safely assume, surely, that

contractor organizations develop comparable channels to assure their own

internal information flow. But, in any case, it was described earlier

how the award fee approach orients to difficulties of multi.-party manage--

ment under uncertainty, both allowing and, by its Information-sharing

I
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requirements, stimula g multiple iaterfacing and informal communication

among and between contractor and government personnel. Thus, it encourages

a working environment typified by opportunities to establish communication

interfaces at any organizational level where problems exist, where

information n(;eds to be obtained, or where decisions must be made.

(5) The next proposition simply states that organizational motivations-

contractor and government both--are varied.

Because we wished to emphasize aggregate (i.e. organizatior level)

strategic considerations, we spoke previously in quasi-political tones

of the multiplicity of organizational "interests" that become converted

to goals or act as standards for evaluating the results of exch •ge.

We now wish to speak iu more psychological and tactical terms. There-

tore, we shall talk of "motives." Now, the distinction of motives from

interests is a fine one; and it is unnecessary to address it here in more

detail than we have already, especially since, in practice, interests and

motives aggregate to a single functional class of organizational "disposi-

n -•tions" (and internal criteria for outcome evaluation). Besides, at this

point, we do not wish to review the large subject of organizational moti-

vation. Dut WU do uted to make one esseiLtial point, namely, that

j , 4contractors are not nonomotivational profit maximizers. Nor, for that

matter, are they moncmotivationally anything else. Like individuals and

the government, contractors have a variety of motivations which change ill
16importance with time and circumstance.

'16
1 6 For a wide-ranging revie-w of the nature and role of profit in

4 -: business behavior, which makes these points among others, see Friedman
"(1978).

:4_WMM -A
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In the theory of the firm, the utility of profit maximizing

assumptions is arguable (see Williamson, 1970 ch. 3, for an illustration),

possibly even viable, but only under a set of further assumptions not

likely to be satisfied frequently in federalist acquisition environments.

For practical purposes, however, especially for acquisition management

under uncertainty, it is crucial when planning exchanges (i.e. contracting)

not to:

-- confuse assumptions (e.g. profit maximizing) made for theoretical

modelling with a proven fact of nature; or to

-- identify any one aspect of organizational motivation (e.g. profit

"motivation") with the whole; or to

-- confuse an outcome of performance (e.g. profits) with an innut

-_ to it (e.g. motivation--profit or other); or to

-- identify micro-level (e.g. individual) characteristics with mactLO--

level (e.g. collective) ones.

Profit is an attractive business goal (interest) but not an overriding

motive; profits may result from business behavior without being causes

of it. And profit maximizing, whether frequent or not, is probably a

special case, not the general case of business behavior (see Hunt, 1969,

for fuller development of these points). Furthermore, whatever may be the

strategic macro-level goals of firms, they must cope in tactical decision-

making with a multiplicity of suborganizational interests (goals) and

individual motives. Defining an objective function for the firm under

these conditions of reality--er, more exactly, for a particular procurement--

17 B.H. Klein (1977) refers to this as the "fallacy-of-composition
3 - error.'"

I!
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is a complicated matter, which is made more so by continuing subsequent

needs to harmonize and control subunit and individual action in the

service of maintaining or controlling redefinitions of this objective

function, once defined.

In an acquisition, the government buyer's "preferences" are input to

this definitional process. But is is impractical for any number of

reasons for the government to undertake in any direct way to "motivate"

contractor personnel to make their decisions solely or even mainly on

the basis of government preferences (as some incentive trade-off schemes

seem to try to do). Most particularly, the government cannot by some j
contract mechanism (e.g. an incentive structure) "reach into" the

contractor's organization and comprehensively control decision-making

according to its (the government's) preferences, even if those preferences

are well-defined (which they often are not). In fact, attempts at this

may only be disturbing because of the complexity (uncertainty) they intro--

duce. Thus, as is true in the government's house

(6) it is best to leave to the contractor's own management the task of

motivating their employees.

, •The award fee approach to acquisition does not depend for its efficacyI on any special assumptions about the primacy of profit motivation, nor onI1
any particular view of contractor motive hierarchies. And it requires no

commitment to a dubious belief in constancy of motivation at either organ-

izational or individual levels. Instead, it assumes motivational vriety.

and changefulness as organizations respond to shifting circumstances of

- their unique environments: and it is open-minded on the subject of what

motivates people and organizations, at least in particular places and

times.
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It is true, of course, that award fee contracts provide fee payments

(in dollars) to contractors for performance. But, they do so with a

cleat understanding that money has symbolic significances in addition

to its more obvious uses and not from any firm commitment to a profit

maximization model of contractor motivation. Fees paid to a contractor

have meanings relative to a variety of intra- and interorganizational

motive systems. The magnitude of fee awarded to the contractor carries

information, for insta:nce, on the judged quality of performance, and

everything connected thereto--testimony to technical excellence, to

satisfaction of the government buyer, and so on. Thus, in the language

of behavioristic psyctology, money is a geneialized reward.

Further, the awa-d fee method of implemcnting J-model acqulisition

avoidS aSuMpLiULtb ab(I ihtuw mu Ltivaiullus aL 1,iciLu-UL 511_ L ZL .o1l (imdLv -

dual) and macro-organ:.zational (system) levels are coupled. It does not

Seek to plan complex c:ontractual means of matipulating either motivations

or substantive (operational) decision-making in the contractor's organiza-

tion. It looks upon such stratagem:i as impracticable, and instead sets

out to establish an interorganizational framework for performance of a

program o, .ork. It specifies at least provisional government preferences

.e.arding that work and its outcomes, and goes on to state contingencies

[or its performance, including any associated with reward for it (i.e.

payments of fee); and it arranges (in fact, induces) a joint information

communication system for control of the program's workflow. Finally, it

O80n this question of the multi-functional nature of profit, see
Friedman (1978) especially the chapter by Kenneth Arrow, "Why profits
are challenged" (Ch. 3) and the commentary by Gabriel Hauge (pp. 117-

- - -1 12o).-.--
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embodies all this, directly or by contractual reference, in an explicit

Evaluation Plan, which is subject to change in the face of changing condi-

tions of performance.

Except for this general plan, the award fee method leaves the task

of "motivating" people and their decisions to the contractor's own manage-

ment. Of course, it does the same for the government's management.

(It will be recognized that, in practice, the prcceding statement will

be only approximately true. In the relative informality of award fee

environments organizational boundaries tend to blur, which leaves open

to some question exactly "who it is who manages whom.")

We noted earlier, in passing, the ideas made explicit by the multi-

-- faceted proposition basic to the seventh award fee hallmark, namely that

(7) the acquisition process may be, and often is, a dynamic one which

presents a varietX ofproblems for which there are no contractual

panaceas.

Federalist acquisition under uncertainty is, by definition, a dynamic

affair--problems emerge in both anticipated and unanticipated shapes,

I
sometimes with discouraging frequency. It is not an environment in which

I -the "standard operating procedure" is useful very often or very long.

ij - Nor is it a simple deterministic environment subject to control by the

most carefully planned F-type contractual nostrums.

S - In fact, even well-crafted multiple incentive contracts are necessarily

simplistic in their assumptions about the environment of their application

(management of uncertainty/complexity), and consequently dangerous;

" -- first, because they give an illusion of control, and, second, because

they discourage active management, most especially on the government's

-- side. Yet, it was just seen how the control of discretion in the acqul-

jj7-/% -" •'it•j - • -......
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sition process, especially as regards continuing attention to government

preferences, probably depends on a human management "presence."

The government, after all, is the only party to the acquisition rela-

tionship who knows whether or not its "preferences" are being satisfied.

If the government buyer is to avoid ultimate disappointment with an

acquisition outcome, it must be in a position to monitor processes--

to sense and troubleshoot "problems," and then provide useful feedback

to the contractor's operations personnel and their managers about the

government's satisfaction with what's happening. Plainly, then, J-type

arrangements are needed for the government to share in federalist acqui-

sition management and exercise judgment and influence over its processes

as well as its outputs.19 It is important, therefore, to

(8) avoid rigid, mechanical, predetermined contractual formulae for fee

and other decisions, in favor of flexibility and active human manage-

men-t.

The award fee does this chiefly by inducing a relative informality

t in the interorganizationnI performnauc system and by avolding overemphasis

on mechanical conLractual constraint of the working relationship between

g overlm.nt and contractor. For instance, exempting award fee determnination

from the conventional contractual disputes clause contributes to its

flexibility as an evaluation and performance control measure. Furthermore,

the fact that the Evaluation Plan (normally) is not included in the

contract does the same thing by making it easier to change, as and

19Contrary to the "mythology," Sapolsky (1972) has shown in the Polaris
development case how little formal management systems (PERT. etc.) had to do
with its outcomes and how much personal '.zed, active manapement did.

I'
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when conditions warrant it. This feature has the special advantage

of allowing the government to change its preferences during the course

of a contract am! to communicate those changes directly to the contractor

in a timely and effective manner. These messages are especially likely

to capture a contractor's attention because of their fee payment implica-

tions.

Federalist acquisition under uncertainty, we have stressed, faces the

formidable task of managing complexity.20 This requires time, attention,

effort, and, above, all, imagination. It requires an organizational

climate and structure conducive to problem solving, not one bureau-

cratically designed primarily for the routine performance of preprogrammed

activit -, or one overlan with administrative detail, or one where V

ostensibly helpful management methods serve instead to worsen management

problems by adding procedural complexity. Therefore it is desirable to:

(9) simplify contractual provisions as a means of decreasing administrative
'2 .complexity and burdensome routines.21

The award fee contract is (or can be) structurally simpler than most

incentive-types, certainly more so than the multiple incentive varieties

with complex trade-off matrices (which, happily, now have fallen intoit
disuse). Indeed, this simplicity is a major point in favor of the award

fee strategy.

From the standpoint of management, however, an award fee contract

is (or should be) more demanding to administer--especially in the ways

S20As was noted earlier, uncertainty equates to complexity, in an
information processing sense.

21Simplification of acquisition policy and procedure will be remembered
as among the major recommendations of the Commission on Federal Procurement
(1972).
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it requires Iiivolvement of line managers (government as well as contractor).

Furthermore, the formal requirements for award fee-based performance eval-

uation and fee determination are exacting and time-consuming, particularly

for high-level government personnel.

Consequently, despite structural simplicity, award fee contracts
' 22

impose an administrative burden. This fact argues for extra care in

assuring their structural simplicity, e.g. by keeping them focused on a

relatively few essential performance parameters. But it also argues for

care in the use of award fee arrangements and the selection of evaluation

factors. Because they may be costly to administer, award fee contracts

should be used only when their potential benefit to the governmenc is

clear and when the size or importance of a project/program (or the

significance of a performance factor) is worth it. "Burden;" after 211,

is relative to project/program scope, and contracting methods need to

be matched to both the nature and scope of the acquisition and the limited

resources available for program/project management.

* .Finally, if it is desirable that contractors receive profits, so is

it desirable that those 2rofLts be earned (with the stress on earned).

There is ample reason to believe that this norm is breached w.:hen "profit"

is a result of based fee setting or is otherwise fixed In advance of

.'i performance. The monetary rewards got by bad performers are then no

worse that' the ones got by good ones. To be sure, there may be other.'

than direct monetary costs to contractors of bad performance, but they

•' ~22AA recent NASA in-house study found, for instanc', a greater volume

of "paperwork" among OPAF contracts than among CPFF varieties, and other
Jndications (see lielow) are in the same direction. Larsen (1978), however,
in a study of GOCt contracting in the Army, argues that the extra effort
of award fee is "worth it."

f4
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may not be very great in practice; and, in any event, if it is to have

any effect on performance, profit or fee must at least be sensitive to

variations in it (performance, that is). Therefore, it is at least

appropriate and probably imperative that contracts

(10) assure that profits are earned by providinE for variable fees pay-

able after the fact on the basis of performance.

Because it relies on ex post performance-based fee determinations

instead of cost-based fee setting or fixed fee in advance of performance,

award fee contracting comes closer than most other methods to fuifilling

the principle that profit should be earned, not awarded in advance. By

the same token, eschewing mechanical means of automatically awarding fees

(as in traditional incentive contracts), which may express more about

• cuutracc structure (and its negotiation) than it does aioot contractor

performance, works in this same direction.

Figure 7 summarizes the ten features of the award fee approach to

acquisition which we have Just discussed, and their interrelations. This

figure also depicts the mechanisms by which the award fee methods contribute

to the dual objectives of J-model system acquisitions: viz, effective

manngagement and fair compensation to the contractor.

V. When is Award Fee used?

I The awi;rd fee method of acquisition is intended for use whenever both
1 of two program conditions are met: (1) when the government's principal

- managers determine that uncertainties exist which preclude rigorous

"1 • specification of contract performance parameters or price, thereby

f -

- - - . - .-b
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23

introducing significant program management problems; and (2) when the

magnitude of the contracted work or the potential benefit to the govern-

ment is sufficient to justify the administrative costs of the award fee

procedure.

FIGURE 8

Conditions for Use of Award Fee

(1) Uncertainty-induced Program Management Problems

and

(2) Program of Sufficient Size/Significance

Historically, awavd fee applications have been concentrated in cost-

- type contracting and level-of-effort (e.g. support services) environments.

But, keeping in mind the caveat on program-size noted above, award fee

provisions may be introduced into any contractual environment where un-

certainties exist, and at any point in the acquisition process. One may

write a cost-type contract for R&D, for example, in which award fee is

the sole contractual method of nroviding compensation to the ontractoy.

The result is a standard cost-plus-award-fee (CPAF) contract. In addition

- to R&D, such contracts have been widely used in the acquisition and

I management of support services ranging from technical operations and

maintenance tu custodial and food services, installation security, and

if S~operation of tour guide services.

ii -
2 3 This condition is essentially equivalent to the suggestion contained

in a DoD policy paper that use of award fee is "appropriate where manage-
ment is the decisive factor in performancce." (Hq. USAF Contract and Acqui-
sition Policy--Director of Acquisition Policy 16 March 77--attachment to

- letter from Director of Procurement Policy to Major Air Force Commands).

-- 4
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To give a different example where Ohe award fee provision is not the

sole or even basic method of compensating a contractor, one may write a

fixed price contract for the bulk of a program (e.g. production of an

aircraft) with a provision for additional award fee-based payments in

some delimited area of activity where uncertainties (and management require-

ments) are prominent. Tn this case a firm-fixed--price (FEP) contract with

an award fee component result.s, for which such notation as FFP/AF would be

24
appropriate.

The A-10 aircraft program illustrates this second kind of supplementary

award fee application. An award fee component was added to a basic fixed

price incentive (FPI) contract as a means of motivating contractor attention

to logistics implications of design alternatives. Via the award fee, the

.,cntractor was encouraged to consider not only immediate development costs,

but alsu the potentially greater long-term costs of aircraft ownership,

and to effect dollar trade-ofts In the government's interests.

Acquisition plans such as the A-10's suggest a whole range of oppor-

tunities for special-purpose bonus-like applications of the award fee to

achieve important national goals. Some of these goals may be relatively

contract-specific, as was the, case with the A-10, an acquisition whick,

exemplifies the potential utility of the award fee f-or managing total

and/or life cvcle systLum 'LLL. ý1u( dditjlu L 0 lug'iLiCI, the awa[r

fee method is adapatable to other imaginative uses in acquisition and

program management: for inscance, in motivating contractors to control

2 4 Since the award fee is defined by the ASPR as a cost-type contract,
it is necessarily subject to the fee limits imposed on such contrants.
The Federal Acquisition Regulations (FAR), when they arc issued, are not3 expected to alter the substance of the ASIR's provisions on the award fee.

Ilo
r
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overhead or to improve their quaLity assurance programs, and generally

for encouraging contractor performance beyond contract minima, when

•;uch improvement is In the government's interest.

The award fee supplement can also be applied to gaining government

objectives which are not contract-specific, but which are nonetheless

vital. These might be termed "boiler plate applications," and might

orient, for one thing, to stimulat:iag technical innovation (and increased

industrial productivity), and, fox another, to the accomplishment of

socioeconomic goals. Incentivizin,g energy conservation and improvements

in manufacturing technology are possible award fee applications in the

technical area; and, affirmative action goals may be feasible targets for

award fee supplements to many fixed price or other prime and subcontracts. 
2 5

I
VI. When lAn't A-nard Fee uscd?

The use of the award fee method in acquisition is contraindicated

when, for any of a variety of reasons, the goals and advantages of the

method, which were described above, are of little or no interest to the

- government. These reasons will tend to reduc-ý to one or more of the

following:

(1) the governmenz can. ---- defLly rely on the marketplace to

protect its interests (as in genuine price-competitive procurements,

standard off-the-shelf buys, or the like), and can express its confidence

in a fixed price contract to which change is unlikely; or

"25 T am speakiiig here only of the feasifbility of these applications,

not of the wisdom of them. That would have to be decided on grounds other
than simple feasibility. In fact, I tend toward skepticism about the
desirability of using award fee outside core' management problem areas,

and of course I fear its promiscuous overuse.

..
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(2) the government, by applying in-house expertise, can itself

effectively reduce uncertainties of cost, performance, etc. to trivial

proportions and, again, resort to fixed price contracts; or

(3) the planning and administrative costs of award fee porccdur,.

exceed any potential benefits from their use, or are infeasible for

technical reasons. In such circumstances, if the work is R&D or s,;upport

services, say, resort may be had to cost-plus-fixed-fee (C}TFF) contracts;

or, if the award fee was considered primarily as a SpOecial.-pZurpose add-on,

perhaps to a production contract, retention of a uniform fixed let, contract(

may be best.

FIGURE 9

ContralndicatioPs to use of Award Fee

(1) Existence of effective marketplace, and ability to enter I,

fixed price contract V

or

(2) Availability of in-house expertise to reduce uncertainty,

and ability to enter fixed price contract
)I or

(3) Cost of award fcc exceed benefits (then use CPFF)

VII. How is Award Fee used?

App]tcation of the award fee concept requires these three things:

(1) specification of a sot of aerformance factors on which the

contractor will be evaluated by the government;

"[2 " 71 L"- -. ,--*.,•
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(2) specification of procedujes including criteria4 for evaluating

.performnce on these factors; and

(3) specification of a means of translatiij perforvLance evaluations

into dollar equivilents for fee award, together with specification of the

times at which these awards will be made.

FIGURE 10

Using Award Fee

(1) Specify set of performance factors

(2) Specify procedures/criteria for evaluation

(3) Specify dollar equivalents for (2)

(1) Specifying Performance Factors. Virtually any discriminable aspect

of contractor performance can be selected for evaluation as a performance

factor, providing only that it be measurable and substantially under the

-. contractor's control. Features of achedule, technical performance, cost,

or management method . may he selected as pcrfornance, ....cr.. and Ihey may ,

:be defined _n terms of outputs, inputs, or processes. Undoubtudly the a'st

- common award Zee applications have been to features of prcgrem/project
'$1

output (or contract outcome). Awar•1s have typically been associated with

* A parameters of performance qualty (e.g., aircraft speed), delivery schedule,

or cost. However, it was suggested above that award fee provisions alaso

may be contractually applied to such jn•pt fac-tors as personnel recruit-

ment (e.g. to achieve affirmative action goals) or contractor investment

in plant and equipment, to name just a couple of possibilities. They can

I[N
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be applied as well to program throughput: for ins tace, '_r, :AiITct i

value engineering efforts, quality assurance programs, ,n-na, ,en aircoOl En; I
procedures, informartion management systems, and even specific" rii'ht,!QtLt

techniques, such a. management by objectives.

It is Important, howewV., that award fee app aio. ., (:• . ' .r-

planned. Eac], evaluation factor needs a rationale that nakto : clkar it.-

acccssibility to timely, dependable measurement, its )otes po.i ori.t; or l

by Lhe contractor, and its relevance to the government's ar'q;t 4Litn )

goals.

FIGURE l.:

Performance Factors

lbe: cost, schedule, performance quality,

management

-ust be.: measurable, controllable b1,y contractor

*"• In anl a.: ipe, any number of factors may be selected a ,-v.alujat'cn

trrgct.:: ii iL, foi simplicity and certain technical reason:;, witch ;:ne,

discu;sid later, it is best to focus on a relatively sm-ll Sol ,f

"fat.tors canri-i rly selected to represent the government's principal

interests in the contract.

(2) 1' oeedurrs for Evaluatin ; Contractor Performance on IC,,t F: to s

To evoluate poerfo-inance one must do four things:

,- j . i c , i.fy the criteria willir will be used to ov;:i...*to e.,ch

factor; these may refer '0 features of the cortructoc's sr:t il

I,

4- -': - 4 9 ." .. ....... -.. .
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performance (e.g. reduction of overhead, in dollars) or to the

government consumer's satisfaction with that performance

(e.g. maintenance of liaison with government managers);

ii. specify a means of operationalizing the evaluation criteria

as measurements capable of reliably detecting meaningful

variations in contractor performance on the factors targetted

26
for evaluation 4

iii. specify a means of gatherin (reporcing) information relevant

to the selected evaluation criteria and the method defined

27
for their measurement ; and

iv. specify the environments (including the evaliatnror) and time

periods in which evaluation will take place. This requires

identification of where, when, and by whom information about

the contractor's performance is to be gathered, by whom it

2 6 A variety of adjective scales (satisfactory...unsatisfactory),

numerical rating scales (1-10, 0-100), and letter grades (A-F) have been
used for th•s puipuse, when the measurements to be made are judgmental.
Direct, nonjudgmental measures may also be used (e.g. miles-per-hour,
total cost).

T2 7 he "raw data" from which performance measures are derived usually
are some kind of narrative report. These reports (and any supporting
records) need to be in a form which documents the performance in question,
and includes information ors the criteria specified for gauging its quality,
and is consistent with the measurement technique Intended for use. For
.nstance, if it is planned to eveluate the uality of a contractor's
communication with a government program manager, using a ten-point
rating scale, the record of the contractor's communications must be such
as to indicate ways in which it impacted helpfully or adversely on the
program manager's ability to manage; and the record must be sufficiently
detailed to allo)w discrimination of 10 different levels of performance.
A simple record of frequency of communication, *oy itself, would be an
insufficient data base.

t
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i:; to be uvaluated, and when. Multiple parties hay vuj.,

different functions or levels may be involved In thLc.e

activities.

FIGURE 12

Evaluating contractor performance

(1) Specify criteria

(2) Specify measures

(3) Specify metans of gathering/reporting data

(A) Specify who where, when will evaluate

(3) Do ermning Fee. Translating the results of performance evalun, t ion

Sito doltar fqwidvalents for fee award requires basically the.sC tilceo

- thiings:

i . procedire. for aggregating factor evaluat:oion; (-.,111, .u I t i p I

act forniance factors are being evaluated) to yi.eld an overa)l

evaluat:ion which can be a basis for final for detcrmins, tion;

t , . .' in .,t h o d o f c a il c u l a t ix a g d o l l a r f e e e q u i v wle u t !3 o : t h 10 p r ' r n ';-

1e ala ations;

ij;. spoctfication of time periods (e.g. quarterly) akid an•y

aI 
conditions for fee award; and

iv . identLification of the parties responsible for s uv-h ' -alculatioha -;

-1 and fee aw rirds.

I 
L
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FIGURE 13

Determining Fee

(1) Aggregate evaluation measures (total score)

(2) Calculate fee equivalents

(3) Specify periods (and conditions) of award

(4) Name official responsible for award

Planning Award Fee Applications. For purposes of both contracting and

subsequent administration, negotiated solutions to the three above-

stated requirements for award fee application will be incorporated

into two plans.

These are:

A. An Evaluation Plan, which will describe the performance factors

selected as targets for evaluation (requirement 1), and the

method of their evaluation (requirement 2); and

B. A Fee Payment Plan, which will describe how, based on the

[ evaluations produced under the Evaluatitn Plan, fees will be

- paid to the contractor (requirement 3).

,!
C

I.. "
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FiGURE 14

Planning Award FeApplication

- Ev,--l11eition Nall-

.. performance factors

... motleod of evaluation

* 'co Payment Plan1--

* *motho of tratislating, evaluation into fee,

rev whom, and. when

Obviously these two plans are Interdependent and must I)( devt1.epee'

lin clc:-c coord iiaLien. The Evaluation Plan Is an inenef t-o the I''V.-v-

vient Plan and, hence, a,, was described ab~ove, niS t salliniv tHie oond:

of that pLAni. The Ftc Payment 1Plan, in turn, s--tates tOte monetary

e~iaqi~ocu to the ewnt racdor of the use of the Evalua i on 1'] aie

anrd mun t t he r ( fo v,: 1 e c cons1,5is-t e nt w i t h th ie in t t o r 1)lan ',, 1).-ev i ;3l i ins .

aTog2te r, t heo Eva -u1 1 I iOn ain d F ee D e terminert i on Pla ns d Of inT 10 cha1 C I 0kl

I ta~fr Stee', tg an organization and allocating responsibilities for

:tjeit' e:Lr~io(n. IA is impeortant to keep in mind tOis, in terdr~pende'nt-s

an]i the' "ce or I inkAge and agreement among Evalutinion A110 F-eo P 3V1III-1

Plans1,' tha rSni tS frOmn i~t. It is also important, llfw(-ve:1, to vecoget izo

IlCt he Evaluiation Plait lies a sýignificance and a iisc scporaite liont

(al hre;hnot I ticonis st cot with) its function in fee dco (TermS nzt ion. Tit

ý.esa n"f'&i a1 broad~er p oram/piojec t control tuneci emn, -;t mu]atfing andO

- ,A rue LuLringp a steady flow of inl'ormat ion acro,--s, orgIn izat jona1 ol ~ieeeeei-;e
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If this second (control) function of the Evaluation Plan is over-

looked the award fee method may be denied its greatest potential value,

namely its utility as a management tool. The control function of award

fee justifies, even demands, elaboration of the Evaluation Plan beyond

the bare requirements of Input to fee determination, although, plainly,

such elaboration must always remain subject to consistency with the Fee

Payment Plan. The critical point is that developing an Evaluation Plan

is more than a matter of arranging for contractor compensation, although

that's certainly part of it. More basically, it is a process of con-

structing a management plan for assuring a timely flow of essential infor-

mation necessary to effective and creative program direction and control.

These ideas are schematized in Figure 15. What this diagram says is that

- FIGURE 15

Award Fee as a Management Tool

EVALUAT ION PLAN- INfORMATION - vRGPM--a MAAEMN

FEE DETERMINATION PLAN - CONTRACTOR COMPENSATION

- the award fee Evaluation Plan generates :.nformation which is directly

useful in program management. This information, when related to a

-- Fee Determination Plan, also provides input to a mangemen decision

on contractor compensation, which in turn, has bearing on program

" - management processes.

V, -
-
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It will be apparent then that considerable care and effort is

called tor when preparing and harmonizing Evaluation and Fee Payment

Plans.- Moreover, it is Important to remember that the award fee is

intended for use in circumstances characterized by significant. uncrtainty.

Hence, allowance for change in the particulars of Evaluation and Fee

Determinatioa Plans is crucial to realization of the method's potential

for enhancing program management in dynamic environments.

VII. Who is involved in Award Fee administration?

Administration of an award fee contract Involves an organization of

at least three levels of government managers. At the highest level is a

Fee Determination Official (FDO) who is responsible for final decision

on fee awards to contractors (although possibilities exist, at this and

- other levels, for arbitration arrangements to manage disagreements).

Vi!e EDO is also Tenponsible for making any changes in Evaluation anid

141eC Du'tcrmtination Plans.

The lowest organizational level is, naturally, the working level

"whore government managers are situated who can pr,,vide the contractor

performance TaCeaSurCments called for in the Evaluation Plan and can

I recommend changes in that PIan if they seem desirable. These managers

are coummonly called Perfornance Monitors (PMs).

Dvpending on program size or complexity, the award fee organization

j may provide for several intermediate levels between the FDO and PMs. There)I
-- will, in any evenlt, be at least one such level, consisting of a committee

Sor board responsible for: a. receiving and reviewing the evaluation

* ' -reports of PMs, contractor commentaries, and other information; b. bringing

j A

|! - .4 • . .-
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a general management perspective to bear on the evaluation process;

c. recommending, according to the Fee Determination Plan, an amount of

award fee to the FDO; and d. recommending changes in Evaluation and tee

Determination Plans to the FDO. This Performance Evaluation Board CPE) 2 8

would consist of relatively high management personnel, one of whom would

serve as Chairperson, usually with authority to call meetings, acquire

supplementary information, name PMs, etc.

FIGURE 16

Participants in Award Fee process

Level I - Fee Determining Official (FDO)

Level II - Performance Evaluation Board (and Chair)

Level III - Performance Monitors

The design of the organization for award fee admini#*ft'.t , and

the identities of its members (by title/function, not name) should be

anticipated in the Evaluation and Fee Determination Plans, as negotiated

- with the contractor. This planning and such vital implementation acts

as naming PEB members normally will be the responsibility of a program

manager. It will then be decisive to the success of any award fee

application that its participants understand both the nature and goals

of the acquisition and the theory and basic methodology of award fee

-- contracting. Training for the latter may be necessary.

2 8 1n Air Force tetmir Ay, an Award Review Board (aRB).

LX"44
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IX. Practical and conceptual issues in Award Fee applications

In this section I shall review several issues that arise in award

fee contracting. My intention is to highlight certain key points which

require careful attention when developing award fee Evaluation and Fee

Determination Plans because they may heavily iifluence the success of

those plans. Six issues will be discussed, namely: (1) selecting and

measuring performance factors, and (2) devising control strategies, both

of which have to do with Evaluation Plans; and (3) conversions cf award

fee to other methods, (4) reward vs. penalty in fee awards, (5) the level

of the FD0, and (6) the frequency of fee award, all of which relate to

Fee Determination.

(1) Selecting and Measuring Performance Factors. This issue is divisible

into several sub-issues: a. deciding on the kinds of performance factors

to use, and b. on how many to u0e, and c. on whether to weight performance

factors differently, and d. on how to measure the factors chosen.

a. What kinds of factors? Earlier it was noted that virtually any-

thing relevant to :, program's implementation could serve as an award fee

performance facto-, provided it was measurable and at least partly

controllable by the contractor. Traditionally, however, emphasis has been

placed on outcome factors (cost, performance, quality, etc.) partly

perhaps as an expression of a results-oriented management philosophy.
- Goal-setting and output evaluation clearly are important in acquisition

planning and management, but there is need, too, for attention to through--

put process indicators. For one thing, without them, there may at times

be nothing of consequence to evaluate. Meaningful program results often

can be a long time in coming; and, in a managerialist environment, one will*1

I-
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wish, in any case, to be able to anticipate and influence results.

This requires information on what's being done as well as on what's

coming out of it. If one is to understand a &iven result, it is necessary

to have information on the processes (methods) that produced it. So,

sound Evaluation Plans for acquisition management will include both out-

come and process (method) indicators among the performance factors

targetted for appraisal.

b. How many factors? In practice this is a hard question. One

may answer it by saying, "A few important ones," but that may not help

much. Unfortunately, it isn't possible with general advice to do much

better than that. The problem is: how much information can be managed

and usefully applied to performance evaluation and eventual fee determin-

ation? It may sometimes be necessary in day-to-day management to gather

information on large numbars of factors. But for purposes of evaluation,

large numbers of factors, when aggregated, often have mutually cancelling

effects that render them insensitive to net performance characteristics.

Therefore, performance factors on 'which evaluation and fee determination

are planned should be kept few in number and limited to considerations

of special importance to the acquisition. And, whenever multiple factors

are targetted for performance evaluation, careful consideration needs to

be given to methods of aggregating i:'rem, and to their validity as indicators

of net performance and fee entitlement.

C. Should performance factors be welghted for aggregation? It

seems reasonable on the face of it that, relative to its sensitivity to

net performance, an aggregation method which weights factors for their

"importan,:e" will be superior to one that doesn't. The technical liter-

*1

~MON,
I-
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ature on measurtment, howcevr, remaiins undecided about the utility of

ohe practice as a meant. of discriminating between levels of aggregate

29
performance, 29Te complexity of the processes for determining appiTo-

priatv cross-situational weights for performance factors is considerable,

Certainly it ist impractical for a,;tual acquisition purposes; and arbitrary,

hit-or-miss, intuitive guesswork Is hardiy a substitute for empiricallb

derived weighting. For now, then, the solution to t-he problem of

weighting performance factors for aggregating on net performance seems

to *o, don't do it. Itprably.!. Is best to employ for evaluation a small

number of equally weighted performancc factors. _

d. :low are perfcrmance factors measured? Tihe award fee method is

one designed to give government manngers opportunities to render fee--

determining judgents on the quallty of contractor performance instead

of having those decisions made mechanically by a contractual device

structured ex ante, or else not wade at all. The problem of transforming

4'idgrneits into measurements h.!s not been seriously faced in the award fee

framework, however. There seems nt.ver to have been a serious study

deb.igned, for instance, to identify usable ineastirement units for rating

contractor performance. Certcinlv there has icen no empirical attempt at

determining the differential validity of var!ous methods of award fee

grading. Lackuing such fundamental information and technologircal develop-

S-uent little advice in the matte- of measure'-ent technique can be given to

the field.

29
-9For instance, research on both .ife satisfaction and on job satis-

faction has demonstrated TIno clear kdvantagetl to weighting, and some dis-: 'advantages (ct. Andrews & Withey, 1.976).

II
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This is essentially a problem in psycAological measurement (psycho-

metrics), which is a reasonably well-developed field. Psychometric

attention to the award fee evaluation process is clearly overdue; but,

in the meantime, measuremert techniques for award fee evaluation of

contractor performance might best stress face validity and be kep.simle.
30

"(2) Control Strategies for Award Fee Evaluations. In a previous section

of this document we spoke of "controlling" the J-model cooperative govern-

ment-contractor r7elationship in order to safeguard the "public interest."

Now we speak of "control" tn a narrower (but not entirely unrelated)

sense, referring to the regulation of organizational processes. One

-- such control problem, a basellne problem, relates closely to the measure-

ment questions we were jus di.:cussing.

a. Selec.tink basellues for making award fee Judgments. Persons

experienced with them, frequently find that, with time and repetition,

award fee judgments seem to become "sterecotyped." Current grading tends

to be "anzhored" by previous grades. This is a baseline problem. It

refets to :xn eva',.uator's rneed for some standard of reference, and it is

a procedural problem which is still unresolved in award fee theory and

methodology. Regarding it, practices vary: sometimes the last score

given to a contractor is deliberately taken as a baseline for a current
eviw.uation; sometimes an imaginary "average" contractor is taken instead;

30 For example, a rather simpl.e face-valid measure of satisfaction
with a contractor's management methods right be this:

"With regard to providing timely information to the government on< ' program utatus, the contractor's methods are"

.adequate: : ___: iLadequate

* .
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and sometimes an imaginary "excellent" contr-actor is used. Each of

these alternatives presents some rather obvious difficulties, and, un-

happily, there is no factual basis for choosing among them, or for

suggesting others.

The "previous score" baseline presents a special problem that should

be recognized. The active (J-model) role of government managers using

the award fee technique is expected to help "shape" contractor behavior.

This shaping implies a "growth" pattern in contractor performance quality

(a learning curve, in essence). At any rate, it generates a legitimate

expectation of performance improvement from one evaluation period to the

next. But, since management in the award fee environment i shared as

between government and contractor, improvement In the contractor'- grades

my also be construed as an indirect measure of the performance of govern-

meat ulaiguts, add therElby motivate them to self-aggrandizlng grade in-

flation, much as college professor are sometimes accused of doing in order

to get better evaluations of their courses from students.

The risk of some kind of •purious grading is present in any of the

award fee baseline strategies mentioned above, and the solution to reduction

of this risk is not yet obvious. This is a basic problem not only of the

validity of individual evaluation scores, but of the pattern (i.e. learning

curve) of scores across evaluation periods that might be used to test the

power of the award fee method as an acquisition management tool. From

pheory, we expect award fee grades to improve (to a point, at any rate)o

The practical problem is to assure that grade increments mirror genuine

performance increments.

"b. Plateaus and ceiling effects. Improvements in contractor

I4 .'
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performance quality may not follow a smooth growth curve. Instead it

may develop stepwise and, a& 'ome point, become vubject to ceiling

effects. There is the same quast%'.Ion her- of scove validity that was

mentic,1d before, but there is aioe a problem of rationalizing relativns

between an Evaluation Plan and a Fee Determination Plan. Thic problem

* can be seen by considering the question of whether or not equations for

paying fee on the basis .of performance gýrades should take account of the

increasing difficulty of improuing perfoz-va.ice &t progressively h&ghF-r

levels. 1h.1 is a complicated question that ra.3mfies to other questions

about the fairness of fee award and what it is an}wy 'hat motivates

(or controls) contractors' performances. Liit many other qticstits

posed here, tCis one has no stralghcforward answer. Fosing it, however,

has the salutary effect of causing acquisition 2 lanner_ to consider

utility functions: how much performance is really wanted, given th:

costs of getting it? which, of course, is the question basic tu A-sign-

to-e??r policy aspirations. It also raises a similarly useful question

for acqus;t ion •t.nar to an[swer: at what point has aLtual contractor

performance become "good enough" to allow a simpler and administratively

cheaper method of management (e.g. CPFF or FFP)?

(3) Convertinz Award i,'ee Contracts to Other Forms. The preceding dts-

cussion leads to csideration of Lhe problem that award fee arrangements

are sometimes continued beyond their usefulness in an acquisition. For

all Ite tirtues, the award fee method is a costly, admi-nistratively

d, •andig techni•ee with certain cumbersome qualities. I have advised

. Ithut its ust should be restricted to sitt,•tons of suffcient scoeand

.J1 - uncerteinC that its virtues are worth its costs. Except perhaps in highlyVj|
i " • .
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simplified forms, award fee should not he used in small acquisitions.

Even in larger acquisitions that may have justified its usc-•. Initially,

a time may come whien conversion to something else is wise. There are

at least two conditions when this is true; (a) when uncertainty has been

reduced to trivial proportions, and (b) when the costs of trying to

- produce marginal changes in contractor performance, even if wanted, have

become too high.

If, in the course of an acquisition, uncertainty has disappeared,

fixed price contracting is feasible and appropriate. The case of plateaued

(at an acceptauly high level) contractor p,-rformance is different.

Substantial uncertainty may still exist in the performance environment,

but, like a small procurement, award fee-based efforts to inprove the

quality of the output are simply not cost effective. Conversion to a

CFF contract (far support services, nay) would then be appropriate (and

would satisfy Grant'.n, 1978, arguments for simplification of service

contra.ting). Or, if It were preferable to remain within the basic award

fee arrangement, ev'n with an "excellent" contractor, the fee pools could

be broken into small "pots" and given out routinely at intervals unless

- the contractor has a documentable problem. This ptocedure differeu.tiates

bor.wen tac¢t1Ics I suitable to a development phase of performance and others

$ acceptable for performance maintenance. A penalty system may be acceptable

in mxintenance pbaues,, even if it is inappropriate for developing

perfoirpance levels to some given level (see below). Certainly a penalty
iI

* , system is simpler to monitor and cheaper to administer. And there are

indications that, at higher leiels of performance, contract, rs in award

fee environments tend to orient mainly to drops in their grades. These

] i,

I.. • a• '• & ,• -':-
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drops act as "flags," focusing management attention on problem areas

when these can be sensibly expected to be few in the overall, flow of the

acquisition. The award fee administrative method then becomes analogous

to "management by exception," which has the further virtue of reducing

the conts of control.

TIhe. kinds of contract conversion talked about above are well-advised,

uhlien conditions are Otherwis e they are ill-advised. Also ill--

advi&ed is another kiad of conversion: transformation of __iLental

award fee evaluation technicls into mechanical Jncentive fee--like forms

which effectively defeat award fee go0.I.F. Evidently this comes about,

on the one hand, because of contractor disquietude atout the unilazeral.

nature of award fee evaluation, and, on the other hand, because gover.1keut.

managers become uncomfortable with making "subjective" evaluations.

Certain y a genuine issue in award fee technique is how to make judginenrtl

measurements. I spoke earlier about some aspects of this issue. The poiitt

here is that the issues are not resolved by converting award fee. exvaluations

Into automatic incentive-like formulae for fee determrination, they ale only

evaded. Such ranvarsions, moreover, sacrifice the virt-ues of award fee

contracting, which is necessarily a "high-conflict" mode of operation•, for

* nothing more Lhan the apparent safety and comfort of impersonal formulae.

(4) Award Fee as a "Reward Only" Process. The basle award fee methos

represents a kind of "bcnus model" of compensation. It: also repr"-sents an

application of cert.aln theoretical ideas from the psychology of learning

(and behavior modificatiov,). Without going into detail, these ideas

counsel as most etficient on s.prktach to shaping per-formi•nce based on ao-

called "positive relu cotcant" (reward), rather than on "negatlive rein--

S.. .'r :- ... ..... ,
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forcement" (punishment).31 in addition, there are other indications that

reward-based transactions help facilitate the kind of cooperative multi-

party exchange envisaged in J-model award fee theory. Simply put, the

award fee method is not conceived as a penalty process. In that sense,

as well as in others, it differs from the incentive methods with which

32
it is often misleadingly associated.

Still, it must be said that very little actual data exist on which

to defend reward-only practices for award fee. Indeed, a variance from

the reward-only norm was suggested above. Although theory is clear on

the point, the theory itself is not well-grounded empirically. It is

an interesting and important question, therefore, whether and when

rewards or penalties make practical differences in acquisition output,

especially given indications, mentioned before, that commonly risk-averse

contracLurs may be more quickly aroused by threats of loss than by

prospects of gain. In fact, this attitude would be expected whenever

contractor organizations are motivated more by a fear of failure that

by some kind of achievement motivation. At least that is what one would

conclude from the literature on individual social behavior. But, plainly,

this is another of those areas where more research is needed.

31 "Cf. R.G. Hunt (1974b, ch. 3) for a discussion of reward vs.
punishment in supervisory performance control.

3 2 The so-called "Marlin Incentive" is an explicit penalty arrange-
ment, for example, in which the total performance fee is pnid to the
contractor and the contractor must pay back to the government any
amount lost for less than standard peiformance duriag operation.

S• ..1••:÷ <. -... .. ' . .
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(5) Who Should Be the Fee Determination Official (EDO)? Obviously it

is appropriate that the identity (level) of the FDO should vary with

the magnitude if not the type of acquisition. It is generally desirable

that the level of responsibility equate to the level of official authority;

and, too, high-level review of contractor performance is a basic award

fee control provision. But, there is a risk of setting the level of fee

determination so high that review and fee determination will be so awk-

ward, infrequent, and removed in time from actual contractor performance

as to make it. uselesr as a means of affecting contractor performance.

In the absence of evidence that contractor performance is indifferent

to the timeliness (or magnitude) of fee award, arrangements for fee

determination should be as near as possible to the time period of

performance being evaluated. It follows from this that nomination of an

FDO should be subject to this constraint as well as to others already

mentioned. In one sense this has nothing to do with the level of the

FDO, but rather with his/her work load and consequent ability to make

timely fee awards. But, since the two tend to be correlated in practice,

- a good rule of thumb suggests that the FDO be at the lowest organizational

level which is consistent with the responsibility involved and with the

need for EDO review/control to be credible to the contractor. This might

¶ PI then be a negotiable matter.

(6) How Frequent Should Fee Determination Be? Fee determination is more

than a method of disbursing payment to a contractor. Its managerial in-

tention is to capture the contractor's attention and provide feedback on

"vital features of performance. In other words, it is intended to influence

performance. To be useful, this feedback needs to be:

4 hupVAM
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-unambiguously associated with a performance parameter over

which influence is sought,

-- timely, so that perforwance adjustments can be made before it

is too late, and

-- frequent, to allow fine tuning, so to say, of performance programs.

Thus, subject to practical feasibility, award fee determination should

be frequent (e.g. quarterly) and, ideally, coordinated to the contractor's

accounting schedules; performance evaluations should be still more frequent

(e.g. monthly). In fact, it remains unclear whether it is the fee awarded

the contractor or the performance evaluation, per se, which is the primary

imotivational factor. For practical reasons as well as theoretical ones

this is an important question for research (consider, for instance, the

relevance of the matter to selection of the FDO). --

That I should end this discussion of award fee concepts and methods

with a suggestion for research is appropriate. The general case for the
-- k

award fee as an acquisition strategy is persuasive enough, I think; but,

as I mentioned at the beginning, it has been too little studied. There

are many questions about iL and its methods of implementation that research

, .jjcould resolve. I've noted some of them, but there are others which

skeptical reflection would disclose, especially among the complex propo-

.'5 sitions I offered as award fee "hallmarks."

IOw
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III

AN AIR FORCE SYSTEMS COMMAND AWARD FEE SCENARIO

This scenario depicts the general pattern of award fee application

in the AFSC. It was constructed on the basis of reviews of award fee

plans and related docuaents for some 15 AFSC programs, plus interviews

with 35 Air Force technical and procurement people from these programs

(and related offices). In addition, one meeting of an award review

board was witnessed, and a variety of other pertinent documents examined.

General

Most, if not all, applications of the award fee in the AFSC reflect

a traditional concept of the method. CPAF is usually seen as fitting

"between CPFF and CPIF." A typical policy statement on the award fee

describes its purposes as motivating superior contractor performance,
rewarding effective contractor management, and inducing high rates of

communication between program offices and top contractor management.33

In the main, policy holds the award fee to be inapplicable any time

a program can be assessed "objectively" in its entirety; and conversion

of CPAF to CPIF (or FPIF) is favored whenever a point of "definition"

is reached which "allows" it.

In addition to CPAF-type contracts, AFSC policy encourages use of

CPIF/AF (or CPAF/IF, depending on which incentive structure predominates),

-- and also FFF/AF contracts (FPI/AF are used as well). In these mixed

. , incentive arrangements (expressly authorized by DAR 3-405.5[h]) it

is assumed that predetermined ("objective") incentives will be applied

3 3 CF. Hq. AFSC/PMPS "Guide to Award Fee" (Dec. 1977); SAMSO/RS
01 70-5.

p.- ---
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to cost, and award fee provisions applied to performance/schedule or other

factors, including management.

Some AFSC policy statements declare the award fee to be inappropriate

for subcontracting, although it has been used for that purpose. The A-10

aircraft program mandated award fee for major subs, and established

separate award fee pools and evaluations. Ano. ier, the Space Transportation--

Payload Integration Contract, (STS-PIC), noted the possibility of using

award fee for subcontracts, provided that the fee was derived from the

prime contractor award fee pool.

Award Fee Planning. In order to implement the award fee contractually

a suitable clause must be placed In the contract as a special provision.

This clause will include description of general areas of evaluation,

dollar amounts available as award fee, evaluation periods, and identity

Of Lhe rLce deLenuining official, as well as certain other details (such

34
as exclusion of fee determining from appeal).

In addition to the award fee contract clause, a more detailed Award

Fee Plan must be written prior to initiation of contract performance.

This plan, which will be the focus of the discussion here, is primarily

the responsibility of the concerned program office, although input to

" "t from other nources n z reco-i,,rde.

Final approval of the Award Fee Plan by the fee determining official

is required before its implementation; and various provisions exist for

prior review at Command or higher levels (major programs, for example,

35
require coordination at Air Staff). As a feature of acquisition

-
3 4 Cf. Hq. AFSC/PMPS "A Guide to Award Fee" (Dec. 1977); Hq. USAF/CAP

l _"Concept Paper" (Mar. 1977).

3Cf. DAR 3-405.5(h) AF Suppl. 17 June 1977; DAR 3-405.5(e) AFSC
Suppl. 24 March 1978; and other DAR Comnr.and/Dlvi.sion Supplements (e.g.
"ASD DAR Suppl. 22 June 1979).

I V
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strategy development, these reviews seek to ensure (prior to release of

RFPs): (1) the suitability of the plan and its consistency with existing

Air Force policy; (2) its compliance with the DAR and other pertinent reg-

ulations (e.g. DOD Directives 5000.1 and 5000.2); and, for major programs,

(3) that award fee determination can be organized at an Air Force secre-

ctaral-level, if that seems desirable.

The need for appropriate variation in award fee planning is generally

- recognized in the AFSC by stressing the need to tailor evaluation methods

and standards to individual programs; and, in fact, the details of actual

award fee plans do exhibit substantial variation across AFSC programs and

functional organizations. A tendency toward procedural standardization

is evident within these organizations, however, up to and including use

of a common predefined award fee review board in SAMTEC (justified there

as being In the interest of exercising "strong internal control" over the

award fee process). As a result, Award Fee Plans for programs within

AFSC functional organizations are apt to be similar procedurally, but

significant differences may exist when these plans are compared with

programs of other functional organizations (e.g. SAMSO vs. ASD, SAMSO/RS

vs. SAMSO/YE, etc.).

More generally, the flexibility of the award fee method is commonly

emphasized in the AFSC, and encouragement is given to changing plans as

- conditions change over the course of a program.

A typical Award Fee Plan consists of ten elements (an illustrative

face sheet or outline for an Award Fee Plan can be found in Appendix A)

(1) a foreward containing: i. citations of relevant authority for

"the plan (DAR, etc.), ii. a brief statement of a functional rationale

3 6 Cf. also AFSC DAR Supplement 3-405.5te)(5) 24 March 1978.

- - --~a k
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for the plan, and perhaps iii. other comments relevant to the organi-

zation's acquisition philosophy:

(2) identification (by office) of a Fee Determininy Official (FDO);

(3) description of an award fee organization (referred to in the

AFSC/PMPS "Guide" as an "Evaluation Team") and the duties of its

members;

(4) identification (by office) of a chairperson and members of

an Award Review Board (ARB), which may be known by various other names

(e.g. Award Fee Evaluation Board, Performance Evaluation Board, etc.);

(5) specification of a set of factors describing the areas of

performance on which the contractor will be evaluated;

(6) specification of the time periods when performance evalua-

tions will be completed;

(7) allocations of specific fractions of the total award fee

dollars to these time periods;

(8) specification of 2rocedures for accomplishing contractor

- evaluations and award fee determination;

(9) description of the data to be used in these evaluations and

- fee determination; and

(10) description of other provisions for interim contractor

performance review, feedback of evaluations to the contractor, and

- contractor response to such evaluations.

! These ten elements may be taken as defining two functional award

fee subplans: one a plan for evaluatia& contractor performance (an

Evaluation Plan) and another for awa fee on the basis of this

*1 -evaluation (a Fee Determination Plan). I shall discuss these plans

* separately even though, in practice, they Are not differentiated.

I'
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The Evaluation Plan

In AFSC, as by most other users of the award fee, it is commonly

advised that initial evaluation plans and measurement systems be

developed in the office issuing the award fee requirement, with

assistance from the PCO and possibly others, and that these plans be

completed prior to release of a solicitation. Indeed, it has been

suggested that award fee plans be included in RFPs and that their

details constitute negotiable features of any resulting contract. This

is not a widespread practice, however, if, indeed, it exists at all

in the AFSC. But, in any case, RFPs must indicate that art award fee

provision will be included in any resulting contract; and they must also

say something about vhat the award fee will cover, and specify the FDO's

- organization.

Timely (e.g. within 30-60 days from contract award) and careful

briefing of the award fee plan (with hard copies) to the contractor is

viewed in AFSC and elsewhete as essential to assure contractor under.-

standing of it. It is usually recommended that this briefing include

- an "outline" of the evaluation system to be used. Practice varies

with respect to just how much official information a contractor

- may be given. It ranges from a bare minimum to virtually the entire

plan. In most cases, for instance, the contractor is told the relative

weights placed on the different performance features that will be used

Si• for his evaluation. But sometimes he is not given this information; and

other times he is given the absolute weights.

Sometimes the contractor is told who the individuals are who will

"*1 • evaluate him, along with their areas of expertise, but mostly he is

not. It is common practice, however, for the contractor to be told

H,.
-- saatinfW -. n.t ~
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weights placed on the different performance features that will be used
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"> 'evaluate him, along with their areas of expertise, but mostly he is

not. It is common practice, however, for the contractor to be told
ft
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the Air Force program organizations which will monitor him (and he

rather quickly finds out who in those organizations is doing it).

Basic responsibility for award fee planning and management rests

with the SPO/Project Officer. More specifically, it resides in what

has been aptly termed an "Office of Principal Responsibility," defined

as those offices in the SPO and Procurement directly responsible for

contractor performance of given tasks.

Award Fee Evaluation Plans, which, in AFSC, vary greatly in their

degree of detail, consist of three major features: (1) specification

- of a set of factors and standards with respect to which the contractor

will be evaluated; (2) specification of an organization for conducting I
evaluations (and fee determination); and (3) specification of processes

and management procedures for evaluation (and fee determination).

EvaluaLiva Factors: Often referred to rather casuall - "a r.rirp"ln

evaluation factors are features of performance on which contractor

evaluation and eventual fee determination will be based. These "targets"

are necessarily tailored to the provisions and objectives of a given

contract. They are usually divided into general areas of contractor

responsibility which will be foci of award fee evaluation, and more

specific sub-areas, caregnrles, activities or items by which those

responsibilities are implemented.

Evaluation areaui generally focus on rather broad functions such as

management o'. sflcontractors (or simply, management), problem solving,

responsiveness to program direction, and otter "management" or "relation-

ship" factors as well as on more usual technical performance quality,

schedule, and cost features. For example, the DOD STS-PIC evaluation

plan identified "Understanding of Program Requirements" as one evaluation

§ - -A - - -- __VNJ •;'. :-2 - -
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area. Within this area it specifically identified the items "implementa-

tion of program tasks" and "support at software working group meetings"

for assessment.

Evaluation factors vary substantially in the specificity with which

they indicate expectations about contractor performance. They range

from broad prescriptions such as "maintains contact with participating

and associate contractors and agencies to coordinate activities" (an

item within an area identified as "Test Program Management") to more

specific ones like "test cnd failure reports exceed CDRL requirements."

The factors also vary somewhat in their subjectivity. One such

as "prepares ond submits test plais and procedures in accordance with

CDRL" is relatively not-subjective; while "test plans are viable living

documents that provide the basic management tool for the test program"

is more subjective,

Evaluation factors (areas arid items) are universally ranked to

reflect the importance attached to them by the AFSC program office.

Using one or another method to do it, these rankings are expressed as

a percentage weight Jndicating the number of award fee dollars from the

total potential award fee pool associated with each evaluation factor.

Certain policy sources recommend that no weighting be less than 10%.

As far as evaluation areas are concerned this dictum is well-honored

in practice; but, when weighzs are applied to items within areas, many

of them carry less than 10% of the total (cf. SAMSO 70-, Draft Award

Fee Guide, March 1979).

- Ordinarily weights are a riori and judgmentally determined. On

"TIPI/MAGIS, however, they were empirical.

- "The engineering man-months of each Task are summed and the

'I ratio of the individual Task man-months to the total man-months

I
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is determined. These ratios are the weighting factor-, for coch

Task. The numerical weightings are each multiplied by the

weighting factors, and the results sujmcd for each category

(Completeness, Technical Quality, and Technical Management),

to give a total weighted numerical rating for each category"

(ESD, TIPI/MAGIS-SlC, Award Fee Evaluation Flan, 1 Oct. 77,

p. 12, Step 9).

In addition to areas and items, a third kind of more concrete

performance factor is often encountered in AFSC award fee plans.

These may properly be called criteria. Multiple performance criteria

are typically organized to reflect groupings of increasingly demanding

performance expectations (see Appendix B-i). The extent to which the

contractor meets these expectations, or performs effectively on the

functions specified (e.g. "completion of tasks without prodding") then

serves as a criterion for awarding an adjective rating (excellent, good,

ctc.) to the performance of the evaluation item and, ultimately, the

larger evaluation area (cf. SAMTEC matrix, Appendix B-2).

Variability exists in the use of a three-level hierarchy of evalu--

ation factors (i.e., areas, items, criteria). On occasion it is

collapsed to two levels; in effect, items become criteria (an example

may be found in Appendix B-3). Other times a two-level structure is

used with some additional guidance on things to consider when making

judgments. And sometimes it isn't completely clear what criteria are

being used to derive ratings.

Much concern exists over the reliability of subjective ratings

I "in the award fee method. AF . policy guidance therefore discourages

using a large number of compLex elements in award fee evaluation/

7 X
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measuremvnt plans. It is regularly suggested that the number of

award fee evsluation factors be held to a minimum (no more than five,

according to one SAMSO policy statement). In practice, three to six

areas and between six and twenty items are normal. In addition, policy

often stresses the use of "oui.utC' rather than "input" standards for

evaluation, and encourages using "objective" measures of output (and

"historical standards"), when they are available, as a "basis for over-

all subjective evaluation of efficiency" (SAMSO 70-, March 1979).

Finally, in many AFSC policy statements maintenance of the inte-

grity of the award fee evaluation system is specifically stressed in

order to guarantee checks and balances that will result in fair evalu-

ations.

- Award Fee Organization. The award fee organization i' ideally developed

as part of an Acquisition Plan. It includes, at minimum, an FDO, (Fee

Determination Official), an Award Fee Review Board (aid Chairman), and

a group of performance Monitors to do the initial task- (or item-) level

evaluations of the contractor. (An exemplary award fee organization may

be found depicted in Appendix C.) Suggestions have been made that the

t FDO be at least a level higher than the Program Manager, and that the

level of Source Selection Authority be considered as a guide when

proposing an award fee organization. It is also implied that the organ-

ization level may vary with the magnitude (fee dollars) or importance

- "of a program, as, of course, it has historically.

Policy guidance in AFSC on the level of this organization is fairly

clear: delegation of YDO authority to the Commander of the "Product

Division" involved (e.g. ASD) is to be requested in all cases (cf.

.1~
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AFSC/PMPS, "GuIde," Dec. 77). Acquisition plans from program offices

calling for award fee provisions (like any other acquisition plans) are

reviewed by the USAF Directorate of Contracting and Acquisition Policy.

among other things, for the level of the award fee organization--

specifically, whether or not it should be at a Secretarial-level.

(Preference there tends to be for a Secretarial-level award fee organiza-

tion, about which more will be said later.)

In any event, in AFSC the Commander of the buying Division coumnonly

is established as FDO. (He usually delegates the role to the Vice

Commander or a Leputy.) Within the AFSC field division, the Chairman

cf the ARB is usually at the Deputy levwl; or, if the Deputy is FDO, the

ARB chair will usually be the Program Manager (e.g. UPT-IFS). Generally

speaking, and notwithstanding SAMTEC's standard ARB, there is a disposi-

tion throughout AFSC to hold the effective level of the award fee organ-

ization as low as possible.
3 7

In the award fee organization, the FDO, in addition to approving

award fee plans and appointing ARB members, reviews ARB evaluations and

recommendations regarding contractor performance. The FDO, of course,

makes final awards of fee (see below) and notifies the contractor of

these. The FDO (or the ARB Chairperson, on FDO authority) alsoIt
authorizes release to contractors of information about interim and final

r; evaluations (or other information).

In Section III ("Lessons Learned") of the AFSC/PMF S "Guide," for

instance, it says: "Membership of the Award Fee Evaluation Board (AFEB)
and the FDO should be kept at the lowest practical level" (P. 7, item I).
Other "guidance" may be found in AFSC DAR Suppl. 3-405.5 24 March 1978,
and in Divisional Supplements.
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The ARB is managerially tie most important unit of the award fee

organization. Its members are responsible for developing award fee

plans for FDO approval prior to each evaluation period following the

first (including reallocations of remaining fee, of which reallocations,

if any, contractors must be advised in advance). They also are

responsible for within-period oversight of contractor performance as

well as for its period-end evaluation, of course. In these evaluations

they are encouraged to consider a wide range of inputs (for the sake

of impartiality as well ap comprehensiveness); and, by majority vote,

they may prescribe weightings for the different contractor performance

factors on which evaluation (and fee) recommendations will be based.

In AFSC, Board membership normally includes a Recorder/Secrtefary

in addition to technical, contracts and other persons (e.g. judge

advocate) who are responsible for or are interested in different

aspects of contractor performance on a particular program.

As mentioned, ARB membership is nominally a matter for FDO

decision--perhaps on recommendation of the designated ARB chairperson

or SPO DirecuLU u! P1.0graift Manager (If these are dtffcrcnt Per;:::,.

But policy formulations oftentimes have the effect of largely prescribing

the membership of the ARB (e.g., in SAMSO and certainly SAMTEC).

The Board may include outside "advisors" to assist in its delib-

erations. Certain ESD programs, for instance, include MITRE Corp.

personnel as third-party technical consultants to their ARB. In any

Scase, a Chairperson, prescribed by policy or appointed ad hoc by the

FDO, presides over the ARB.

The ARB Chairperson schedules meetings of the ARB, prepares any

briefings and presentations on behalf of the Board (e.g. to the FDO),

issues formal letters to contractors when improvements in performance
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are needed, and ensures complctru2ss and impartiality in evaluations of

contractor performance. Certain fuuctions of the ARB Chairperson may

be delegated, but it is generally expected in AFSC that briefings to

the FDO (see below) will be done in person by the ARB Chair, who

generally has at least some discretion in the ARB recommendations made

to the FDO. The ARE Chairperson is responsible for sel'cting performance

evaluation factors and for assigning organizations or individuals to

nmonitor them. The functions of these Monitors will be discussed shortly,

after mention of a final ARB functionary, the Recorder,

The ARE Recorder is essentially an executive secretary to the ARB.

Normally a nonvoting member of the Board, the Recorder is responsible

for timely coordination of Monitor input to the ARB/FDO and therefore

is sometimes called a Coordinator. Recorders are also responsible

for acquisition of award fee inputs from other peotinent sources (e.g.

ut'r organizations, DCAS, etc.), and for organizing briefings to the

ARB. The ARB Recorder is expected to be familiar with all award fee

regulations, policies, manuals, and other relevant directives or guides,

and to ensure ARB compliance with them. On occasion, say in smaller

programs (e.g. TACC-AUTO), the Recorder may have a direct role in

supervising Monitors, devising evaluation procedures, and even communi-

cating with the contractor. In these cases the Recorder will ordinarily

for documenting ARB meetings.

A current AFSC contract for Operation of the Arnold Engineering
Development Center (no. F40600-77-C-0003) handles the "recorder function"
institutionally, establishing the AEDC Directorate of Centractine as a

I; "Secretariat" to the ARB.

.6--
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Evaluation Monitors are drawn from among the government managers

and project officers below the Program Manager who have direct (task-

level) day-to-day oversight responsibility for contractor operations.

In smaller AFSC programs certain of these monitors may also be ARB

members. In the award fee organization they are assigned to monitor

and evaluate contractor performance with respect to particular evaluation

factors. For more comple;t efforts (e.g. Space Trans-Grotind Support)

two levels of monitors are sometimeb used, one representing functional

-- categories of contractor performance, and the other representing

organizations responsible for more specific contractor activities. The

latter provide periodic inputs of day-to-day contractor performance

to the former who, in turn, consolidate their inputs for the Program

Mann•er and ARB. In addition to direct obser•ation of contractor

Ii -activity, Nonitors commonly receive input about specific elements of

contractor performance from designated technical or other personnel

"in the field" at working levels. The NAVSTAR/GPS monitoring process

is a typical one. It runs this way:

4 -(1) as part of regular project management, Monitors receive

dally "activity/status/problem" reports from the field;

A (2) tije Monitors present these as a composite at weekly project

-- meetings, where they are discussed and revised if needed;

(3) at the end of the award fee period, Monitors provide to a

Coordinator summary reports which include statements on the

strengths and weaknesses of contractor performance during

the period, the relative importance of those strengths and

Ls i
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weaknesses, and reconmmended percentagc bcores reflect ing

their subJective judgmlent of performance quality on given

factors; and

(4) the Coordinator integrateL the separate Monitor reports

into a summary for the Program Manager for briefing to

the ARBo

Monitors are admonished to maintain informal but comprehensive

and detailed records on contractor performance in their area(s) of

responsibility, and to be prepared to provide the FDO, ARB Chairperson

or Recorder wit], needed information on request. They are also expected

to work closely with and assist the Prograir Manager in developing

contractor evaluations and briefing the ARB.

The Piogram Manager. A few AFSC award fee plans name the Program

Manager as ARB Chairperson. Most often, however, he/she is strictly

speaking not a member of the award fee organization. In either case

the Program Manager plays a crucial role in the evaluation (and fee

determination) proce,_,ss. In the first place the Program Manager has

the important role of developing award fee plano, including identification

of performance evaluation factors, relative weights (initially), and

final specifio weights; and he/she, of course, is the principal

manager of those plans. lie/,:he commonly selects and as:igns evaluation

Monitors and, in any case, supervises them. Regular meetings (monthly

, . 'or more often) of the Monitors with the Program Manager occar to

review contractor and general program performance. The Program

--- 3 9Monirurs' filer nre for "Official Use Only" and not for circe-

lation.

- . -
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Manager is also reoponsible for briefings to the ARB. Various different

individuals may participate in these briefings (Monitors, Contractor,

*..and others, in addition to or instead of the Program Manager); but it

is expected that the ARB briefing first will have been dry-run with the

Program Manager, and that his/her overall evaluation of contractor

performance will be included in the briefing, where it receives special

notice. One AFSC program award fee plan (AWACS) specifically identifies

the Air Force Program Manager as the "prime source of information to

C the Evaluation Board" (and hence to the FDO), which is surely always

true whether or not it is so expressly stated.

Award Fee Evaluation Process. The award fee evaluation process begi.js,

of course, with task level assessments of contractor performance by

Monitors. Assessments by the several Monitors are consolidated,

combined with other input (e.g. from the contractor, DCAS, program

manager, etc.) and presented as a briefing to the Award Review Board.

Thle Board considers this information, together with any other which its

40
individual members may contribute, and arrives at a final evaluation

of contractor performance. It uses this evaluation to generate a

recommendation to the FDO of fee award (in dollars) to the zontractor

(see below).

The typical award fee evaluation process can be schematized as

[ follows:

4 0Collectively, this multi-form/multi-source information define-
"1 .)the data for contractor performance evaluation and fee determination.

It is, of course, supplemented by back-up "dats" in the files of
Monitors and, perhaps, others.

H7777117 *7.%,•, r -"
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F cotrtorH]

o Final Evaluation/Fee Award

PReviews lnptts/Evalu.ites/ RecowmcendsProgram Manager-..- ), Fee (Plans Next Period)

"EA Recorder Consolidates Inputs/Briefings

___ ntractor Moni tore J CA, etcj Assess Strong!
Weak Points

Evaluatioli Monttor:c are assigned spedific areas of contractor

activity within their xor'raý railge of oversight responsibility (e.g.

"flight test operationc,)- They are usually instructed to "note those

-Instan eeq in whib , t!'e .-ontractor-'rn pcrfornu nc < Is C,_ u tc .'r u L ,

more or less than satisfactory," and to document happenings which

"demonstrate the contractor'sý day-to-day performance of the contract

objectIves." Careful dcmonst ration is enphasized. Monitors are

advised to "maintain an informal written record of the contractor's

performance in their area/artas of rosponsibility." It is expected

that this file will inclucke memoranda of conversation: ,'ectllg:;,:

telep.hone commiunications and othter informal material relevant to the

evaluation as well as morn formal items such as reports or copies of

correspondence. It is further expected that the Monitors will retain

these files for a reasor-ale perloc- of time as a basis for Justifying

or explalc'ing contrartoi cvaluation:; to the Program Manager and ARB/

EDO. ____--__ ________

Monitors and proriam m-mana-es are expected to hold regular

-meetings (weekly, i- advised, with wl tren monthlv "status" reports)

•. -., - ,-- . . *- -- ,,-.
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to review contractor performance, both generally and with regard to the

award fee plan (see Appendix D for illustrative material). Occasionally,

meetings of Monitors and the ARB Chairperson (if this person is not the

Program Manager, which is most often the case) may be held during the

award fee period (in one case, trimesterly, when the evaluation period

was 12 months long) to determine any need for formal "discrepancy

reports" to the contractor.

& In preparing reports for the ARB (whether interim or period-end),

Monitors draw upon their individual files to prepare a list of specific

"strong" and "weak" points of contractor performance in the area(s)

of their responsibilicy. They may also be encouraged to comment on

areas outside their primary responsibility and to draw on other sources,

too, in order "to outline a complete picture of contractor performance."

It is customary that each strong and weak point be weighted for its

importance. Most usual is a system of asterisks (see Appendix D)

(***, **, *) signifying the Monitor's judgment of the magnitude of impact

on program/project objectives (e.g. high, medium, low). Sometimes (cf.

- SAMSO/RS, 01 70-5, 14 Feb. 78) distinctions are made between task-level

impacts (***) and program-level impacts (*_*).

In addition, Nonitors are normally asked to judge the extent to which

the performance item for which they are responsible has been accomplished.

* For this purpose, each item (e.g. "subcontractor management") has associated

with it a set of criteria (e.g. "vigorously monitors subcontractor cost

and schedule performance," plus others). These are grouped into subsets

. ,of increasingly "demanding" atandards (increasing between subsets, not

necessarily within them), defining (usually) three levels of performance

on the item: good, very good, and excellent, with an "unsatisfactory"

- category anctioring the scale. Each criterion is grrded on a three-pointAII
I-,,,-".- •
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scale expressed as - did not meet the criterion, V did meet the

criterion, + = exceeded the criterion (plus, perhaps, 0 - not observed

or inapplicable). "Substantial. attainment" of all items in the "good"

category must precede consideration of any items in higher-level categories

41
(see Appendix B-1 for an illustration).

For each item, Monitors prepare written evaluation reports (see

Appendix E) and, taking into account the degree to which objectives were

met and the importance of contractor strengths and weaknesses, assigns

a score for the item. This score is generally a percentage grade, which

i
is essentially a rating on a subjective 0-1.00% scale (e.g. 80%). To

obtain it, within a category (good, very good, etc.) the number of

criteria "substantially" attained, or the "degree attained" is used to

estimate a percentage rating tor each performance area/item and perhaps

a color code to draw attention to the quality of contractor performance

(see Appendix E). Sometimes this procedure may be inverted: a percentage

rating is made first and the adjective rating from it found by consulting

a table (see Appendix Y). In such cases what have been described here as

criteria tend to reduce to guidelines for ratings.

The grading systems in use throughout the AFSC vary to some considerable

extent. Most often they range from "unsatisfactory" through ""good" and

1"very good" to "excellent," but some others are (or have been) in use;

for example: unsatisfactory, marginal, adequate, good, superior, satis-

factory, standard, above standard, extraordinary; poor, fair, good, very

42
good, superior; and others, too. Still more variable are the percentage

•41'Z 4 1 This system seeks to establich an approximation to what psychome-

tricians call a Guttman scale wherein ratings subsume any criteria lower
in the scale.

42
In at least one. case (Spnace Trans-Ground Support) where scoring

was "unsatisfactory, marginal, satisfactc.ry, ,,,'i, very good, excellent,"
only the last three categories were used for thi award fee determination.

. q .:,•• •'g.F••i• -"-:
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ratings that serve as criteria defining (or defined by) the adjective

ratings. For example, the following table shows the percentage criteria

for assigning adjective performance ratings in four AFSC organizations.

A B C D

excellent 91-100 86-100 61-100 86-100

very good 76-90 51-85 31-60 56-85

good 51-75 01-50 00-30 21-55

unsatisfactory 01-50 00 00 00-20

All other things equal, it is apparent from this table that the meaning

(definition) of an adjective rating of contractor performance is

different across these organizations.

Monitors' reports, including recommendations for changes in the

Evaluation Plan, for which standard forms sometimes are provided

(see Appetndix E), are reviewed by the Program Manager and incorporated

into a briefing package which is submitted to the ARB Recorder who

A collates these reports with other inputs for distribution to the ARB

prior to the briefing. Some time period is usually prescribed for

completion of thesp reports (e.g., 5-10 days from period-end), and
! for distribution to the ARB (24 hours in advance of briefing).

Briefings to the ARB usually are done by the Program Manager (and

I) others he/she may name). They customarily include a synopsis of the

program and contract and of the award fee plan in use. The briefing

ordinarily identifies the evaluation Monitors and reviews any intra-

neriod actions regarding contractor performance (e.g. interim evaluations).

IL will also include recommended weightings for evaluation areas/items.

Thus, in the AFSCG ARB briefings are prcgram status reviews as well as
I. fee determination exercises (see Appendix G for one summary briefing

IN 
__
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format). The briefings involve presentation of Monitors' reports, the

Program Manager's appraisal of overall contractor performance, inform-

ation from other government sources, and, perhaps, a physical briefing

by the contractor. If the latter is not an ARB briefing event, contractor

input, if any, (in some cases contractor input is by request ouly) will

be in writing, via the PCO or Program Manager, or direct to the ARB

Chairperson.

During the briefing, the ARB reviews proposed area/item weights

and confirms or revises these by majority vote. It then reviews and

perhaps revises (by voting) the proposed percentage grades to contractors

on the evaluation areas/items and attaches appropriate color codes to

them--blue or green signifying "excellent" performance, "Red" unsatis-

factory performance, and so forth. The weighted percentages then are

averaged or otherwise aggregated to obtain an overall color coded score

(see Appendix H), and a recommended fee award. Finally, the ARB will

consider and recommend any changes in the award fee plan for the next

evaluation period.

The frequency of formal evaluation of contractor performance is

variable, although policy guidance suggests that it not be less than

43
Sguarrler4. (These evaluations may not all be for the purpose of fee

determination, see below). AFSC policy guidance also recommends frequent

informal review of the contractor by Monitors and the Program Manager or

designee, and informal interim communication with the contractor as needed.

43 For the A-10 program, which involved only one award fee period,
based primarily on assessment of "logistic effects" by a complex cost
model, formal quarterly reviews were done of contractor performance on
so-called "secondary" factors (management, etc.).

$ 1S54
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Formal progress (or "discrepancy") reports to the contractor by letter

may also be issued during the evaluation period, at the discretion of

the ARB Chairman. The contractor is expected to provide a timely

response to any such reports, including plans for improvements in any

areas needing it.

The Fee Determination Plan

Basically, award fee methodology provides for an award of fee

(within contractual limits) to a contractor based on the judgent (not

subject to Disputes) of the FDO. In arriving at this judgment--which

is communicated to the contractor by letter and (usually) briefing by

the Program Manager--the FDO is expected to review the recommendation

of the ARB given in a briefing by its Chairman, the form and content of

which the FDO may specify, and consider "all appropriate data." Allowance

has very occasiouially been made in AFSC for giving the contractor summaries

of ARB award fee evaluations prior to fee determination and then allowing

contractor "comments" for the benefit of the FDO. But, in the final

analysis, it is the discretionary judgment of the FDO which determines

the fee awarded the contractor. (Should the FDO award a fee other than

that recommended by the ARB, however, he/she is expected to provide a
I. 44ý

rationale for it, with documentation, to the AKB. )

The magnitude of fee award is naturally variable. One view on the

appropriate size of fee is that it "need only be large enough to distressii "45
contractor top management if not earned." However that may be, fee is

obviously a matter for careful attention in developing an overall Award

44 Cf. llq. AFSC/PMPS "Guide to Award Fee" Dec. 1977, p. 5.

4 5Hq. USAF/CAP "Concept Paper" 16 March 1977, p. 4.

j _ _ _____ ____ _____ ____
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Fee Plan. AFSC policy directives encourage that, when developing a

fee (or contractor compe'sation) plan, consideration be given to the

contractor's past performance, resources, investment, and other attributes

as well as to the complexity of the task although, following DAR 3-405.5(c)

1 July 1976, DOD Weighted Guidelines are not formally used. Consistent

with DAR limitations, AFSC planning practice orients to norms of an award

fee of about 7% on a base fee set at 3% (base fees of 2% or even zero are

- not unknown, however). Normally, there are no provisicns for down\ drd

adjustments of fee--i.e. the award fee plan is a reward-only system. In

theory, at least, actual fee awards may equal zero, although they seldom

- do. 4 6

Air Force policy tends to be emphatic about awarding no fee for

- "submarginal, marginal," or even "satisfactory" contractor perfor'mance.47

The thinking here is that the intent of the awaLd fee is to motivate

and reward onl superior performance. This injunction sometimes goes

unheeded, however, and in any case is qualified with respect to CPAF

contracts. Because the DAR (3-405.5[d]) restrict base fee under such

-- contracts to a maximum of 3% (anid that really only to cover unallowed costs),

policy suggests that the FDO sometimes award "some" fee for merely

"satisfactory" performance. But, under other contractual arrangements

K (e.g. CPIF/AF), where award fee is additive to usual negotiated incentive

4 6 The programs selected for study in this research exhibited actual.
fee awards ranging from 0 to 100%. Their unweighted mean was about 66%,
and their mean weighted by program, to accommodate differences in the
number of awards, was about 72%. Program-specific mean awards ranged
from a low of 48% to a high of 93%. Program-specific mean awards were
mostly in the mid-70s.

4 7ASPR 3-405.5(i) 1 July 1976 caused some confusion on this point
by seeming to authorize fee for submarginal performance; see AFSC ASPR
Suppl. 3-405.5 24 March 1978 and AFSC/PMP Letter 8/17/77 clarifying
the point.

L I - ..... . • a.,aa•.j aa x -, -.. ,at:as .
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fees, the general AFSC policy is: "To merit award fee, the contractor

must exceed normally expected performance for those areas to which the

award fee applies."'
4 8

Except to say, for instance, that fee should be determined "at a

point in time late enough in contract performance so as to be based
,49upon performance, but early enough to influence remaining performance,

Air Force policy is essentially silent on the question of number and

duration of award fee periods, although a milestone basis for structuring

them is common and widely endorsed (see Appendix 1 for an example). 5 0

Policy is likewise silent on the subject of allocating the award fee

over evaluation periods, except to say that generally there should be

no rolling forward of unearned fee from one period to the next. Award
fee plans do exist which allow fee to be carried forward (e.g. TACC-Auto

Contract No. F19628-74-C-0033); and fee adjustments are, of course, common

if certain program milestones do not occur, thereby precluding evaluation.

4 8 UPT--IFS, however, provides for fee award up to 50% for no better
"the "standard" performance. And a recent draft SAMTEC Operation Instruc-
tion, following DAR APSC Suppl. 3-405.5 24 March 1978, provides that
submarginal performance in certain areas does not necessarily preclude

fee if overall "total weighted rating is 'good' or higher;" although
no points toward fee are awarded for submarginal performance.

4 9 USAF/CAP "Concept Paper" 16 March 1977, p. 4.

50 1t is worth noting again that the freq,'ency of contractor evalu-
ation and of fee determination need not be the same. Award fee determin-
ation periods may encompass multiple intra-period contractor evaluations,
and they usually do.

51Cf. AFSC/PMPS "Guide." DAR 3-405.5 is mute on this point. AFSC
4 DAR Suppl. 3-405.5(d,2) 24 March 1978 observes that, although not

- prohibited by regulations, "the Air Force has generally opted in
favor of an award fee provision which does not carry-forward unearned
fee for possible award in subsequent evaluation periods." It goes
on to say, however, that occasions may arise when a carry-forward
provision would be effective "as an incentive for att extraordinary
action or performance by the contractur."it -
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No specific AFSC norm on allocation of fee by period exists nor,

probably, can one; but a general AFSC policy-by-practice appears to

exist in a custom of allocating relatively larger fractions of the

award fee to later periods than to earlier ones. This is not a

universal custom and cases can be folnd where fee has been "front-

end loaded."

In more particular matters of the timin& of awards, heavy emphases

is put on timeliness of evaluation and award in order to "maintain

the award fee incentive."' AFSC policy commonly recormnends completion

of evaluations within three weeks of a milestone or other period-end

marker, and fee awards within four to six weeks, with appropriate

contract modification (to reflect fee awarded) within, say, 30 days

thereafter.

A contractor may invoice for base fee, if any is provided, on

a monthly or more frequent basis. In addition, DAR 3-405.5(e)

1 July 1976 appears to aLlow periodic partial payment of the award fee,

possibly based on anticipations of likely FDO award derived from

interim performance evaluations. No AFSC contract with this arrangement

was observed, but it does not appear to be proscribed by either regulation

or formal policy and some other government organizations have done it.I,
Summary

Empirically, patterns of award fee applications in the AFSC generally

• stay within traditional bounds. Undertaken from a perspective stressing

contractor compensation more than program management, award fee is mostly

viewed simply as an alternative contract-type, intermediare between CPIF

and CPFF.

K2 2 USAF/CAP "Concept Paper" 16 Marcl 1977.

* *- ½ 9 7.

' • • "" ~~~~~~~~"•''-Id'J -• .. .7. ...
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Evaluation plans, while variable in detail, commonly identify two

or three levels of performance factors on which to base contractor evalu-

ation. Factors normally are weighted for importance and orient to out-

put rather than input (or process). Concern about subjectivity in award

fee evaluation regularly stimulates attempts at "objectification" of

evaluation standards and procedures.

AFSC policy seeks to establish award fee organization "at the lowest

practical level." Unless otherwise mandated by higher Air Force authority,

typically an officer below the commander of the Air Force buying Division

will act as Fee Determining Official (FDO). Award Review Boards (ARB)

are likely to be chaired by a Deputy for a buying organization within

the Division or by a SPO Director, Program Manager, or other comparable

nfficer. depending on circumstances. Some tendency to standardize award

fee organization exists, but variability continues. Standardized or not

the ARB is managerially the most important unit of the AFSC award fee

organization. It plans, conducts, and manages contractor performance

evaluations, and recommends fee awards to the FDO. In doing so, an ARB

ordinarily makes use of project officers as monitors and evaluators of

task-level contractor/performance, and a "recorder" to coordinate and

document these processes.

- The government Program Manager (PM) may be, but often is not, a

literal member of the award fee organization. In any case, he or she

plays a principal role in award fee planning, evaluation, and fee

* determination, as well as in overall program control. He or she

- normally selects, assigns and supervises monitors, and the PM's briefings

and recommendations usually are decisive in the outcomes of deliberations

- by the ARB and FDO.

• '1•- ,•• • • •• •• . . . ....
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A typical award fee evaluation uses information from various govern-

ment managers and agencies, and from the contractor. Contractor input,

if any, may be a physical briefing to the ARB, or in writing, or both.

Contractor input to the ARB/FDO may be via direct formal self-evaluation

and/or briefing, or indirect, via the PM.

Grading systems for contractor performance evaluation vary consider-

ably throughout the AFSC. Mostly they involve adjective ratings with

correlated percentage ratings and color codes. The correspondence of

adjectives and percentage ratings is no more than approximate across AFSC

organizations, however, so that the meaning of "grades" there is variable.

The AFSC strives for at least quarterly award fee evaluations. Fee

determining evaluations may be more widely spaced, however, and often

coincide with milestone achievement.

Fee awards have been variable in AFSC programs, ranging from 0-100%,

(vsually additive to a two or three percent basc fee). AFSC policy

.mphasizes payment of fee only for superior performance, but policy is

not always followed. Poiicy also counsels against carrying unearned

fee over for possible awaid in later periods; and it encourages allocating

larger fractions of the award fee pool to later rather than earlier

S! periods.

S- - --------- --- , - .
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Primary Documentary Data Sources--AFSC Award fee Plans

ASD

A-10 (Fairchild) (F33557-73-C-0500)
A-l0 (General Electric) (F33657-73-C-0222)
UPT-IFS (American Airlines-Singer/Link) (not recorded)
F-16 Sim. (Singer/Link) (not recorded)

ESD

E3A/AWACS (Boeing) (F19626-70-C-0218)
TIrI/MAGIS--SIc (General Electric) (F19628-78-C-0004)

- TACC-Auto (Computer Science) (F19628-74-C-0033)
¶TACC-Auto (General Dynamics) (F19628-73-C-0071)

& - SAMSO

AMARV (McDonnell-Doug.aa) (F04701--76-C-0100)
ABRV (AVCO) (F04701-77-C-0001)
.NAVSTAU-G-S (vcka ilj) (OOOL-74-C-027)
NAVSTAR-GPS (General Dynamics) (V04701-75-C-0001)
STS-.PIC (Martin) (Y04701-77-C-0)83)
STS-Grnd Sup (Martin) (F04701-76-C-0081)

t-

SAMTEI
O T.! .:"Op. Test '•tr, VAPE (Federal Electric) (F04703-fl-C-011l)

I

Ii

11!. -

I
L'i
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IV.

AWARD FEE CONTRACTING

A COMMENTARY

This chapter is a discussion and critique of award fee contracting

applications and related policies and practices, in general and specifi-

cally in the Air Force Systems Command. Together with the AFSC Award

Fee Scenario in Chapter III, which was presented without commentary,

its purpose is to portray Air Force award fee practices against a back-

drop of policy and the individually expressed attitudes and viewpoints

of Air Force personnel from Headquarters to program levels. It considers

these Air Force practices, policies, and viewpoints in relation to alter-

native practices elsewhere in the federal establishment, and in relation

to the published literature. The goals of the discussion are three:

(1) to illuminate choices made and foregone in Air Force award fcc appli--

cations, (2) to highlight some basic issues of award fee policy and imple-

actitation to which these choices point; and (3) to identify lessons for

future Air Force research and practice.

In addition to numerous interviews with Air Force civilians and

miiitary officers at virtually all levels, discussions of award fee

contracting,and acquisition policy generally,were held with representatives

of other military departme-nts, federal agencies such as NASA and DOE,

and informed individuals outside of government. Many relevant documents

were reviewed, as jas the published literature; and a videotaped presen-

& tation of his "iuitiatives" by Lt. Gen. A.D. Slay was viewed,

The commentary ranges over essentially the same themes as are

presented in Chapter III. lt begins with discussion of award fee planning,

goes on to review some problems In the evaluation process, touches on

certain questions in fee deteLrmination, foe'ludts discussion of general

S V
-- . -
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concepts and issucs of acquisition strategy, and ends with conclusions

in the form mainly of statements of needs for future Air Force research

and award fee practice.

The Award Fee Evaluation Plan

Should The Award Fee Plan Be Negotiated? It has been suggested that award

fee plans be included in RFP's and also that their details be subject to

proposals by contractors and subsequent contract negotiation. The

sampling of AFSC programs used for this study revealed no evidence of

such practices nor any interest in trying the procedure. The practice

is not without precedent elsewhere, however.

A model "follow ship" REP, designed for a CPAF contract and prepared

for the Office of Naval Research by the Adtech Corp. (1979), describes

a preliminary award fee plan in considerahle detAi! ana solicits contrac-

tor proposals for both the award fee evaluation plan and for fee alloca-

tions over evaluation periods. NASA's Viking program did essentially

these same things. In a CPAF/IF (Cost-Plus Award Fee/Incentive Fee)

context, it invited offerers to propose alternative "incentive plans"

although, as a condition of acceptance of their responses, they were

i• ,,•required to agree to the one stated in considerable detail in the RFP.

The NASA plan for this acquisition also provided for contractor proposals

on fee allocation and changes in the plan during the life of the contract.

A recent AFLC contract (F09603-77-A-0591) with Hayes International largely

S-based award fee administration on a management plan developed by the

- contractor. (The evaluation plan for rating contractor performance was

developed by the Air Force, however.) 5 3

5 3This contract was also unusual in that the PCO served as fee

determinJng official.

4.
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Theý award fee contracting Ciidc recently produced by theL Deor-tmen1t

of Energy (1978) encourages inclusion of preliminary "award fee deter-

mination plans" in RFP's. It, too, counsel~s that bidders be solicitedl

for proposils on the detailIs of these plans, and tl:ZIL thc proposal:, be

coinsidered in sour.ce. seloction z,-- well as in writ ing initial award fee

plans. 5

AFSC practice appears to bo quiite different from this. R 1'11- n ot e

that an award fee provision will he parl, of theC contract. compeniat ion

structurfe; lbut they rarcly, if ever, present a fully devoloped award feo

plan, or include such as a subject for negotiation. Ordinarily the

contractor is given the plan, on a take it or leave it basits, subsequent

to thec, contract award. In a J-model environmeut, however, where planning

- ~and performance are collaborative undertakings, receiving contractorJ

proposals fo~r an award fee Flan, and negot-I.I.ing On them may bev a wort~h-

vilt l c. t c-. Solicitation of contractor input regarding changes in

-- award fee plans from one award fee, 1period to another Is often successfully

done, for inst;ance.

Shoul~d Award Poe Plans. 'it, Incorporated in Contracts? A question loosely

rolated to thek one ju.-t considered is whether or not to incorporate award

fee plans in a contract, rer se. There are strong argumentLs, it Would

seem, against including award fee' plans in cont~racts where thty would bec

constrained from changing, thereby defeating their flexibility. Instead,

the award fee plan can simply lie referenced in the contiact (cf. the DOE

CPAF Contra,'ting (hr'de, 1978, for a discussioii of the advantages of this

strategy). At the same time, there is ro obvious reason why a provtsional

vs Tito POE Cuide ha obvioiusi v been i nflI tison J~ iieav ii y by long-standing
NASA policies ný 0 r-c~cs
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plan cannot be developed by the buying organization and proposals for it

solicited from the contractor in the RFP, as was just described. The

final plan might then incorporate contractor ideas without itself being

either negotiated or formally contractual, and without compromising the

government's right to unilateral determination of the bases or methods

by wbich it will evaluate contractor performance and determine fee.

Simplicity In Award Fee Plans. Most policy and procedural guidance on

award fee contracting advises that the evaluation plans on which they

rest be simple and clear. In practice, however, many evaluation plans

are neither. We noted that a draft SAMSO award fee guide (1979) suggests

that, in the interest, of simplicity, the number of award fee evaluation

factors, for example, should number no more than five. Limiting the

number cf evaluation factors and measurement eleaents, and confining

them to important ones is sound advice. It assists both the comprehen-

sion and control of the evaluation process thus helping to assure the

effectiveness of assessment. But ironically, the same SAMSO Guide in-

cludes illustrative Attachments I through VIII which, in direct violation

of its own earlier injunction to limit their number of "about five,"

describes eight evaluation factors.

In some cases, too, the number of evaluation criteria is probably

V too great. In one instance, in order to receive a grade of "excellent"

on "Test Program Management," for axample, a contractor must be evaluated

on no fewer the 12 critieria, 2pus the 17 criteria applicable for lower

grades. Undoubtedly there are instances (this may or may not be one) when

a rather large number of factors and/or criteria may be desirabLe and

also manageable; but the justification for it should always be compelling

"in order not to defeat the aspiration for simplicity and its companion,

clarity, in award fee planning.

.......
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Unfortunately, many, probably most, Air Force award fee evaluation

plans are over-elaborated. As a result, they are hard to understand and

administer. This complexity gives the dog a bad name, as it were, need-

lessly increasing award fee administrative burdens, causing uncertainty

about the fairness of its outcomes, and generally vitiating its value

as a management tool. Useful advice on this point is to be found in the

DOE 1978 Guide which observes simply that not all functions in a state-

ment of work need necessarily be incentivized.

Tendencies to over-do evaluation plans are by no means confined to

the Air Force (cf. Ulrich, 1975, and Carter, 1977, for a discussion of

some Army misdemeanors). However much simplification is advocated, as,

for example, by the Commission on Federal Procurement (1972), one never-I theless finds evidence everywhere of tendencies toward complexity. It

would seem that as a way ot avoiding the troubling but essential sub- I-

jectivity of award fee judgments, reluctant users of the method elaborate

complex pseudo-rigorous evaluation schemes which give them the comforting

appearance of at least trying to be objective.

The Subjectivity of Award Fee Evaluation. Definitions of evaluation factors

and the allocation of criteria to evaluation levels (good, very good,

ctc.) in the award fee piucedure are necessarily heavily subjective.

What, for instance, can be the rationale which specifies "maintains

complete and comprehensive discrepancy tracking system and provides

accessibility to the government" as a criterion to be met for a "very

good" rating? and "carefully reviews and edits all test procedures for

both subcontract and in-house tests" as a condition to be satisfied for

an "excellent" rating? Doubtless there is a rationale, and probably a

good one. The point is, however, that it i, ncessarily and properly

judgmental--subjective.
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Evaluation criteria such as "minimum usage of non-standard parts"

(emphasis added) obviously open wide a possibility of debate based on

overlapping distributions of individual judgments about "facts" of

compliance-noncompliance on the same aspect of contractor performance

which depend, in turn, upon the implicit personal norms held by individual

evaluators. As with all evaluation factors, obviously, the issue here

is one of definition. What is "minimum" or "adequate" or "comprehensive"

or "effective" or "generally satisfies?" Other questions arise, too:

how much must reliability "increase with time" in order for it to be

considered worthy of an "excellent" grade? (Probably more for the govern-

ment than for the contractor.) If a definition of "subjectivity" is neededI these examples will serve.

The important point to take from this discu3sion is that procedural

complexity by itself is no cure for subjectivity; indeed, it only aggra-

vates the problemamtic properties of subjective judgment by makinig it more

complicated and harder to understand. The basic award fee evaluation

system typical of AFSC and any place else is thoroughly sublective--

I. in its standards and in its organization. Some of this subjectivity can

perhaps be removed, either by definition or by improved measurement; but

mostly it probably is either infeasible, given the state of the art, or

not worth the cost. Some techniques exist which might help reduce vague-

ness in the evaluation process, but they would not alter its basically

subjective nature. For example, arbitrarily (or by negotiation) setting

-- a threshold quantity to define "minimum single point failures" could do

this, and might or might not be helpful, but it would not make the eval-

uation any less subjective.

The award fee method frankly finesses questions such as this (i.e.,

V. . -at . .. . 4A a t k £&.~M a &aja-.a~as~a:,-.... . . .... .. . . . .• :.. r~a ,•-,, biad.,• - L .. ." ... ..w
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what "a minimum" really is) by allowing judgment instead of specifica-

tion. If this were not done, clearly it would be hard to get on with

the job. Acquisition planners would become mired in scholastic defini-

tional arguments. Still, it is plainly important that evaluation

criteria and procedures be as well-specified as the state of the art

permits, and the acquisition requires. Recourse to vague standards

and methods cannot be justified simply because it may be easier.55

Output vs. Input Standards For Award Fee Evaluation. Stress on "output"

rather than "input" standards for award fee evaluations is a further

expression of aspirations to avoid subjectivity in evaluating contractor

performance. It is a common sentiment in the AFSC where it seems to

reflect a broader results-oriented management philosophy and a commendable

disposition to avoid "micro-management" of the contractor. Oftentimes

in environments suitable to use of the award fee, however, only Input

(management) standards are available or sensible.

Furthermore, a potential difficulty with results-oriented management

strategies may be illustrated. In one award fee evaluation plan, for

instance, under the factor "Systems Effectiveness," a criterion was

stated (for "good" performance) which read: "accident-free operation due

to safe working conditions." Plainly the intention here is to take

account not only of the outcomes of the contractor's actions, but also

the processes by which tLey were produced. Credit is to be given to the

contractor because he did something to bring about the result, not simply

-- 55
The DAR, in fact, expressly enjoins use of the award fee as

Ai either a gambit to avoid using CPFF or to avoid the effort of speci-1 jfication (3-405.5Eg] I July 1976).

A -
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because the result happened. This idea needs to be kept in mind during

evaluation. Given award fee presumptions of J.En_ program management,

it is essential that visibility of method be maintained by government as

well as by contractor managers.

* Antagonism toward input standards for contractor evaluations seems

to be rather less in some other government agencies than it is in the

Air Force (see, for example, both the NASA Award Fee Guide, 1967, and

the DOE Guide, 1978). The important point, however, as one astute

observer of the award fee evaluation process put it, "is not whether

criteria relate to outputs or inputs, but whether those selected permit

a timely evaluation of total impact of contractor performance and use as

- small a number of parameters as possible."

A General Note on Auard Fee Planning. The planning and review objectives

associated with DOD implementation of OMB Circular A-109 currently promote

emphasis on early and thorough acquisition planning and prescribe certain

approwl procedures to which it is subject. DOD Directives 5000.1 and

5000.2 establish a comprehensive policy and implementatation framework

for mission-oriented acquisition planning, review, and control--the Defense

System Acquisition Review Council (DSARC)-.-which heavily influences the

environment of award fee application.

Award fee theory and DOD Directives 5000.1 and 5000.2 are in harmony

on most basic points. The DOD Directives recognize the uniqueness of

- individual major system acquisitions and the need for flexibility in

their management; and they highlight the critical role of the human

program manager in successful system acquisition. DOD Directive 5000.1,

1 -" for instance states that:

I 7 T T~5
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"Successful management of system acquisition depends upon competent

people.. .and recognition that programs are different and require

management flexibility. Responsibility for the management of

system acquisition programs should be decentralized to the DOD

Components except for decisions retained by the Secretary of

Defense" (DOD Directive 5000.1, 18 Jan. 1977, p. 4).

Directive 5000.2 continues this theme by stressing the importance of "a

strong system program office" and the vital role of the program manager
'I

as problem-solver. (This managerialist attitude, directed alike to
contractor and government organizations, continues in DOD Instruction

7000.2 regarding cost/schedule control systems.)

Emphasis on planning generally and timely development of award fee

plans has long beet, prominent in policy statements on the subject--al-

though less so, interestingly, in Air Force than in, say, NASA and DOE

statements (e.g. NASA, Cost Plus Award Fee Contracting Guide, 1967; DOE,

Cost-Plus-Award-Fee ContractLng, 1978). 1n fact, there is surprisingly

little evidence of genuine planning in AFSC award fee programs.

The Commander of the AFSC, Lt. Gen. Alton D. Slay, however, lays

heavy stress on planning in the acquisition process. He urges this in

hopes that via the instrument of planning the Air Force may at last

adopt a "proactive" stance, instead of always frantically reacting to

unforeseen exigencies in its programs. One is hard put to argue against

such a position, obviously. That acquisition award fee plans should be

"well thought out" is a procurement cliche. We know, of course, that

often they are nor. General Slay wishes to change that, and to change

"it drastically.

7U. : " •. ., . .... .: 7 • .=,• . ..... .. .. . .. . .. .. . ... . .
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It is difficult to plan, however, first of all because of limited

human rationality, and secondly because environmental uncertainty adds

mightily to the difficulties. Nor are technical uncertainties the only

or always even the most important ones. Eddies and shifting currents of

the political waters of acquisition also show scant respect for plans or

planning. Truncating contract definition on the F-16 in response to

potential NATO competition illustrates the subordination of planning to

political circumstance.

The fact that "blue suits come and go" similarly destabilizes the

& environment for planning, especially when they come and go so often. 5 6

The necessarily tentative character of policy that results from regular

command-level turnover adds greatly to the difficulty of planning as

well as of policy implementation, which I suppose is essentially the

same problem. Commanders trooping across the stage in rapid succession,

each with a different message, almost surely stimulates elcboration at

subordinate levels of stratagems for buffering operational norms against

the vagaries of their policies and planning. The "system" thus becomes

unresponsive to policy change of any scope, and intractable to command--

whether it appears so or not.

!4• The moral of the story, then, is that award fee plans, like any

other management plans, need to be viewed as formative--tentative, partial,

Sapproximate, dynamic-in short, as eminently amendable. They are useful

mainly for near-term guidance where uncertainty is no more than modest.

S-- The important thing is not to set plans in concrete or allow planning

to displace active management. The essentials of effective program

5 6 This same turnover, it may be noted, and the patterns of interests

it exaccerbatcs, presents a severe impediment to serious attempts at
costs of ownership emphases in acquisition plans for time periods other
than the briefest.
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management are recognizing, analyzing, and managing (solving 7) problems

associated with the achievement of missions. They do not consist of the

mere implementation of predetermined plans.

Award fee planning, like any other, entails forecasts of the future

and, hence, many assumptions about states of the world that may be wrong.

Still, it is a useful management activity which encourages reflection on

what one is about. But the wise manager is skeptical of the plans he

produces, and is ready to change them as experience advises it. In

fact, if he is a truly wise man, he searches his experience for evidence

which disconfirms his plans so he can change them. Award fee plans are

no different from others. It is a signal responsibility of the award

fee organization, in fact, to test its plans and, as they need it, revise

them. This testing process is the critical one which is facilitated by

the communication so regularly advertised as a benefit of award fee

methodology. Communication, for its own sake, I have suggested, is not

the point of the award fee--effective management is the point.

A manager of one medium-size AFSC program, highlighted well the

problems of long-range planning. Speaking of award fee plans which set

fee awards "too far out in the future," he pointed out that the contrac-

Stor as a result is not "driven by the award fee," but by the "imediate

F Ipain" of getting program results. The problem, notice, is that the

sources of the pain are variable, day-to-day. That they will occur one

certainly can plan on in the sense of anticipating the likelihood of the

* unanticipated events to which the well-known '"urphy's Law" directs atten-

tion. Forecasting the nature, timing, and especially the modes of

4 solution of these unknowns, except in general ways, or in the short-run,

is seldom successful. Plans and formulas can therefore be threats to

-4S
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effective management when the environment is inherently ambiguous. 5 7

Obviously none of this should be read as dismissing the value of

planning disciplines. I want to make that clear. What it says is this:

planning is properly considered a continuing not a one-time process.

More than anything planning, award fee like any other, needs to be

"effectively reactive"--responsive to change and new intelligence.

Rigid adherence to The Plan we all recognize as counterproductive. By

the same token, the world cannot be made more rational or comprehensible

by admonishing managers to become proactive. If one means by that, how-

ever, that managers should be careful and pay attention to what they're

doing, that's different: they can, and they should. But perhaps it is

better to talk explicitly about doing that than it is to dwell on the

over-sold maico -1ni -strat-i" varieie eseil- 101ancare

not often followed in any case--testimony on that point by working-level

officers is plain. PosSibly it is best that it is so.

Award Fee Evaluation Processes

Grading Contractor Performance. At the heart of the award fee process

are systems for observing and "grading" contractor performance. I have

already mentioned some issues having to do with selecting the features

of contractor performance that will be targets for evaluation (i.e. the

evaluation "factors"); and a rule of thumb was offered--keep it simple.

Unfortunately this rule, we've seen, is widely violated.

Overblown attempts at quantifying the unquantifiable, fragmenting

evaluation factors to allow "detailed analysis" of performance, pre-

5 7There is a kind of contrary analogue to "Murphy's Law" which is

especially mischievous in equivocal environments. It might be called
"Pangloss' Law," after the inveterate optimist in Voltaire's Candide.
It says, "Anything that can go wrong, won't." Closely related to
Pangloss' Law is the "Lawyer's Fantasy"-that contracts (plans) are
the direct determiners of performance.
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determining factor weights which then impede flexibility in evaluating

program impact, and too much force.-fitting of plans to standard evaluation

formulae abound in award fee applications.58 Consequently it is hard to

avoid the conclusions of one seasoned policy-level observer of award

fee practices to the effect that "lower-level personnel resist being

judgmental and broad brush," and that this is an outright expression of

the classic "cover your ass" syndrome. Happiness is replacing judgment

with elegant predetermined (and approved) mechanical formulae of great

detail and seeming quantitative rigor, decorated with adjectives and

criteria and percentage ratings and weightings and equations and color

codes and various bells and whistles. If no one understands the system,

so much the better. Besides, if it is complex enough, it will be self-

correcting (albeit undiscriminating as a result) and conducive to a

pleasant, if artificial, stability.

Now, evaluation factors, obviously, are derived from a statement of

work. Some "considerations" in their selection are noted in the 1978 DOE

award fee Guide; and the 1967 NASA Guide recommends supplementary review

of the contractor's historical and project history to identify problem

and improvement areas which might be appropriate to "incentivize."

Whatever factors are selected, however, and by whatever means they are

selected: the first consideration (after the criterion that they be

important) is that they clearly indicate to both contractor and govern-

ment managers the features of contractor behavior that are to be evaluated.

!_ 58

581 would emphasize that I do not wish to imply an absolute indict-
ment of standardization. Far from it. A standard format for developing
award fee plans is doubtless helpful and reduces errors of omission. My
complaint is with dispositions toward endowing standard operating pro-
cedures with e special grace and insisting on them where discretion is
more to the point.

i<i.
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Straightforward declarative propositions about the features of contrac-

tor performance that will be of interest to the award fee organization

are therefore ideal. Furthermore, it normally is best if these feaires-

of-interest are limited to a few important ones. As one NASA policy

statement has straightforwardly put it: "Fragmentation of the award

-- • fze pool over a number of meaninglecs events or criteria dilutes

emphasis." 5 9

In their award fee contracting guides and other statements both

NASA and DOE have outlined a "quality review" process for judging con-

tractor performance on any factors or subfactors that may have been chosen.

This (unevaluated) procedure envisages translation of evaluation factors

into "goal statements" which can be judged as having been met or not by

the contractor. A questionnaire for self-administration by evaluators

may be developed requiring "yes" or "no" answers to a succession of goal

statements. A high proportion of "yes" answers may indicate effective

, - performance. Where augmented by an assessment of existing conditions of

performance, this quality review approach can provide a comprehensive

basis for evaluating contractor performance.

There is a danger in this of encouraging overelaboration of awardI ~fee evaluation processes (and "dilution of emphasis"), in addition to

which the quality review approach confronts ifurther albeit not neces-

sarily insurmountable difficulty. The award fee iv intended for use

S - specifically in situations where statements of work are necessarily im-

I A precise. Equivocal work statements hardly qualify as groundings for

1 claar declarative goal statements. Hence, in these environments evalua-

5 9Carter (1977) also discusses "averaging effects" of aggregating

factor scores that impair their discriminative validity by pulling "very
high and very low scores towards the middle" (p. 19).

.. . . _--- .. ..-. .- -.... . .
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tion factors will tend to be underspecified. The more this is true, the

more "communication" there will need to be during performance in order to

remove equivocality in the SOW and in the associated award fee evaluation -

factors. Plan on it.

A central objective of the program and award fee organizations, then,

is to progressively revise, clarify, and specify statements of work "nd

award fee plans alike.60 Evaluation goal statements, instead of orienting

to poorly specified program end-states, will, then, do better to emphasize

near-term performance outcomes, and, especially In the beginning, manage-

ment performance that contributes to specification of the SOW.

giradLn& Practices. The same simplicity/clarity rule of thumb invoked

for selecting evaluation factors applies as well to "grading" contractor

performance on whatever simple or complicated factors have been selected. -

If anything, it is harder to evaluate actual government compliance with

the simplicity rule in this application than it is as regards factor

selection, because grading practices, at least in the AFSC, tend to be
notably vague, even hit-or-miss.i~

"By "grading systems" I mean the rules and methods for translating

simple observations of contractor performance into numerical scores or

S60 Evaluation systems do frequently change during a program, some-

times actually toward greater simplicity. The A-10 grading system,for example, evolved from a "fine" 0-100 scale to a "coarse" S/U

scale, which was perceived to be "more satisfactory." But oth1er
times they evolve in a reverse direction. When they do, like any
other complicated plan, they run the risks of not being understood
as well as risks of not being implemented, especially at monitor-
Slevels. "The guys doing the evaluations are busy," one proJect
officer noted in this connection, "sometimes they let them slip,"
which both illustrates nonimplementation of plans and argues for
simplicity of procedure.

[.kY 4



117

adjectival ratings, which may then help decide magnitudes of fee award.

In the AFSC, and probably elsewhere, these methods are not only variable,

but inexplicit sometimes to the point of being opaque, to their users

as well as to the observer.

One PCO, for instance, describing the award fee evaluation plan

for his program, was forced to confess that he didn't understand its

details. He went on to say that "only a couple of people know how the

scoring system operated," then added, "and we have a hard time holding

onto the people who know how to make the computations." An interesting

situation which is by no means unique.

The AFSC, for whatever reasons, seems to have been less self-

conscious about the "grading issue" than some other government organiza-

tions. In contrast to its tendencies to organizational and procedural

standardization (discussed below), the Systems Command appears to have

given scant attention to disciplines of grading, apart, that is, from

devising computational rules for use after basic grading has been done.

Take, for instance, the matter of "reference standards" in grading. The

DOE Guide, for example, adopting NASA practice, describes a system of

"•'anchoring" grades with reference to a 'performance level for any

competent contractor." It defines this level as a "median" equal to 80

points (or percent). "Above standard" is then defined as the range from

81-100 points; 61-79 is "below standard" (but not "unacceptable" to the

point of threatening termination, say, which is 60 points or less).

This grading system, which has correlated symbolic letter grades

instead of adjectives (i.e. 86-95 points - B), can be applied to individual

evaluation factors and, like others, aggregated (and weighted) to yield

I-
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"total" scores. It comes with a table for converting points into fee

such that 80 points earns 50% of available fee, 100 points gets all of

it, and 60 points none of it. The system will be recognized as a

"standard performer" approach61 to defining a zero point (between "good"

and "poor") for grading performance.

The Army Missile Readiness Command uses a similar system, but there

are others which are or have been in use. NASA/MSC (Manned Spacecraft

Center) and, apparently, the Army Munitions Command, for example, have

used a "delta" system of grading support service contractors. In this

system, the contractor's own previous performance is used to define a

"standard." Changes from that standard then provide the basis for grading.

Specifically, the evaluation of contractor performance in a given period

is accepted as "valid." Performance changes for the next period then are

defined and evaluated. Finally, the previous level of performance plus

present-period changes in performance establishes a new standard for

next-period evaluation.

The point of this discussion is not advocacy of particular grading

methods, but just that different systems of grading contractor performance

exist. In some cases, however, an attempt has been made to make a system

visible, which is probably good, because some system will inevitably be

used whether or not it is specified, and it is probably better to know

what it is than not to know. At the same time there is nothing Inherently

61This particular approach happens to provide for payments of award
fee for less than "standard" performance. It could, of course, be
structured differently.

½ 1
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wrong with using, as in the AFSC, different grading standards ox systems

as between programs or between evajuation periods within programs.

Where problems may arise is when different grading systems are in use

as between different evaluators within programs during the same evalua-

cion period. Obviously this means noncomparable grades for contractors,

based on different metrics, with the prospect that total scores arrived

at by aggregation of factor scores amount to adding fruits and fritters. 6 2

It is fair to say, I think, that the subject of award fee grading methods

richly warrants some research, probably directed to making explicit the

implicit grading systems now in use in the AFSC anid elsewhere.

Further Problems of Award Fee Evaluation and Reactions to It. A range

-- of other problems ariee in award fee evaluation. Among them is the

"issue of grade inflation.

- An expzicit or implicit delta method of evaluation, in which evalua-

tion baselines are changed from one performance period to the next, usually

by evaluating performance in each succeeding period against a baseline

of the preceeding evaluation, is sometimes thought to force artificial

grade inflation., A delta method does not necessarily foreordain

continuous growtP of grades, however. Grades can, theoretically, go upI
or down against a previous-period baseline, just as against any other;

62
It is worth noting here that, in what may have been th" first

empirical study of award fee contracting (in the DOD and NASA), Egan,
working in 1966 under auspices of the Navy Special Projects Office,

-- recommended& that "reporting systems be established which stress narrative
" -- ireports from field evaluators rather than ratings on a numerical scale."

~ !
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but since there are general expectations of performance improvement

there is a risk of self-fulfilling prophecy. Some observers, who are

otherwise enthusiastic about the potential of award fee as an approach

to acquisition, dislike the idea of shifting baselines from period to

period for this reason. One of these observers saw the grade inflation

"problem" as a more general one, however, observing that "we must be

dealing with a super-normal group of engineers" because "all the

adjectives are superlative." He took from this the conclusion that

"something must be wrong with the evaluation system." Part of the

problem of grade inflation he attributed (in this case of service

contracting).to the contractor "telling where he performed." He also

suggested that probably it just was easier to rrte high than to "explain

why they aren't." In any case, he doubted that, "in the real world,"

it was genuinely possible to get the performance growth seen in most

award fee evaluations. 63

The solution to this and other problems like it, this informant, along

with others, judged to be better trainrng: "It takes thorough understanding

of what the [award fee] system is---from the first level on." He dismissed

the idea, however, that government evaluators perceived their evaluations

- as self-evaluations. At any rate, he didn't believe they were "inflating

their egos." (The fact remains, however, that whether or not evaluators

recent careful study of DARCOM award fee contracts found no

evidence of this kind of monotonic performance growth (Carter, 1977).
Instead, individual awards fluctuated over a considerable range and
generally behaved "as if free of constraint," thus permitting the
conclusion that they well-relected contractor performance.

-%J AF t
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perceive themselves as evaluating themselves along with the contractor,

in a sense, they are nevertheless doing it).

Fairness of evaluation is a continuing refrain in discussions with

award fee users. One award fee pioneer, for example, argued that the

tmethod depended for its success on the evaluator being acceptable to

both parties. Otherwise trust and credibility would be lacking, he

thought, and the evaluation merely a cause for contention. How best

to guarantee this trust and credibility is one horn of a dilemm,

discussed below, of whether to set award fee determination at high

levels, where officials are presumably free of self-interest and possessed

of a view of the "big picture," or at lower levels, where "people know

what's happening."

Cognizant of these issues, the director of a fairly large Air Force

SPO spoke of what he viewed as an ubiquitous trend toward incremental

growth of award fee grades. (Fluctuating grades, he belieged, would

more likely express true performance variation.) He attributed this to

"anchoring effects" brought about by program managers, who hold a "bigger

picture," adjusting upward monitor evaluations they consider too severe.

. W•ether or not, or in exactly what sense, this is a problem isn't really

clear. Carter (1977) and a 1976 study by the NASA Procurement Management

Division both found progressive full-term upward trends for fee awards,

but in a context of strong period-to-pqriod variation, a pattern which

is fully in keeping with expectations from award fee theory. Nevertheless

the phenomenon described by this official does show how pragram officials

seek to compensate for an award fee scheme which fails an overall "validity"

.1.7,
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test and which threatens inequitable treatment of a contractor. Indeed,

such equity-seeking adjustments may not be so much a problem as a

virtue of award fee procedure.

Award Review Boards do the same thing. It is not uncommon for them,

apparently, after seeing a "final" grade, to go back and change factor

weights to yield a "fairer" grade, or to adjust grades to protect

contractor managers who might be unjustly fired if grades fall below,

say, 75. Weighting and grading are, after all, subjective matters of

trial and error. In the end about all that can be asked of them is that

they be simple, reasonable and fair.

The Meanings of Award Fee Grades. Like school grades, award fee "scores"

have meanings (pass-fail, etc.) which vary somewhat with observers and

which affect their responses to them. Some contractors are very sensitive

to award fee scores, others secm to be less so. But, one way or another,

all of them take them into account; and some have their "magical numbers."

Contractors use government award fee evaluations as "report cards" on

their own project managers. For one large contractor, if a score isn't

over 70, "watch out." (Note that it is scores not fees which are at

issue here because the effects of grades "aren't all economics;" there

are quebstLios of business and professional pride involved.)

The effective range of award fee evaluation scores rarely is the

nominal range (cf. Carter. 1977). Instead of 0-100, it may instead be

50- or 75-100. As one program manager said, "whenever the contractor got

a low grade, he sent a team of guys to find out why." Another observed

that, on his program, "a score of 50 might get three levels of management.!I
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fired." Consequently, he won't give grades under 70, as a matter of
S ~64

equity. (Other managers, it may be noted, perceive the award fee

grade as a powerful and convenient, if indirect, lever for accomplishing

changes in contractor management.)

Meanings of grades, as I've said, vary some over different contractors:

for one 85% - A; for another 80% - C. Nevertheless a fairly general norm

seems to exist on the interpretation of award fee "report cards," at

least in the AFSC. One project officer put it well: "70 - low, 80 - ok,

90 - really good." Often, however, the "word picture" doesn't fit that,

as we have seen. Plainly a simple system is needed to which all can

relate.

Color codes for performance levels were introduced partly to get

away from the connotations of numbers; but they have their own problems.

Aside from such "major" questions as whether "Air Force Blue" or "Army

Green" should signify "Excellent" performance, there are some others,

such as the common reactions to "red" as indicative of "disaster." The

problem here is one of eliciting over-reactions because of the conventional

connotations of color. On occasion, too, color codes, such as good - red,

or red - 50% on a 0-100 scale are confusing as well as stimulative of

- 64
S64This perception appears to accord with Air Force contractor rules

of thumb which rather generally "define" "70% as a "fair" return and any-
thing over 75% as good. NASA contractors, however, (and some other
individual firms) I suspect have higher expectations. The matter of
standards for judging award fee outcomes is just not very well specified.
It deserves attention because it is more than a merely "technical" issue.
Egan (1968) suggested that the award fee "motivates" by providing "a
record of evaluated performance" and because of uncertainty about the
consequences of that record." The report card and its interpretation,

I' -from this point of view, then, is basic to the award fee process.

ii !
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over-reaction--maybe stimulative because they are confusing. To deal

with this problem, and others like it, one contractor has developed a

dictionary for translating government terminology into its own

language.

Standardizintg Award Fee Procedures. One way of making grading systems

explicit is by standardizing and formalizing the evaluation process and

the system of symbols used to express its outcomes. This is a problem-

matic undertaking, however, as traditional award fee statements have

recognized (cf. NASA's 1967 CPAF Guide, and DOE's 1978 Guide). The

award tee is intended for use in contracting environments characterized

by ambiguity and novelty. It is properly viewed as a rather loose-fitting

set of strategic constraints on particular contracting and managerial

tactics which, in turn, arc vcry much siluation-specific. It preLe&,

therefore, that award fee plans and procedures will be customized--

tailored to the circumstances of individual acquisition programs--and

dynamic--changing with the shifting nature of those circumstances over

the life of a program. Standardization of award fee design or procedure

must be regarded as a potential threat to the integrity of the method

(cf. also Ulrich, 1975). It Is an idea which fits uncomfortably at best
65

with the award fee concept. In short, proposals for stardardization

6 5 The award fee method is a management process, after all, which, in

its nature, is not reducible to execution "by the numbers." This fact
exposes the dangers inherent in developing detailed manuals for its appli-
cation: they risk counter-productive routinization. The inescapable
reality of the award fee approach is its reliance on manaseria1 Judgment.
It thus requires for its effective use sophisticated managers who are
motivated to manage; which is to say, willing to expose themseilves to
risks of error.
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of award fee practices should be required to offer Justification before

their introduction--to be regarded, as it were, guilty until proven

innocent.

On the other hand, standardization which contributes to the clarity,

efficiency or effectiveness of the award fee process without compromising

its essential flexibility or Judgmental qualities is clearly desirable.

Among other things, it can help simplify the administrative process, which

is good, and free time for ad hoc management tasks that resist programming,

which is crucial.

Communication, Feedback and Contractor Participation in the Evaluation

Process. Commonplace in the award fee literature is heavy emphasis on

the importance of communication in effective program management. Award

fee methodology is conceived as a means of structuring and stimulating

this communication, especially in the form of feedback to the contractor

on government satisfaction with his performance. This stress on communica-

tion seems to be notably less in the Air Force award fee subliterature

than it is elsewhere (in NASA or DOE, for example), although it is present
(cf. Runkle & Schmidt, 1975).

"llu award fee pjetumably encuurages high levels of informal intra-

and interorganizational communication. Of course, it also arranges formal

.- communication structures for purposes of contractor evaluation and fee

"determination. Information inputs to the award fee process are generally

-• sought from a variety of sources, principal among which are the government

program office and the contractor.

$ AFSC practice, we have seen, is variable regarding the forms of

contractor input to the evaluation process, just as it is elsewhere, in

1A%
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fact. It is ordinarily solicited in some way, 'however (via brief ingg,

written self-assessments, etc.). Self-serving though they may be, there

certainly is no reason inherent in the award fee concept to discourage

contractor contribution to the evaluation process. In fact, there are

strong arguments in favor of it (e.g. the clarification of work state-

ments). But the utility of doing it is really an empirical question to

which no clear answer is now available.

The 1978 DOE CPAF Guide devotes a full chapter (Ch. 7) to a

discussion of contractor participation in the award fee process. It

begins with contractor input to award fee planning (starting with the

RFP) and goes on to fee determination. Characterizing its orientation

as a "conference approach," the DOE C-iide relies mainly on frequent in-

formal discussions with the contractor. Formal input to evaluation and

fee determination is mostly optional. Regarding evaluation and fee

determination, the DOE Guide encourages:

(1) review of monitoring plans with the contractor;

(2) regular discussions by the program manager with the contractor

about the latter's performance;

(3) a meeting during the evaluation period of the contractor with

LIL C or a ...w.•--.l ll valuation .cnm.tt.., if such

exists;

(4) formal interim evaluations of contractor performance; and

(5) contractor meetings with the ARB and FDO before the "final

stage" of fee determination plus the possibility of a written

self--evaluation by the contractor.

!¶
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Note that the DOE process envisages discussion between the contractor

and the ARB subsequent to the latter's review of monitor reports (and

other input from government organizations) but rior to fee determination,

which may have the effect, so to say, of making the contractor's voice

the last one heard.

Contrasting rather sharply with the informal emphases of the DOE

"conference approach" is the relative formality of a Navy DDG-47 draft

CPAF Manual. Here the evaluation and fee determination process would

depend heavily on written reports from contractors, even at monitor

levels, along with at least semi-formal contractor briefings to govern-

ment evaluators.

Active concern with communication and contractor input to the

award fee process, while certainly typical, is less than universal. In

the interest of expediting the evaluation process and to discourage

"brochuremanship" certain NASA organizations have eliminated it altogether,

.-. except for comment or appeal after FDO decision. (We have seen that some

Air Force organizations are disposed to do the same thing.) NASA exper-

ience suggests that this may increase contractor discontent with FDO

' - decisions and increase likelihoods of appeal, if such appeals ae possible.

No data seem to be available, however, that would allow a firm judgment

-. _on the consequences of this procedure. Given the apparent dispositions

of some AFSC organizations toward discouraging formal contractor input

to the award fee evaluation process, development of such data might be
advisable.

In any event, written contractor self-evaluations to the ARB (with

or without briefing) prior to its development of evaluation and fee

recommendations is the most coanon means of providing contractor input4'.
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to the award fee process. Less common, but sometimes stoutly defended,

is the strategy, perhaps combined with the one just mentioned, of

furnishing AIRB evaluation summaries to the contractor for comment (and

appeal) to the FDO, before the latter's decision. Plainly this approach

seeks to maximize contractor participation in the award fee process,

66
without necessarily making him a full participant, however. It may

also help delay an already often slow-paced fee determination process.

Award Fee Organization

One of the most controversial issues in award fee organization seems

to be its level. In keeping with DOD Directive 5000.1, current Air Force

policy generally opts for lower-level organization; but a clear tension

exists on the point between, on the one hand, Air Force Headquarters,

which advocates high-level org-ntzatlons, snecifically where the FDO is

at an Air Force Secretarial-level, and the Air Force components, which

prefer delegation of award fee authority to Command or lower levels.

Program size obviously bears on these two positions. High-level

award fee organizations make sense only in major acquisitions (defined

perhaps after DSARC standards). Insistence upon a norm of high-level

award fee organization would obviously have the effect of restricting the

use of award fee to major acquisitions-which some advocates believe should

be true anyway (but which probably accounts in large measure for the

66
Aware fee arrangements exist whereixi contractor personnel are

more or less full-fledged participants in the evaluation process (see
the discussion of avard fee organization that follows).

II
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wider popularity of lower-level fee determination). 
6 7

The argument for high-level award fee organization, which accepts

limitation of award fee application to major acquisitions, is founded on

the thesis that the success of such programs depends on getting the

attention of top contractor management. Presumably getting corporate

VPs to give their attention to a program will ensure their assigning

their "best people" to it and doing other "good things." Establishing

a high-level government award fee organization is a strategy for accom-

plishing this, on the assumption that such an organization will "force"

the contractor to match it, which, on the record, probably is true.

Probably a high-level organization is sensible, too, for very large

programs like AWACS, although some people who have been associated with

that program wouldn't agree. The question, however, is whether it is

desirable to restrict award fee to major acquisitions. a

A major reason why some who favor Secretarial-level FDOs are also

willing to accept limited major system use of award fee is, I think,

because, first of all, they doubt that small programs are suitable for

it, and, second, because they suspect that over-use of award fee contracts

will vitiate their effectiveness as an "attention-getter." How much top

management attention, after all, can be given to how many programs?

7Unsurprisingly, Army and Navy practices mirror those in the Air

SForce. For example, Army Missile Readiness Command Supplement 3-405.5

[ advises use of a relatively low-level award fee organization in which
the FDO is either the Head of the procuring agency or the Director of
Procurement and Production, and the ARB Chair is the project manager.
A recent Navy draft award fee manual followed a similar pattern, but
raised the level a bit to where the ARB Chair was above the immediate*1 "Pproject manager.

I.
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The rationale for the first of these arguments runs to the effect

that statutory profit limitations attenuate the effectiveness of award

fee applications in small programs--"they can't earn enough for it to

count." Not necessarily inconsistent with a view of contractor mottva.-

tion as more than merely nmnetary, the argument simply suggests that

crucial high-level contractor management will not give their attention
68

to low-profit programs.

Furthermore, it is argued, high-level award fee organizations have

the effect of excluding from the award fee organization, proper, and the

actual fee determination process, people who have direct interest in the

program. This is believed to reduice bias and conflict of interest in

the evaluation process. For this reason, a higher-level award fee organ-

ization mar enhance the credibility (to the contractor) of the award fee

evaluation process, and, at the same time, help underscore the importance

the government attaches to any program so administered. As one NASA

official. has put it:

"The contractor's readiness to accept and react to award fee deter-

minations in the constructive manner anticipated by award fee

concapts i depenudeut upon his belief that evaluation procedures

68Actually, among contracLors there is an image of the award fee as"pure" profit which, whatever, its magnitude, to a reasonable minimum,
might counteract this weakness. Byers (1973), in fact, found no relationbetween magnitude of award fee and contractor performance. A study by

the NASA Procurement Management Division (1976) found no clear relation-
ship between size of award fee pool and the contractor's responsiveness.
This study concluded that "some contracts have shown good results with
only a small award fee incentive. In others, particularly the hardware
contracts, good results came only after restructing the award fee pool
to substantially reward the achievement of milestone events." And from
a study done a decade earlier by Booz, Allen and Hamilton (1967), NASAconcluded that "CPAF contracts can deliver tangible benefits irrespective
of...the dollar value of the cuntract."
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are fair, and serve to protect him against arbitrary or

capricious determinations. This includes an award fee deter-

mination made at a level that assures the type of management

attention...the contractor believes consistent with his stake

in that determination. If the contractor does not believe

this is so, then the Government's use of the [award fee] contract

as an effective mrnagement tool may be seriously Jeopardized."

But high-level award fee organizations require the time and attention of

a very limited cast of characters who are otherwise very busy. As a

result, the evaluation and fee determination process may become slow

and cumbersome, at best. Knopf (1977), for instance, argues that a

high-level FDO adds nothing to the award fee process except cost.

Some observers deny a conflict of interest advantage to high-level

organization anyway, pointing out that however the award fee organization

is structured, it is the program manager who wields the greatest influence

- on its outcomes. Moreover, arranging for the FDO to be someone not

associated with the "buy" clearly does not ipso facto require that

person to be an Air Force Secretary. In fact, many who prefer that the

award fee organization be set below Secretarial levels still would establish

it outside the program office; or they would not name a program manager

69

Sas POO, or possibly even as ARB chair.

A secondary argument that has been advanced in favor of Pentagon-level

award fee organization is that it affords top-level government managers a

.leeNASA, in addition, has been disposed to allow contractor appeals
to an installation Dlrez.tor whenever the FDO has been est&bllshed at alower level.
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means of executive review of programs without "going through the

system." Instead they can talk directly with both government program

and contractor people. How important or useful this is, like many other

things, isn't entirely clear.

One thing that does seem clear is that advocates of high-level

award fee organization tend also to be committed to a managerialist

philosophy of program control. Rather than trust in contractual or

other nostrums, they mostly believe in the efficacy of direct effort by

human managers to solve program problems. This viewpoint is consistent

with a stress on putting award fee on management factors; and, interestingly,

high-level award fee organizations seem to be associated with a greater

informality of award fee evaluation. They are "rarely oriented around the

scoring systems seen in lower-level award fee plans."

Managerialist philosophies are not unique to persons who advocate

Secretarial-]evel award fee organization, however. In arguments about

level, the key consideration seems not to be managerialism, per so, but

which humans should be doing the managing, and whose attention they need

to get. Partisans of lower-level organization contend that people nearer

program levels are better inforined about realities of the work; and evalu-

aLions of performance are therefore made by persons who know "what's going

on." In general, the thesis here is that, for effective program impact,

it is the program-level people in the contractor organization who need to

be "motivated." Hence, the award fee organization needs to be set "at V

level where we're working with the c(;ntractor." Indeed, it was -iuggested

by one well-positioned individual that most difficulties in AWAC'S were

I4"___-a

tij T~.....-



133

attributable to the "nature of its award fee organization."

Presumably communication is degraded in a high-level organization, and

suffers more from "po)litics."

Now, there is nothing about a Secrezarial-level FD3/ARB, be it

noted, that requires contractor evaluation by uninformed people. Programs

may introduce intermediat-e-level "evaluation committees," and, in any

70case, task-level monitors are employed in virtually all evaluation plans.

There is no question, however, that high-level organization requires more

orgar.i..ational elaboration that may prove cumbersome.

The ability of top managers to control organizational processes and

outcomes has customarily been much exaggerated. For that reason, among

others, I have argued for establishing the award fee organization at the

lowest feasible level. As a management strategy, the effectiveness of the

award fee may be vttiated by a long chain of command, which impedes communi-

cation and control. Not only is it hard to get the "message" down to the

troops, it is hard to get feedback u_ the chain. Lower-level managers

may tend to withhold information in order to maintain a "good" image of

the program. This fear obviously takes seriously the idea that, in effect,

70 When the award fee organization (FDO and ARB) is established at a
high level, NASA has made use of a "Performance Evaluation Committee" (PEC)
to bring the basic evaluation process closer to working levels. (The
same strategy is recommended in the i978 DOE CPAF Guide.) It seems
likely that in practice any entity such as a PEC will constitute the
effective monitoring and evaluating agency, much aa the program office
does in most of the AFSC trograms reviewed for this study. The PEC-
ARB-FDO arran~ements doee, however, satisfy the perhaps desirable
condition of high-level review of the award fee evaluation process,
without impeding the pace of fee determination.

.t
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the government program manager is evaluating himself along with the

contractor. In short, he/she is evaluating a joint program.

The conflicts of interest implicit in this circumstanre are, of

course, among the reasons for imposing regulations and other system-type

management controls. It is also a solid ground for arguing the merits

of high-level award fee organization as a means of enhancing policy-

level visibility and oversight. On the other hand, the influence of

the program manager over award fee outcomes has already been noted; and

lower-level award fee organization keeps both with that fact and with

the current trend to accord greater recognition to the program manager's

role, and greater discretion in its performance.

Standardizing Award Fee Organization. One way of cutting the Gordian

ýnot Of awaud ifee uLgaiiizailuii-leval, at an obvious cost of flexibility,

is to fix it in advance by establishing a "permanent" one. This, it was

noted, has been done at SAMTEC: and AFSC policy guidance generally has

tended in this direction. The 1978 DOE Guide, too, notes the possibility

of such an arrangement, adding the suggestion that, if it is done, the

permanent ARB be "augmented" for each award fee contract.

Clearly a pe..rmanent a.ard fee organization nimp 0ifics pl"anin. it

may also result in a highly experienced and sophisticated group of award

fee administrators. But the jury still is out on whether this degree of

formalization and centralization is worth the loss of design flexibility

and other costs it entails. The same can be said about some other variable

features of award fee organization to be seen in the AFSC and elsewhere.

t
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Role Differentiation in the Award Fee Organization. Whether or not

the FDO and ARB Chair should lie lodged in the same office/person is a

design choice. Usually this isn't done, but occasionally, in large

programs with high-level award fee organizations, it is (e.g. the AFSC

AWACS program, the NASA Viking Program). The new DOE Guide (1978)

advises against the practice on the ground that the FDO needs to be

"above the persons who are involved directly in performance evaluation"

(p. 2-6BI). Many other acquisition professionals hold the same view.

Their rationale for it has to do mainly with preserving a system of

checks and balances to maintain the integrity (and credibility)'of

evaluation and fee determination. In the absence of empirical contra-

indication it seems a reasonable thing to do. 7 1

Implicit in the foregoing is a general issue of functional differen-

tiation in the award fee evaluation and fee determination process. The

DOE Guide (1978) devotes half a page to this issue (Section 3, p. 2-6BI),

emphasizing that the "functions" specified for performance in an award

S71The Viking award fee organization was an unusual. one which the
A-10 somewhat resembled. In the first place, there were, in effect, two
separate award fee pools. One of these provided for periodic awards
based ont contractor technical and management performance during develop-
ment of the program. The other was a one-time award based on the quantity

t •and quality of the data obtained from the Lander. For the first of these
pools, the Langley Director served as FDO and as Chairman of the ARB,
which had two other members. For the "mission success" award fee, how-
ever, a separate higher-level Board was responsible. An interesting
feature of the Viking award fee plan for the first pool was that there
does not seem to have been an FDO in the usual sense of some individual
acting in that capacity. Insteid the ARB seems to have constituted a
committee cum FDO.

Ii
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fee organization are roles not to be confounded with other roles or

with specific individuals, even though individuals must perform them

and those individuals may occupy other positions. The Guide argues,

for instance, that

"the AFDP [Award Fee Determination Plan, and contract [should]

not specify that the Contracting Officer is the FDO, or that

the FDO is the Contracting Officer. While one person may

represent both functions, each is discrete from the other

and requires separate and definable actions during the period

of contractor performance" (p. 2-6BI).

This Guide also urges that performance monitors (and any other evaluators)

"1"maintain a clear distinction between their regular functional responsi-

bilities and those tiequired of them as members of the CPAF administration

team" (p. 2-6Bl). Partly this functional differentiation is in the

interest of avoiding unintended communications to the contractor implying

changes in contract scope or what not. But it is also intended co high-

light the special responsibilities of functionaries in the award fee

organization, who, as in any other matrix management structure, have

other responsibilities as well.

Keeping with Its concerns for differentiating award fee evaluation

roles from those otherwise performed by the evaluators, the DOE Guide

devotes considerable space to discussing procedures for preparing monitors

for their award fee-specific duties. in addition, to briefing and in-

doctrination, the DOE Guide advises elaboration of the award fee organi-

zation "whenever a relatively large number of PMs [Performance Monitors)

Ti _
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are necessary" (p. 2-6B4). "Function Monitors" are proposed for this

role. They would consolidate findings of PMs 7 2 for presentation to the

ARB (or any intermediate evaluation committee); but they would also,

and more importantly, "provide centralized direction to the various PMs."

In other words, Function Monitors control the Performance Monitors,

presumably to regulate their differentiated performance specifically

as award fee evaluators. (Use of this two-level monitoring arrangement

was noted in certain AFSC award fee programs.)

Another structural variation on award fee organization was proposed

in the 1967 NASA CPAF Guide. Using a single set of monitors, it involves

establishment of separate evaluation "teams," one, under the Program

Manager, to assess contractor technical performance, and one, under the

Contracting Officer, to handle "business" performance. No instance of

this mode of award fee organization was noted in the AFSC programs
"selected for this study. A somewhat similar organizational plan was

envisaged, however, in a recent Navy draft CPAF Manual, In it, monitors

would be divided into Technical, Cost, Schedule, and Management Teams,

plus sub-teams relating to specific evaluation factors. The fact is

that, excepL in small uncomplicated award fee programs, functional
differentiations such as this probably develop informally, especially

L -- when multiple monitors are assigned as reliability checks to particular

evaluation factors, as the NASA award fee Guide (1967), for one, recommends.

7 2 The DOE Guide recommends that the PEE (ARE) Chairman notify the
contractor of PM assignments.

I
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Conttractor and Program Manager Role!; In the A,4ard Fee Organization. Two

other award fee organizational matters warrant discussion: contractor

representation ol the ARB, and the relation of the goveinment program

manager to the ARB. Whether a contractor representative might be

seated on the ARE or not is to be distinguished from the idea of using

another contractor as "consultant" to the ARB (as MITRE personnel some-

times are used at ESD). It is also to be distinguished from the broader

issue of contractor input to the ARB, although, plainly, putting a

contractor representative on the Board is one way of assuring input.

No instance of this was observed in the AFSC programs studied here; nor

is any actually known to me elsewhere. The idea is advanced, however,

in a Navy draft award fee manual. In this model, a representative of

the contractor would participate with the ARB in its deliberations on

program matters, except, of course, when fee recommendations are under

consIderation. This notion takes seriously, if perhaps only be impli-

cation, the concept of joint government-contractor management which is

:aeic to the award fee method. Whether or not it is, in effect, a

limiting case of the concept in application, or extends that model too

far, is an interesting question for debate.

Turning to theeyogram manager, we have noted that, in the AFSC at

-.ny iate, the program manager was sometimes, but not normally a literal

73A recent masters thesis by Jenkins (1979) suggests that the Navy
AEGIS program included the contractor general. manager in its award fee

evaluation board meeting where he was, in fact, given a vote.

I'I
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member of the award fee organization. Apparently in some Army organ-

izations he more often is a member (cf. U.S. Army Missile Readiness

Command ASPR Supl. 3-405.5). Generally speaking, an award fee organ-

ization which defines the program manager/office as a semi-separate

external source of input to the award fee evaluation and fee determina-

Stion structures is probably "cleaner" than one that organizatiýnally

Incorporates the program manager. Certainly it is more in keeping

with ideas of avoiding conflicts of interest and preserving role differ-

entiation in the larger award fee/program management process. When a

program is small, however, strict adherence to this elaborated organiza-

tional form may be counterproductive. In such cases, establishing the

nrogram (or proje,- managr a tair results in a leaner less expen-

sive organization and is probably sound practice. One then would expect
to see the ARB function directly and intimately in the contractor

performance monitoring and evaluation process. The Board, in effect,

would be coincident with the principal program managewent team (monitors,

etc.), augmented perhaps by others (PCO, etc.).

The Fee Determination Plan

4 iWe have noted the tradition, clearly present in the AFSC, of setting

CPAF base fees at about 2-3%. Generally in the Air Force this is looked

upon as a return to the contractor chiefly to cover unallowable costs.

The 1978 DOE Guide strikes a different posture toward the base fee, saying

it is "designed to compensate the contractor for factors such as risk,

investment, and the nature of the work..." (p. 2-1A3), and that it consti-

tutes compensation for "minimum acceptable" performance. The Guide

accordingly counsels taking a vaiiety of things into account when setting

;7ý7
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base fee, such as contractor past performance, task complexity, etc.

NASA award fee policy has been similar.

It was noted earlier, and here again, that DOE award fee guidance

provides for award fee payments to contractors performing below "standard,"

or at least at levels no better than "satisfactory." Some NASA programs

do this too, as, apparently do some in the Army and Navy; and, as we

have seen, so have some AFSC programs. On the whole, however, DOE seems

to be more accepting than AFSC of fee awards for "minimum acceptable"

performance, allowing as much as 50% of total fee for this level of

performance. In reality this CPAF structure seems to move close to at

least partial conversion of CPAF to CPFF.

The truth is, however, that on this count comparisons of practices,

even between organizations within the AFSC, are difficult. Variable

grading practices render excessively inexact the definition of "satis-

factory" or "standard" or "minimum acceptable" contractor performance.

Whether or not standardization of this definition is a subject for

research, it is definitely a subject for policy considezation. Resolution

of the issue is not likely to be easy, however, because, definitional

ambiguities notwithstanding, difference in attitude plainly exist

throughout the Air Force (and ocher federal agencies) as to general

f criteria of equitable payment to contractors.
7 4

Can Contractors Earn Maximum Fee? Related to the issue of equity is a

• 747 4 Carter (1977) reports finding a negative correlation between

award fee payments and magnitude of fixed (base) fee, and concludes
that Increases in fixed fee may act as a dis-incentive for the award
fee.

tp Ii
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psoblem nowhere addressed in AFSC award fee policy: viz, the problem

of designing award fee evaluation and fee determination plans that

75actually allow the contractor to earn maximum fee. The DOE Guide

(1978) addresses the issue explicitly in its discussion of fee determin-

ation plans (which unfortunately it confounds with evaluation plans).

In planning, it urges attention to the attainability of the highest

performance levels envisaged by the plan. I and others (e.g. Carter,

1977), have observed that award fee plans often are suCn as to make

earning the full potential fee, if not technically impossible, then

effectively infeasible.

This is rarely, if ever, deliberate, of course. Partly it is a

:tiuiL of the "schedules" used for transforming evaluation "points" into

fee; and partly it is a more inmnediate consequence of how evaluations

are made. Realism in setting evaluation standards and expectations,

together with a willingness in evaluation to take into account both the

level of performancc aikd the conditions under which it is attained, would

doubtless enhance equity and perhaps make it more possible for contractors

to earn fec over thc e r. notinral range. To be sure, it could also

work differently by denying contractors reward for fortuitous outcomes;

SI but then equity is for both sides, isn't it?

75Some observers believe contractors already seem to be getting
C nearly all available award fee. Actually the record indicates that to
'* the contrary contractors are receiving distinctly less than the total

possible award fee. AFSC data on this were reported earlier; and Carter
(1977) has reported mean awards of 83 + 6% for DARCOM award fee contracts,
with the notation of a tendency toward lower awards among new contracts
Fees in any case have tended to be "modest" (Stucker, 1970).

I -
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In the matter of converting points into fees: most award fee

schedules typically assign amounts (fractions) of fee in constant ratios

to given numbers of evaluation pointt. For example, the DOE Guide

allocates 2.5% of award fee for each performance point above 60. Any

sensible allocation rule could be used for this purpose. This one, and

other simple linear schemes like it, is not necessarily sensible, however.

As another illustration of this, the DOD Space Transportation Payload

"Integration contract (F04701-77-C-0183) arranges an approximately linear

payout of .09% of award fee for each evaluation point from zero through

88 (i.e., from "above average" through "very good"). From 89 through 100

points, the rate of fee payout shifts to .083% per point. Now, the

rationale (if any) for this shift is unknown; but, if it truly is desired

that the contractor perform at an "excellent" level, and if it is assumed

that this is harder to do than performing at a "very good" level (and,

of course, assuming that the award fee influences performance), then the

payout formula is irrational: increments to performance which are more

difficult to make are rewarded with smaller amounts of fee.

Actually this is true as well of the effective payout formula for

performance through the range 0-88. Assuming that improvement of perfor-

mtance over this range becomes progressively more difficult, then, on the

linear plan, the relative reward effectively diminishes through the range.

On the other hand, if one assumes that the marginal utilities to the

government of increments to contractor performance decrease over the

range from zero to 100, or at least 89-100, then the observed payout

scheme appears more rational, provided that the empirical value of fee

in ratio to performance resembles estimates of those marginal utilities.

.i
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Elsewhere (1971) I have pointed out, as has Carter (1977), that if

one is genuinely interested in maximum performance, one must recognize

that ordinarily, as it is approached, increments to quality become progres-

sively harder to accomplish. Given that this is true, then, a "sensible"

evaluation/fee conversion plan would increase the ratio of fee to

performance points (or, equivalently, vary the system of awarding points)

to progressively increase rates of fee award at higher levels of

performance. But, in fact, one is not often interested in maximum

performance, even if one could define it (maybe especially if one could

define it). Rather, one is usually interested in "good" or "high"

performance levels, but not necessarily a maximum one. In these cases,

instead of making fee proportional to effort (as the DOE Guide, for

example, advises), an allocation of fee units to performance units aligned

with estimates of the marginal utility to the government of increases in

contractor performance would be "sensible." In any case, constanr-ratto

award fee pay-out schemes are rarely likely to be "sensible."

Other means of making maximum fee attainable exist. One of these

"requires rolling-over unearned fee from earlier to later periods, or j

F accumulating it for possible '" and-make-up," as one commentator dubbed

if it, program-end award (in whole or part). AFSC policy, of course, opposes

- this tactic, although it has been done there. The Army apparently

dislikes the idea, too, but other agencies are friendlier to it, especially

* NASA. The DOE Guide goes no further than saying fee will normally not

be carried over. NASA's Viking program had a discretionary carry-over

'I iprovision applicable during the course of the program. In addition, it

- provided that any remaining unawLrded fee would "inure to the lander

mission award fee," which was a scjparate pool.

I .. .7.. |flI'r • c ,
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There is no simple answer to questions on the desirability of this

practice, but, on its face, it is not inconsistent with sound acquisition

strategy. Ad hoc considerations of equity (fairness) could conceivably

benefit from carry-forward arrangements for fee, a variety of which are

possible, as, for that matter, could acquisition strategy. This being

so, a somewhat permissive policy on the practice is arpuably desirable.

It can be said, however, that this by rights is a two-way street.

In the words of one NASA official: "The CPAF approach involves the exer-

cise of educated judgments...and to the extent these judgments are exer-

cised while performance is in progress, and on the basis of information

then available, there exists a certain risk that subsequent events may

prove them wrong." Clearly this fact is consistent, on one side, with

the idea of carrying unearned fee forward with the possibility of awarding

it later, even retrospectively, if events justify it; but, it would also

justify taking awarded fee away, if that were justified, again even retro-

spectively. Thus, one might be led to argue a course where fee awards,

except the last, are "provisional" and subject to upward or downward

"adjustment as subsequent events indicate, something NASA has done, if

ionly wvithin award periods.

On the face of it this seems a cumbersome procedure fraught with

all the programs of hindsight and high potential for conflict. Possibly

a simpler solution is one that simply exploits the flexibility of the

award fee. Period-to-period planning might just allocate fee variously

to evaluation factors and periodH of speelal importaince to a program.

. Plans, then, depending on the wisdom of their authors, might or might

not include provision for carrying over previously unearned fee to later

periods or to a program-end "mission success" decision (a la Viking).
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How best to allocate fee o9 er evaluation periods is another un-

settled point of award fee technique. The AFSC, we know, inclines to-

ward late- ai; opposed to early-loading. In addition to what I suspect

is simple faith in "carrot" concepts of incentive motivation, this reflects

one judgment on the distribution of "important" program stages and events--

late ones, in this model, are more important than early ones. Other

models are possible. Arguments from a developmental perspective could

justify a loading pattern exactly opposite to the AFSC preference. The

point, however, is that period-to-period fee allocations represent judg-

ments on both the relative importance of program stages and how to con-

centrate attention and effort on those stages.

Since practice on the point is highly variable, one may infer that

these judgments have been equally variable. One hopes this is so because

the circumstances of individual programs are different and fee allocations

are well-adapted to those differences, but we have no way of knowing if

this is true; maybe it just reflects different people's preferences. I

think we do know, however, that a single one-best rula for fee-loading

as often as not is apt to be situationally inappropriate. Circumstances

-vary, why shouldn't fee allocation?

I, A number of practical considerations may make the AFSC late-loading

- model sometimes unwise or unfair or both. For one thing, it poses a

major problem for evaluation methodology if and when early "errors" are

cumulative in their impact. An untempered late-loading fee arrangement

may then have the devastating unintended consequence of attenuatingA l contractor motivation. If his fate was sealed early-on, instead of the

S - heroic efforts high later fee potentials are expected to produce, the

contractor may just lose interest, especially if, as seems often true,

-- he orients to fee "lost" as well as gained. There is reason to suspect

-
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that this waa a problem in the E-3A progiam, where it served at least

to attenuate contractor responsiveness to the award fee. Another diffi-

culty with incrementally graduated practices is that evaluatior may

suffer (or cause the contractor to suffer) from inconsistencies of

practice as a consequence of near-inevitable and often extensive turn-

over of personnel in government organizations. This whole issue of

period-by-period fee aliocation is clearly a matter for further govern-

ment policy review.

Appeal of FDO Decisions. There seems to have been little consideration

given to it elsewhere, but NASA, which has traditionally emphasized

matters of equity and credibility in award fee determination, provided

in its 1967 Guide for appeal of FDO decisions whenever the FDO was lower

than the Center Director level. This idea has been controversial and

actual NASA practice has been variable across its Centers. Overall,

NASA policy tends to encourage eliciting contractor agreement before

-stablishing award fee plans which set the FDO at relatively low levels

(i.e., below Center Director); but it tends to discourage appeals of FDO

decisions to higher management levels, except in cases where the FDO also

chairs the ARB. NASA also discourages changing the level of the FDO during

che life of a contract, but does not restrict the ability to make such

changes.

Weighting Evaluation Factors. Most award fee users, for better or worse,

follow the practice of weighting evaluation factors. Like the AFSC, the

Army Missile Readiness Command ASaR Supplement, and most o0bers, counsels

against informing the contractor of exact weights, but it is often done.

An AFLC property management test contract (no. FO9603-77-A-0591) at Warner-

Robins ARB illustrates it.

4 . . ,. . ..
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At least one NASA organization has avoided weightings altogether;

and NASA policy generally has emphasized the relative nature of weightings

(importart, unimportant, etc.) instead of ascribing absolute quantitative

precision to, say, percentage weights, as sometimes seems to be done in

the AFSC.

The same NASA organization which discouraged weighting award fee

evaluation factors is also unusual in not employing the award fee as a

reward-only device. Instead it has used an upward--downward adjustment

approach, which is in the spirit at least of some current AFSC sentiment.

Apart from the scoring procedures on which fee determination is

grounded there are a few other issues that deserve further airing. One

of these issues has to do with statutory (DAR) limitation of fees payable

to contractors. Complaints have been heard to the effect that these

limitations inhibit wider applicacion of award fee strategies. Part of

the difficulty is attributable to considering award fee application as

if CPAF formats, where fee restrictions obtain, were the only ones

possible. By and large, however, the general sentiment among those

displeased with the narrow fee ranges permissable for award fee use has

been simply that more discretion is in order to enable creative applica-

tion of the concept. "If it's good," argued one procurement policy

official, "why not open it up? Why only 10% for non-R&D?"

Award Fee Pass-Through. Contractors in some way passing fee awards through

to personnel within their or'ganizations, if not universal, is known to

happen--perhaps as bonuses to aelected managers, or awards to key

- 76"performers, or just award fee parties, when results are good. The

76
At a 1978 lndustry/SAMSO ConferenLce and Workshop on Mission

- Assuranca the McDolnnell--Douglas (Huntington Beach) Director of Contract:;,
Patrick McGinnis, mentioned an arraihgement on an "off-site" contract
in which all personnel Ohared 60% of the earned award fee.
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desirability of pans-through is debated. First of all, it may be pointed

out that it depends on who "you're trying to mot rate." If it is top

contractor management, pass-through becomes a non-issue. Second, there

is a question of how much difference it makes anyway. For example, one

experienced procurement official claimed "pass-through does,:'t count,"

and offered the argument in support of his position that "guys making

$50,000 don't care about another 5% salary as much as they want other

perquisites like rugs on their office floor--which they often get, if

they're solid performers."

Be this as it may, sentiment in the award fee community seems to he

that some form of pass-through is desirable, on grounds of justice if

not motivation. Whether this should become a matter of policy, however,

is quite another matter. I have suggested that one feature of award fee

theory in contrast with the motivational model of mechanical incentives,

is that it leaves motivation of contractor personnel to contractor

management. Admittedly a joint management model for system acquisition

makes the motivatiou of contractor personnel a legitimate interest of

government managers, too. Still, in the interest of avoiding micro-

management, work overload, and the like, it does seem a sound division

oF labor, as well as a way of underscoring organizational separateness,

I •, for contractor and government managers to manage and motivate their own

people.

A rather different problem about fee has to do with its credibility.

For example, administrative lapses have resulted, on occasiou, in failures

within programs to commit funding for the award fee. This, and other

*' happenings like it, delays payment, and, to the degree that timely pay-

- ment counts, attenuates the potency of the method.

a!- . f r. - -
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Finally on the subject of fee: reacting to General Slay's stress

on contractor accountability and his wishes that contractors be rewarded

when they're good and punished when they're bad, workers in the field

- are seeking ways of devising "negative" award fees. One strategy, already

noted, would simply take away provisionally awarded fee on the basis of

subsequent evaluations. Another is to employ zero-baser for the award

fee, presumably on the belief that submarginal performance would then

earn no fee at all and thereby result in loss because of unallowed costs.

Thus, via the award fee, one may "zero-out" a cuntractor without constraint

from a "disputes clause."

The most widely favored "negative incentive" idea, however, is the

use of raliability improvement warranties (RIWs), probably because of

General Slay's affection for them. Now, strictlý speaking, RIWs have

little to do with award fee strategy, except Inscfat ats blth are 4mpli:-ztad

in a more general acquis:ticn stratagy (cf. Knepshield, 1976). The tact

f ;~ - that RIWs are looked upon as attractive w.gative incentive inn'votions,

however, says something about the states-of.-mind with which ewaro fee

is approach by m.ny in the AFSC.

Conceptionb and lV•rcetions of the &ward Fee

Attitudi! Loward the award fee in the AFSC, although favorable iii

- thW main, vary from enthusiastic advocacy to outright hostility. Where-

- as rIxme see thc sLubjecA. viox o the award fee as a disabling def.ct, and

dtslike it tot that reason, others view this same subjectivity as a4 major virtue, which, if anythiog, is too often compromised in Air Fo.ce

award fee applications. Still, uthers Just accept the award fee because

-- there is no alreunative whenv V i't if.



In addition to its subjectivity, other features of the award fee,

too, get mixed reviews from its users. Flexibility, an award fee hall-

mark, is sometimes perceived to override discipline, or to result in

government officers exploiting contractors to develop "personal services

fiefdoms." Administrative burdens necessary to implementation of the

award fhe are viewed as excessive by some observers. The "bonus concept"

basic to the award fee is now and then looked upon as (a) inappropriate,

because in the first place, "we pay a good price, and should get what we

pay for," and, in the second place, because there should be "negative"

incentives to balance the positive ones; or (b) ineffective because "in-

centives," subjective or objective, can't affect contractor performance.

And, if the award fee succeeds in capturing and directing contractor

management attention, as apparently it does, there are those who believe

77
it too often directs it improperly by sending the wrong signals.

Most of these complaints are recognizable as management problems

which are independent jf the award fee per se. The key question, then,

is whether the award fee helps resolve them or worsens them, or is

irrelevant to them. Most award fee enthusiasts vote for the first of

these alternatives. They regularly mingle their catalogs of its virtues

(accommodating uncertainty, stimulating communication, eliciting contrac-

tor responsiveness to government directi ,n, through-the-line involvement

in the acquisition process and high-level people "in the loop" on both

sides, etc.) with commentary on ways in which the method helps discipline

the program management process on both sides. Administration of an award

7 7Actually it is a bit surprising that so few conplaints were voiced
about this. One would anticipate that in any "informal" setting with high
rates of communication, "static" from all those informal messages would at

least make differentiations between "signal and noise" problemmatic.

A ____ -
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fee contract, they suggest, requires of a 51?0 nothing that "s7ouldn't he

done anyway for good management;" but, tý-y are cenviaceu, at ]ea-t )bolle

of these things would not be done, ic would not by done as cacefully, It

the absence of the constraining discip~ines of the awatd fee.

Certain observers are distinc-ly unhappy with award fee admninistr.atlon

in the Air Force. Mostly they tceplain of four th1.ua•, too man-y futile

attempts at quantification, too much av4idaace ,f subjcctiýity in evalu-

ations, excessive fragmentation and overmeasurement of evaluativn factors,

and too frequent employment of the method as a iearan c r ,,--b'Ing rthbe.

than rewarding contractors.

Now, it does seem clear enough that many users o2 the award fee

look on it more as a stick than a carrot, and are fond of It mainly for

its utility as a way of penali.ing contractor:s for rnistak'-s. It is also

clear eynough thaL an "objectificatioa" o.as is widespread in the ,AYSC.

As one program nmager noted in soaething of an understatemext: 'We

probably don't operate as subectivtly as the original framers may have

S• irttended." A division-leve! procurement off,•cial who agreed witl, thiE-

view did so by way of explaining that the award fee of today is not the

w- ard fee of the '60s becauie today fee is awarded "Just f- doing the-

I • job, not for excel lece."

- Thus, in addition to sl"pl~y "good" or "bad," conceptions and

perceptions of the award fee can be sorted in a variety of interesting

ways. One of them, however, is bauic: namely, whether tbo award fee is

- looked upon priar as a means ef cz2, pn:Lng i contrsct2orp er_=rkbnce

"I.1 or as a framework for _por.-Spm mnage•mentt. The two viewpoints are easily

- discrIminable by the simple expedient of notIng the relktiv, einphasis

,: given to the award fee ar, an "i-ncentive" or as a "report card." TheI

V F!

YX



"Ireport card" view stresses information flow, capturing contractor

management attention at corporate or program levels, depending on one's

beliefs abeut where program success is determined, disciplining pregram

control functions, and ensuring ample latitude for human management, if

only to "compen,;atL for poor plans."

The "compensation" view, on the other hand, tends to embed award

fee methodology !ýn au adversary orientation to joint program management

anrt t6 use the award fee as a "stick" to coerce contractor compliance

with goverrenent directions. Those who hold this view are not indifferent

to questions of equity in evaluation and payment; but they see it best

served by objectifictation of criteria and detailed measurement of

performence.

Commitment to one as compared to the other of these basic conceptual-

izations of the -.ward fee has important implications for practice. One

FDO-level individual, for example, a "compensation" partisan who never-

theless rsgazd.; award fee as a "good device, if well thought out and

nelectively applied," argued vigorously against using it for overall

2 rosram evaluation, and actively dislikes "putting award fee on manage-

ment." Another FDO-level individual, with a "report card" perspective,

strongly favored use of award fee to assess program outcomes, including,

he noted, costs of ownership. In the eyes of many others similarly

disposed, award fee 1;houid only be used in acquisitions where management

¾ issues arc decisive.

S, •ort card" and "comnensation" concepts of the award fee are trans-

letable to what I bave otherwise termed "managerialist" and "contractualist"

orientationa. It seems to be true that the managerialist view of award

fee is predominant at higher Air Force levels and the contractualist view

at lower l.evels, although nothing like unanimity exists either place.

tI:
1[ . _ _ __ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _
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Given these different outlooks it will not be surprising to learn that

quite different impressions of the status of award fee contracting exist

today in the AFSC.

Sttus of the Award Fee Method

An early award fee theoretician, Gordon Rule, argued that limitations

on the use of award fee were essentially only matters of willingness to

use it. Award fee was, in his view, a universal alternative to any other

contract form and not just an alternative to CPIF or CPFF.78

Most contemporary views on the status of the award fee, especially

in the Air Force, even when they are favorable (as they often are), are

- less expansive than Rule's. Still, one oftens hears complaints that

"we're not getting the mileage we should from it." Sometimes this is

attributed to excessive administrative burden or to some other procedural

issues,79 but most often it is not very clear why "mileage" is so low.

So vague are the proferred explanations, in fact, that one is tempted to
! -

S& conclude that the problem Is simply the failure of award fee to be a

panacea.

Be that as it may, practitioners do commonly feel a need to "stream-

line" award fee administration in the interest of getting better mileage
from it. As one program manager said: "CPAF is a monster"--but, short of

personal service contracts, "there is nothing better." As a generality,

then award fee seems to be seen as worth its costs--as providing a "good

* 
7 8personal communication

79
7 9One estimate of award fee burden for a moderate--size NASA program

in 1971 was $50,000/yr. Total administration effort was broken down as"evaluation labor" (3455 hr/yr) and "debriefing labor" (1020 hr/yr'r. This

is rather greater than an estimate by a Systems Command program manager
of effort equal to approximately one full-time equivalent person for a
large Air Force program. Burden is probably relatively insensitive to
program size, although one would expect more paper to flow as program

* complexity increases, or hierarchy grows, or formalization increases.

* wmwmea .swa& ,.~...in4 ".i -
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systematic basis for performance review, and helping make the contractor

aware of a need to perform well."

An often-expressed difficulty with award fee administration, however,

is that everyone has to do it as a sideline. This observation plainly

implies a conception of award fee as a contractual overlay on program

management proper, rather than as an integral part of it. The integration

of award fee administration into program management is thus incomplete,

even among protagonists of the method.

Perceptions of Policy Regarding Award Fee Use. Queried on the status of

the award fee approach, generally, as well as in the Air Force and

Systems Command, the persons I interviewed gave answers ranging all the

way from "it's out" (because of General Slay's emphasis on fixed price

contracting) to "we are enthusiastic about it." Signals on the subject

were mixed at all levels in the Air Force, while in other organizations,

like the Army and NASA, award fee now seems to stand more unambiguously

a3 a well-accepted approach to acquisition.

Interestingly, however, the reasons for the apparent uncertainty

regarding the award fee are not the same everywhere in the Air Force.

At "field levels" it seems to relate mainly to two issues: (1) uncertainty

regarding the import in AFSC of General Slay's stress on fixed price

contracting and commercial practices, which are seen as incompatible with

the award fee; and (2) personal dislike of the award fee strategy, especially

8 0 0ne project officer went so far as to say that he espe,:ially
liked the award fee because it "took the pressure off the contractor
to worry about costs--he can concentrate on technical matters."

I
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the subjectivity of its evaluations. At higher levels of the Air

Force, on the other hand, award fee apparently is thought currently to

be "on the decline" mainly because of a different more organizational set

of circumstances. As one interviewee put it: "reorganization in the

Air Force has expanded Secretarial-level spans of control to where the

-- ward fee process has become infeasible--the people wbo need to be just

can't be closely enough involved to make it successful." Also, in the

contemporary Pentagon there is said to be a lessened interest at

-. Secretarial levels in "business" considerations--they do not wish to

be involved in these matters and hence acquiesce in tendencies to lower

jthe level of award fee to the field.

These circumstances tend to interrelate, of course. Certainly itI has been true that award fee organization, in the Air Force and else-

where, has tended to be set at lower organization levels (DOD Directive

5000.1 encourages it). Nor have there been any large award fee programs

of late, perhaps partly because of Secretarial disinclinations to involve-

ment, although perhaps, too, because, as one Air Force official speculated,

program offices are avoiding the award fee as a means of avoiding Pentagon-

level reviews. And, of course, swings of managerial styles and procedural

fads do exist in all organizations.

"* If -General Slay's posture toward the acquisition process In general and

the award fee in particular is plainly important, as much in how it is

viewed (which is highly variable) as in what it actually is. Regarding

the latter he appears to favor award fee application in development efforts] , seeming to advocate its introduction for particular purposes in non-cost

.-- contracts; and he appears to favor CPAF contracts as work moves closer

,. . . . . .. . . .. --
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to research. On the whole, his conceptual emphases on profit-for-

performance, planning, accountability, and program discipline seem

harmonious with award fee methodology, although there are some problems

on other counts, which we'll consider later.

At any rate, it seems likely that current uncertainty on the status

of award fee relates in the first instance to how the method itself is

understood. Several high-level Air Force officials expressed the

belief that award fee, as technique, was not well-understood "in the

field," nor do people there understand "what we're trying to do." Better

education of Air Force personnel on award fee philosophy may then continue

to be an essential unachieved precondition to effective use of the award

fee method. But, even given clarity on the nature of award fee concepts,

there remain questions on how well those concepts square with a given -.

policy environment.

AcOuisition Strategy

By strategy here is meant a set of concepts defining some rather

broad goals for any acquisition togcther with general methodologies for

achieving them. Contemporary DOD aspirations for reducing program life

cycle costs, with special emphasis on costs of ownership, illustrates

strategic concepts, as do the ideas advanccd by 01M Circular A-109 and

DSARC doctrine. In the AFSC, however, the dominant straLegic doctrinc

is associated with its Commander's Polic3 Letter No. 22--the so-called

"Slay Initiatives." A good part of all activity in the AFSC acquisition

community (both procurement and technical branches) represents striving

to interpret and appropriately apply this strategic doctrine to concrete

*1 buys.

W'IS.. .•.•+/ •"•e+•""9;:•"" /. . ' " "i
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The essence of the "Slay Initiatives" is captured by the General's

insistence upon conducting future Air Force acquisition more in keeping

with what he considers "commercial practices."'81 He admonishes

contractors to treat the Air Force "like your commercial customers,"

and cease tryirg to do "business as usual" with Air Force customers.

Achievement of these large objectives plainly places responsibilities

on Air Force personnel to behave in harmony with the strategic doctrine--

in short, to behave as much like commercial customers as possible.

To that end General Slay offers guidance in the shape of some thirteen

"initiatives." These initiatives touch a number of bases, from planning

and baselining through forms of contracting to ways of increasing compe-

tition and budgeting. But the "commercial practices" theme Is basic,

along with its implied presumption of essential similarity of government

and commercial "marketplaces."

Some observers question the acceptability of the General's premise,

saying that commercial practices do not depend upon a statutory base the

/' way federal acquisition does. Socioeconomic objectives are integral

features of government acquisition strategy, for the Air Force as for

any 'ac fctca dartmtnt, ha LLL Sets titew apart from the commercial

world.

I ~ Other observers argue that the General knows full well that commercial

and government acquisition environments are not the same. What he wants

is accountability and discipline on both sides of the joint acquisition

K 81
ThIs idea was also featured in remarks by the Director cf the

Office of Federal Procurement Policy, Leslie Fettig, at the Seventh

-Annual DOD/FAI Acquisition Symposium, Hershey, PA, 1978.

k IY
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relationship. Care is to be taken, he believes, to maximize budgetary

returns; and consequences of actions should count--for or against.

General Slay exaggerates, perhaps deliberately just to make his

point, the observance by business of "commercial practices"--among them-

selves they tend to rely on standard lists of suppliers rather than on

competition, for example, and informal "noncontractual" considerations

are prominent in business dealings. Moreover, those in the acquisition

community who maintain that "fixed-price or no, there's no way we'll go

back to arms-length procurement" surely are correct. The system is a

joint management system which, in fact, Slay recognizes, too, by calling

its problems "mutual". Still, it is a system, like others, where control

is relevant and disciplined management appropriate.

',7c-rnmcn t-Con tractor Re....'o---

Among technical people in government there are strong latent preferences

for an arsenal system of acquisition. One individual interviewed by me in

a previous study in fact described the extant system as a "free enterprise

arsenal" which was chosen mainly for "political" (meaning ideological)

reasons. This informant further described the "free enterprise arsenal"

as a conscious decision to be "inefficient" (because of d•-,lication of

management, and other things) in order to achieve ideological ends.

Others, however, argue that the free enterprise arsenal exists

because the government quite simply lackt- the capability to cDerate a

S!wholly self-contained acqul.•!tlon system (cf. G-rant, 1978). Tr has in-

adequate technical, managerial, and material resources to do it; and,

aqyway, it is too thoroughly bureaucratized and organizationally rigid

P .
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as a result. Furthermore, the extant system is thought to facilitate

spin-off of military-sponsored technical development to civilian applica-

tion better than a simple arsenal would. In any case, runs this argument,

we are committed now to the free enterprise arsenal, and the costs of

change are probably unacceptable.

However they choose sides on the arsenal issue, few observers lack

awareness of the problems of the "contract state" and the balancing acts

it requires. The problem of regulating relationships in the joint

management environment of the free enterprise arsenal is a perpetually

troubling one which demands constant attention. A large part of the

problem here can be described as real and potential control loss by

the government relative to the public interest. This, of iourse, is t-

essential basis of concern about such enduring cross-sector networks as

the "military-industrial complex."

The careers of government contract officers and program managers

depend heavily on the success of the programs with which they are

associated. Fears arise, therefore, that as they stay with these

- programs, these officials may tend to become overly Identified wtth them

and seek to guarantee program success or at least lack of failure. In

Sdoing this they may become enmeshed with contractor organizations in

* , ways that vitiate whatever formal or nominal power they may have as

4• agents of the government. The movement of military officers into

f positions with defense contractors is, of course, a msjor reason for

crediting these fears.

These "relationship problems" are of particular concern to those who11 -favor an adversary relationship in government-industry contracting. The

C - ---
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classic marketplace where competition reigns supreme is their model;

preserving and exploiting it where it exists, and simulating it whore

it doesn't is their goal. Management systems and regulatory measuies

which, on the one hand, increase the visibility of contractor operations,

and, on the other hand, limit discretion in then, are the devices for

achieving the goal of market preservation and/or construction. Demands

for information, absorption of uncertainty, and, careful policy direction

of operations are correlates of these fundamentally political efforts.

And they give rise to much wishful thinking about procurement strategies

(e.g. TPP) and contractualist gambits (e.g. mechanical incentives) that

hopefully will magically remove uncertainty from the acquisition environ-

ment, and, together with control agencies like DSARC and watchdogs of the

"public interest" like the GAO, preserve the balance of power in the free

enterprise arsenal.

There can be little doubt that tendencies toward ,uower equalization

arn strong there. Each side has interests which overlap, albeit different

ones, in different degree, at different times. Cross-sector coalitions

emerge from these overlapping distributions of interests. Trade associ-

ations illustrate the phenomenon rather nicely.

Trade associations, such as the Aerospace Industries Association,

National Security Industrial Association, and Electronics Industry Asso-

ciation, in addition to their nominal role as obvious represenlatives of

industry interests, do other less obvious things as well. They serve as

forums within which much Indirect (as well as direct) communication can

occur between government "buyers" and private "sellers." In the process,

many -f the basic terms and conditions of their contractual and general

institutional relations are "negotiated."
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Trade associations, like other combinations, serve more itnanediate

power equalization functions by confronting government agencies with potent

coalitions of industrial firms. Coalitici-:msking, however, is not

limited Lo this. Cross-sector coalitions may form as between parttcu•inI

industry and government organi.zations to advance their overlapping

inteiests vis-a-vis the Congress, the public, etc. The m.Jltary depart-

ments nave traditionally maintained close relationships with industrial

trade associations.

Ironically, efforts to control the relationship between contractor

and government via regulatory and visibility enha.cing mechanisms have

somewhat the effect of blurring auy separation of the parties. Regulation

is, in simple fact, inharmonious with the uutJ..ut uof independent agencies

acting independently at arms--lengrth coo'dinated strictly by the iWuersonal

forces of the marketplace. Furthanaore, as more determined efforts are

made by government agencies to gain visibility (absorb uncertainty) in

corntractor opert.iona--by getting more and better information from tbŽm--

-- r- "vicious circle" is established: contractorn become motivated to

become less candtd and cotoperatIvC. and .re insistent upon. conatract

formal '.zatior4 to protect their proprietary "rig.,ts" as private parties,,

, os We have spoker. of General SJay's ideas that relationships between

* 4c-oaotractors and their government customers shc ald be structured in accord

with "coiunercial -ractices," which I take to mean essentially market

relations. In keeping with chis aotion, one may note in DOD a renewal* iI
of emphasis cai arms-length dealings---fived price contracting and compe-

- titive procurement. At the same time, however, one may note coet.tadictory

-- tendencies to speak in terrs of a government-cont'actor 4;cqui,:ition
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"community" having "mutual" problems; and we earlier noted contrary

observations such as "fixed-price or no, we will never go back to arms-

length relations."

The same essential ambivalence is evident in the conversations of

individuals in the acquisition community. Heavy stress is placed there

on contractor "responsiveness" and, simultaneously, concern is voiced

over "relationship problems." Trust is viewed as important to the govern-

ment-coftractor relationship; but a question lingers about how close and

informal--how trusting--this relationship can legitimately be. Cordial,

but "business-like, arms-length" dealings are looked upon a, magical

remedies for the government-contractor relationship dilemma. Like the

"golden rule" and other aphorisms they are vague and elusive rostrums,

wishful thinking, in fact--but wishful thinking that has mightily in-

Cfluenced federal quests for contractual and other system management

devices, like mechanical incentives, which would transfoim the problem

from a social-managerial to a "merely" technical one and thereby make

, it "disappear."

The acquisition system, however, is escapably a joint ene, a

publicriyate collaboration. As on- former Secretarial-level official

put it, "a free enterprise system with practical limitations." Whether

undertaken for ideological reasons or simply to exploit resources con-

centrated outside the public actor, the -rlce of this difficult relation-

ship is that it must be continuouslZ managed.

Managing it can be difficult and there will naturally he failures,

abuses even, of the implicit trust involved. Contracting oBF;eers

commonly feel program-to--prog.ran relationships get too close. Contractor

4

I-
F - . - - - - . - - - . --- _-
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responsiveness is sometimes excessive, with certain unhappy consequences.

In a jotit enterprise, it always is difficult to decide whose efforts

huve been decisive to its outcomes; and a vexing question may arise

about how far it is appropriate to go in preserving a productive

liaison. If it is "unhealthy for major contractors to lose heavily"

-" .-- does that mearv that steps taust be taken to ensure them against those

risks? And if it doez1 how is it to be done? By guaranteeing profit

on a contract-by-contract basis? By "bailing out" failed businesses

after--the-facc:? By government people working to support program oper-

ations, supplementing or improvidg deficient contractor behavior? Or

what? Govd questions. No simple answars.

In the award fee environment these. nuestions and the issues from

which thsay arise have a particular force. Too friendly or hostile a

relalti'nshlp between contractor and goveri.mint can generate evaluation

biases ihat way iwp&ir tr.e validity of the award fee process (cf. Knopf,

1977). Where. responsiveness is over-stressed, the contractor ceases to

"be an independent partner. In extreme iastances, as sometimes in GOCO

settings, contrsctor enuployees act more like, and perceive themselves

- ,more like, govcrnz.ent employees with little loyalty to the contractor

firm. In fract, of course, it is typically true in these contexts that

a change of contractor means little more than replacenent of a few

managerc and maybe a new overhead pool. In joint management environ-

ments there is the problem as well of evaluators being, in effect, to-

workers, and, so to speak, of evaluating tnemselves, although most

observers involved -ith the process discount the importance of these

,I problems. And, too, ins e collaboration, grade inflation mýy result,
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from government project personnel not wishing to "make the contractor

mad." By the same token, a contractor may find it hard to complain

about an evalu: ion ox fee award and, at the same time, avoid seewing

to take an adversary posture.

But these, like issues of cu:itractor "personality" or individual

management styles, are general problems of management. They take on

special qualities and new dimensions in joint public-private enterprise

and are plainer in award fec environments, not because they are pculiai

to the award fee, but because the method eacourage3 (compels ?) confront-

ation of management issues on a conti•nu•ous bests.

Managerialist ThinkLina he DOD. Not uciformly, to be sure, but the

flavor of much control- aa; discipin(-relateJ thinking in.' the Pentagon

today seems at least broadly consisten! with this thesis. It explicitly

acknowledges the operation of "extracontractual motivations" rand orients

mainly toward rnoncuntractual menas of acri-:ving acquisition groalti (e.g.

RIWs, program -Iilesc-ones, terminations, etc.). "Good contracts won't

save poor programe,' and "Lhe conly good contract is one that won't get

in the way," are sturprisingly widespread ""ianagerialist" seutiments.

They go hand-in-glove with new recognition of tlhe cruc1 .al role of the

program manager--of "hnnds on" management, instead of management by

remote control--and the need for mere disci-etiot, (yet more discipJine ?)

at program levels, as well as the idea that "eaquisition strategy is a

concept not a formula or a concrete plan."

There actually seems to be considerabia sympathy in today's Air

Force for an image of pelicy-irkingp dc.stica'lv differeht from traditional

bureaucratic notions. ot top-down strategic planning. What might be

*1
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called a percol"tor modt --r.visages nolicy/strategy aa a resultant

from representat:.ons and ýpretaitions of activirt>es at lower levels

"percolating" upward. A 'tag to the percolator model, routine

operational decisien-mak ; critically important for all strategic

aid tactical a3pects of ecquisition plannin.g and management recause ot

- •ch tendency of evaryday decigic,ns to constrain the future, one. way

or another. Once ý.perationsl decisions are made and events scc' tlrain,

h program becomes comanitted to coirses of action that deter-tin, other

V decisions, Irrespectivi. of the pr:efereocas of htgh-ievel ,olicy n.kers,

who then can .nly rashiou strategies ii the abstract or as acromt,.dat .ons

Z)3 circumstantial realities. Decentralization is Cfne rather obv us

iaahmgerial implicatiu.i of the percolator mod,']..

There is, of course, a chronic tension between cent.ailziiag kor

bureaucratizink) r.d lacentralizi,,g (ce-hure.ucretizing) trends in large

organizations. Atcouitability is hard to square with discretion, yet

innovation a,&d problem solving are hard to square with standardized

routines and specified role charters. Ironically, at the t:ame time that

wi thin itself the DOD 3eeks to dinixnish xicerowTanagemont from above,

ac,:ounLability aspirarions stimulate it. PUBS and zero-base budgeting

are not without bureaicratizitg effects; and micromanagement irom

Congressional staffs and GAO are relative-.y new developments. A-t any

rate, consideration of the conceptual frame of current DOD acquisiric.n

strategy clearly lead again to the importanc-e of mannagement aL the level

of program lin t emeutation.
.1

"'rogram Management and Capabilities Por It In the DOD

Ironically perh'mps, while sentlmeni_ in favor of decentrali:-:ed ptoE'am

i,
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uanagt:,re ax-ruts In DOD, there also is a lot of uncerta~inty thl-rc about

y1
toe abiJi;y to manage of those who would do it, Skill deficiencies are

aggravated by ephemeral managerial fads and swings of policy, and one

may perceive. maiv management systems as efforts to compensate for the

real or inv.igined deficienciez- of human managers. Program mauagers (PMs)

I'
in the Air Force are encouraged to develop dutailed management plans,

including, when relevant, award fee p-irns, ar early ar pos:sible in the

life of & program. Their drafts are reviewed ac headquarters by expert3,

business strategy panels, and "murder boards," as well as by .holr

commanders. In adulition to prov;ding higher-level control of lowc-r-]teelv

operations, thLse proetdures--rtgardlr.g which images of "wac gams ," Tray

be invoked--try, to "balance vested intter •s' "' I programs. Bet, they ;rC'

alsc frankly seen as a discipline and a training grovcnd for PMs.

In this context which stresses the importance -of vigorous. progxar.

manegement, but where uncertaintr exists about capabilities for it, award

fee, metdology, can bo looed un s hejful discipline or program

management. Good award fee admni'.stration is thus_$_odpopaw ,nnajat3et

and, presumuhly,•_ice versa.

Contractor Motivation. Of course, just what good award fee ýitditnistraticxu

consists of is subject to specification. One uni ersal inpediment to this

Specification, hoevever is ivrsdequate under;Ctanding of contractor mottvaLio-'.

Most active participants In the acqui,0ition community undercan(d t-bat

contractor motivat ten "isn't all economics;." And most of thenn •'• under-

stand that contract .Ur motivations aret many. SomL of then' ti,;t(.and, too,

that it ii-; there[ore difficult, if not impos,-ible, to write im-tivattonal

contracts -- uxtracontractual influences are too many, too strong, anol too
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resistant to control (cf. Hunt, 19711). Unfortunately, what few actors

in the acquisition community seem to understand is that the award fee

is not a form of motivational contract in the explicit sense of

classical incentive c-rntracts. The idea of award fee as a manage ..

tool interlinked with othcer techniques of progran rwnagemenL is not yet

well-rooted, despite relatively extensive ust. of the mtethod.

The Question of Guidance on Award Fee Use

Problems if guidance for using the award fee in Air Force (and other)

acquisitions is today less a problem. of pro:edure than of concept.

Organizations which are relitive neophyte users of the award fee amly find

a "cookbook" like the 1978 DOE Guide useful; but the aweid fee doesn't

lend itself to boiler platie clauses, and, anyway, in many agencies the

award fee has settle-i In as a reasonably familiar techniquce for the

use of which detzile~d procedural guidance is no longer needed. As oneý

NASA offi.cial co3unnented, fnr instauce, "we have got along without

[a new award fee guide) for seven or eight years, which probably indicates

we don't really need one,"

Fut.ixervsre, detailed 'rocedural guidance probably is arguably

undesirable on the ground that it tends to defeat t'e flexibility of the

a.ethod. DOE policy, for example, is to hold rules and regulations on the

award fee to a minimum in order to encourage experimeatation, thus ]eaving

procedural details to the "f(,Žld." (DOE's new Guide may, however,

strndardicc. its procedares more thaz it anticipates or wishes.)

We have seen ttudeuc ic toward itandardizao.on of award fee procedure

in the i,FSC, particularly In SAMSO. To be sure, there is no clear evidence
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that these tendencies have been counterproductive. Nevertheless, they

warrant a skeptical eye. Diversity of award fee procedure is not, by

definition, unhealthy. On the contrary it is more probably adaptive.

To eliminate it simply for the sake of s.o.p. (as, apparently, at SAMTEC)

is, I think, an error. And, it is an error which stems from a misunder-

standing of the award fee concept. Hence, better education on the concept:;

and objectives of the award fee, in relation to federal acquisition poliy'

and program management, is what the field needs, not som," more bow-to-

do-it guidance (cf. also DeJong, 1978).

The DAR set certain constraints on the use of award fee contracts,

but their number is rather small and their stringency not severe. In

fact, the general tenor of the ASPR/DAR is to encourage imagination in

Susiag the award fee for r.yctem acquisition.

Air Force policies on the uses and purposes of the award fee seem both

clearer and simpler at higher than at lower levels. High-level Air Force

policy (cf. Hq. USAF/CAP, 16 March 1977) emphasizes the usefulness of

award fee contracting whenever management is the "decisive factor in

performance." Here the award fee Is conceived in relatively uncomplicated

terms whirh envisage evaluations; more as devices for directing management

at:tention to government concerns than as routines for compensating the

contractor, although they are that, too, of course.

Whereas higher Air Force levels stress the general utility of award

ffee as a management tool, at lower levels it is more often vi.ý,wed simply

as a special-purpose contract type--in fact, a less-prefer-,-d substitute

for "objective" incentives. This attitude is encouraged by the tradi-

"tiona! al.L.Lough nisguidcd practice of defining thc" award fee as a form

I'
. ..... .. . .. = J . -n.- .• -, -.. . . .. !
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of iictenti-e intCrmecdi.t( ,CLWOeI1 CPFF and CU1'].

Unsatisi- corlcompreliu;aion of the essencial naturle of award fee

a, IuisitlnA techniques, together with easy to understand ret±uc-ance at

wor~ing levels -L exercise risky judgments, probably accountr. fon '.he

:act thaft tew any genuinely adventuresoin ai)ptications or the award

are to be found in thte SV2? Ct Command--if our sampln-j. oF- thea hera

iha., been a relial]L guide.

N

Sumnmary and Conclusions

T'his commentary has served to identify several issues deserving of

.iur.ier or both policy ruvitw and research. Briefly, they are these:

(I) Away(. fee evaluation and gradinz norms and practices in the

tkit aLe complicated. hard to understand, and excessively variable. They

need to be simplified, clarified, and made to show somewhat more common-

ality, especia.liy within program offices. Policy review of and guidance

onl these matters should consist not of preserlptions for detailed scoring

systems, but ,, -i3rc standards which every system, whatever its particulars,

is expected Lc :iAsty. These molyic standards should encompass: a.

.eleetjon of . :ormanct facuor.s; B. ciiteija for assessment; c. methods

or r.eas1irement, d. j)rLViStonfs for wt-ightintg performance factors (or advice

I a gainst it) ".ad e. guidance rtriarding the definition of minimum acceptable

1 'erformanc& evels. j

(2) , :ernative method:, of providing contractor input to award fee

11.:,nnin_• evaluation warrant careful policy review and probably

:mi - ric, al uat ion.

'I 7;



170

(3) The effects on award fee processes of different organization

levels needs study to the end of providing better guidance on the subject

that is consistent with aspirations for decentralized decision-making and

also for policy-level program oversight.

(4) It rarely is possible for contractors to earn maximum award

fe__e. All aspects of this issue need careful policy review. Consideration

should be given to: a. relaxing prohibitions against carrying unearned

fee forward to later evaluation periods; and b. employing a "satisficing"

model for fee pay-out that would align pay-out with the utilit.ties of

performance change for the government.

(5) Policies on allocating portions of the award fee pool by period

$ need review in order to encourage greater discretion and tailoring of

allocation plans to the circumstances of particular acquisitions.

(6) There is considerable uncertainty both about award fee objectivos

and Air Force policy regardirg them, These matters warrant policy review

and programs to clarify Air Force policy :egarding the award fee and its

use.

(7) Guidance on award ice concepts is needed more than it is on

procedures in order to encourage imaginative application of award fee

nmanageriat strategies to new acqliititon pro,`-lems in fact, with some

.odest revision, the December 1977 "Guide to Award Fee" produced by

"q. AFSC/PMPS could continue to serve well as an orientation document.

Award fee contracting in the AFSC needs to remedy three major general

detects and confront certain clhoices. The first defect is Li.it AFSC award

fee evaluation , ins show clear signs of becoming egregiously overelaborate.

Simplicity rules of thumb are routinely violated by excessively large

*1 '
S: .,, ,• "t

""
1"• w t;m w -"

4
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ht~l,'I'.'1 •5V:PIL"t : azLors and compl•-x scor1ih ntt,eods, which rvfl

their us'ers frequently cannot understand.

The second defcct is related to the first one. It is this: awa'xJ

fee planning and admlnintration in the AFSC both suffer from nijectiusi

biases wOuch bavt! unfortunate consequencecF, First, iwn, mcqt c .,,i.: ,

they subvert the intoendod role of the award fee as a mtsn of Effecting

subjictive evaluations of contractor performance. Second, they rt,-si

£ damping the cormiunication essential to constructive removal of eq,,.vo-

cality from necessarily ambiguous work statements. And, third, they tcend

to decrease the ability of government managers to control the prograwsg

for which they are responsible.

In addition to governing complexity and objectification biases, AFS2

award fce contracting suffers ,f-um a third MaJuU problem: bureaucrati-

zation. SANFEC's standardized ARB is the clearest expression of this,

but there are geaeralized tendencies in the same direction throughout

the AFSC. The danger from. standardization or bureaucratization is not

$ "the simple fact of it, but the ways it inhibits flexibility and discretion

- in environments (like R&D) where flexibility and discretion are essential¼
tn oiflertixro mnanagement.

"" o H-nce, the first choicepoint: there is need now to orient (or re-
orient) award fee contracting policy in the AFSC to the basic trinity:

s 'implicity, subjectivity, and flexibility. Training probably would be

L the soundest way of doing this. Further development of award foe

contracting niniluals probably would be the poorest way of doing It. Most ,

it not all, procedural questions are likely to work themselves out in a

t.framework of sophisticated award fec application. nEluce, thue training

which is needed is not so much In the procedural details of the award fee,

it
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which are familiar anyway, as it is in its basic concepts and strategic

objectives, and especially its facilitative functions for program manage-

ment in the "free enterprise arsenal." And so, a second choicepoint.

Most of the real problems of award fee practice come to rest at the

program level, where in large measure they translate to management

strategies and tactics. A capability for sophisticated program manage-

mnt is surely decisive for effective system acquisition. This, however,

implies as a fundamental precondition cultivation of nanagerialist

rather than contractualist acquisition strategies, an orientation to

which the Air Force is not yet clearly cotmnited.

Partly this is a matter of policy, with respect to which there are

now in the Air Force internal disharmonies as well as inconstancies

between policy and operational environments. Whether or not to accept

a joint managemenL model of system acquisition as valid in the United ,

States and to follow its methodological implications--via award fee

techniques and otherwise--is, then, a final most critical choicepoint.

.1.



•min

173

V

CONTRACTOR RESPONSES TO AWARD FEE

Sunaary at Findings

Reported here are results of in-depth interviews %,`th a small sample

of AFSC contractor personnel on the eff-cts of award fee methods of system

acquisition. A total of 16 individuals (mainly program managers and staff)

representing 9 ASD, ESD, and SAMSO programs were interviewed on topics

described in the appendix to this chapter ("Questions for Contractors").

Interviews ranged in length from about one and one-half to about two and

one-half hours, and were conducted as discussions of the "Questions for

Contractors" rather than as standard survey interviews. On several occa-

sions, two or three representatives of a contractor organization partici-

pated together in the discussions, which regularly included reviews of

contractor-supplied documents relevant to the subjects of discussion.

All quotations in the following pages are without attribution, in

keeping with agreements concluded in advance with each person interviewed.

Most interviewees represented AFSC programs studied for other parts of this

overall award fee review, but certain others were added in order to broaden

the total scope of contractor experience with award fee contracting. Tliý

result is that the information provided below, while best considered tenta-

tive because of sample limitations, is derived from a group of contractor

representatives who are well-experienced with award fee contracts in a

0 variety of aplplicaticem.

"] (1) What are thit Effects of Award Fee on Organizational Structures and

"Staffing Pat terns?

I • It would seem from responses to this question that thc fr•ndamt'ntal

f.-fect ot tiLe awaid fev oen contractor organization and/or personnel is

- induttion of a highly responsive attitude--responsive, that i, to direction
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'I 1e "0 r loI'l OII' to. be(1ing est'iv iti ai; coot','' biut award fee provisions

none thelest- appear 0o vi'hiincc( it.

The fact of on-going award fee evalutation seem.- to be at least impli-

cit ifly omnipresent in the rout too re lat tonsOi phe tweon q cont ract- I 0 81( the

A i.e Force SPO--"liho Air Vore'' folk,, are al ways ti-ling you altotit. H10'awi

fi-t2 and thlisf or 0chit plirm you .otild get if von dlid more Of ti-i vs orthati.-

or, f rom tan trIter coin trae t or x-: 11t n d i~ I-forert It enoi ams is, "We ,v ,h1ad ý ;t~ -:a¶

to the of tort tiý' t itf you tioti do) his 'i1 nMtV itt-w an1 utfl~ L 31t t onvolt auraldi

feoe.'" As a roan]l t olI such ''a Lno -ypliti is'' cont rac t Ž rs ?%reTr ojilyI "pukt h'ný:vv

stress on being re~sponsive arid avoidlng argnrne'its.'

SO S tron0g I ue itheSO dispositions, in fact, tha-t. njore titan one

C~t~t iL-UL It-U L l~t-CO iiruspeom-ivoioso ±n erder to rcm:' in v twin en

scope. ' or avoid be tug cat:t. * s imple t"'--s-v,' whtichl, i t 1- telred

woulld xooetin'ni to tii, ri=.sk of ion tiug the ''respect" oi tile gir pu ertunmelll

counterparts. Re iLC I I 0$;Ia t'aV-d'iu i-, eat-.31 alt. i nun-e ase in

cenitrail i -rat Loo of tY- ccl-~t..ul- 1 1 t-ý :,'-. o~ffict itncd efforts '0 IreduCe0 t1e

.... ..<1i ,.l----------- ---- .--- . - -- -c .1,111 -O

-act u ttittd lc Inl~ tlal Ž§umkl.tllwnxiyr. Emph'Is is in placed

o- 'j ( I I- uep ersoa s 0Ta K i .s Al' 13 it yt t -- along, wit.ii the goveornrotto p tograTii

wanager Is 'appa'e i t s, Ira 01,~~l Jii reronitrato:t at' re'tentiorn

of contrac tor progi.w airar-age' . he same -one- iderat ionc; a.)1-1 , throughout

ihe conitractor ou~~ri Iliat i ot, Wiure sruing-rar S LtC erion ly b1 r Lefed on tire

esseottial 5 ot awardI fo20 l'biLI.k" s'i A 't :i on "tire importance of tIL

relat10101'i}' arte uoeI-fV.r's--'r-ctp:a - tb-at titer, e nrC lets (If
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customer people around, and, even though it is hard to do it, try to keep

them happy."

Most contractor people deny any significant impact of award fee

provirions on either the structures or operational properties of their

program organizations. "We organize to do tue job, not on the basis of

a contract type" is a typical argument. Contractor program offices

normally "orient (structurally) to the government's work breakdown" and

"mirror" the form of the government program otfice," and they obviously

make some modest adjustments to reflect organizationally the performance

82
areas selected for emphasis by the government award fee plan.

Most contractors working under an award fee provision evidently do

some planning in relation to it. Rare, however, is the contractor which

goes so far as to develop its own full-fledged counterpart award fee plan

against which to work. Equally rare, apparently, is the contractor which

attempts anything resembling literal simulations of award fee evaluation

- : in order to gauge program progress. Planning tends to the informal just

i .as cross-program relationships tend to be personalized. Reactive rather
' than proactive seems to be the planning stance of most contractor organiza-

I - tions, which is not surprising in view of their basically responsive

program life-styles.

With respect to the standing of their programs within their parent

firms, contractor people are inclined to downplay any special effects of the

* I-

82S8For example, a contractor working under an award fee plan which
included "system effectiveness" as an evaluation factor, structured a
"system effectiveness office" within its program organization.

IF-
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award fee. After- say i :, t'si s, onocv r pil' Tpl p1o t am maages- Uenot on to

adm~it thait workinTg under ans award [cc did aqt ti-actl a lot Of'intru

from! c sowliere in the cui-poral ion as to "ho(-w we're, doing,.' IeIt al so

al lowLd listi lic was, sub~ject to u 'i -' uent t adits." 11 ie found~ -it har d to

say how mluch lnol-e of ten than 1o01-ma,1 I h uitswe i_-c b* he ii

they wore moci f roqtien It-c iliacuz of the ''tens iotn genctroied 1h* Urh

prof itab illity of the-ý p iugratin depent~i ug ,;k inch oi anl awn rtl fto

Awr rd foet evaluatioils ,, ;o scrve zus: r'lt CaoiaLft l

which 1; ,_igtt c out at-tr, iiaiag4"ru'ist g~los tigr t' h pr og am an n' 7 ci ia

porformnance---"compai 05acmaefctei voti and ('tliet(toiinid

and outside die firmi) and i t obvi)usly a lforts' VOrimge

At tie same t inc, i L ,ptwtra, Ostat award f. ' prowlsi:.ins; oftein give

- contractor 1Itrosxam rmrnn;-i:a extiri lrvrraLy withi thei r own managemnent and

jutl: reason an i Li LV Lo C0cIFhiA0d tanvcr' ;eoireo's.. W'W Te( a pro iIt making

-ocgan 7-atin," none P'M poit'' ed ontit, "and 11;. .v,-tr null e get t ig perforniance-

*':'I in" oi vanl tat Lons; I can use the atwar6 fee as a cult.'

1'mv is Lous for-n, pit)"n t sutw r fee. ti-rolj,%ý the c oftr.ictn orai Jton

arc, highly Valr tab] e. Most]y , 4iis 14i. V Sh Ce'nt ti ther not to 0 xist at all

or else' to ho in''xpliciti re la iv, et award foe. SomeL I ih-ms Ji x-c parties
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individual program manager's personal performance, the overall performance

of the program, and the difficulty of the task. But, even so, the PM

will get a bonus ot not based on overall performance, not just the award

fee.

With regard to award fee burden, two varieties were recognized-

administrative and emotional. Most contractors consider the award fee

to impose special administrative burdens. Mostly they speak of these

burdens in terms of added paperwork which they think would be less

-- without the award fee (but which, in any event:, they also tend not to

consider a major factor).

Quite different was a fairly widespread reaction to award fee as

imposing emotional burdens in the form of "evaluation anxiety" and a

sense of "overload" ccnsequent upou having to find time for award fee

administration at the expf-.o.e of other duties. Evaluation anxiety seemed

at times to reach the proportions of a kind of "award fee paranoia"--

a pervading sense of being continuously vulnerable to the passing whims

of powerful others.

- ,(2) What Infonnation is Given Contractors on Government Award Fee Plans?

On the whole contractors seem to feel well-informed on the essentials

of the award fee plans under which they work. Briefings, memoranda,

S-- opportunities to comment on proposed evaluation factors, and, especially,

--- various informal means of communications apparently make most contractors

comfortable with their understanding of award fee plans. They, of course,

seek as much information as they can get and, hence, though they occasion-

i ally are surprised by the results of their ratings, thr.y know pretty well

on what those ratings are based.

i.
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Mostly, too, contractors know who will b,-n .valc__anp tihm (if they

are not told officially, they soon find out); and they know when evalua-

tions are made, although not necessarily just when monitors make the task-

level judgments that are input to the ARB evaluation process. The

actual processes by which they are evaluated remain rather more mysterious

to them, houever, But none of these mysteries appear to be matters of

real concern in the contractor community.

On the other hand, contractors do complain of evaluation "slippage."

As one of them commented, "the time to do evaluations is shorc and the

pressure of other responsibilities on the evaluators is heavy." As a

result, evaluations sometimes are not done in a timely way by the SPO,

where it "may not be the first thing in their minds." Obviously, if

evaluatic -lip schedule, so may fee determinations.

(3) Do Contractors Contribute Input to Anard Fee Evaluat ions? .

In most cases contractors, if they wish, are able to make some form

of self-evaluative input to ARB/FDO deliberations. The form and degree

of detail of thiv input is aariable, as is the confidence with which

contractors believe the Air Force wants it or takes it seriously. Many

contractors report having been actively discouraged from offering formal

assessments, whether via hard-copy or briefings, although a few believe

their Air Force program offices "like it" and they plan to continue doing

¶ it. Other contractors have shifted away from formal presentations to

"informal input," sometimes exclusively at the engineer level: and many

of those which continue formal reports (usually descriptiorte )f "strong

points deserving award fee recognition" ar a simple "compendium of inci-

dents and accomplishments") do it largely on the off-chance that it might

be influential and because "you have to do something."

-- ~~~~~~~~~ ow----- -- - - -- -'T7i' 9
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(4) What Feedback is Civen Contractors on their Award Fee Evaluations?

Feedback to contractors on Air Force evaluations of their performance

is extensive and goes well beyond a simple letter from the FDO advising

of fee award. Some contractors report receiving essentially the same

briefing from the SPO as did the ARB/FDO; and, in any case, a "complete

-- rundown" of award fee evaluations is evidently normal.

In addition to period-end feedback, contractors ordinarily receive

interim evaluations which identify and review weaknesses needful of

_ remedy, and which sometimes require explicit responses from them on their

plans for improvement. By and large contractors report a "good dialogue"

between theirs and the Air Force program office. As a result feedback

to them on performance is essentially continuous although mainly informal.

(5) Do Contractors Understand the Award Fee Process?

Save for some uncertainties inherent in the award fee process, con-

tractors as a rule appear to feel they understand its basic goals and

procedures. They are, of course, often unclear about specific program

objectives, but the award fee method itself seems to hold no major

mysteries for them (they work hard at assuring that it won't).

r Allthough coajIUiUdiIdItig of award fee methodology, contraq.tors are

uncomfortable with its subjectlvity, which they sometimes feel leaves

! i - their fate depending on "how the evaluator feels that day." Yet, they

seem to be "reasonably satisfied with the outcomes" of these subjective

critiques.

(6) How Does Award Fee Affect Organizational Processes?

Nearly all contractrrs report high raLces of formal and informal commun-

4l -- ication within their own organizations and with the Air Force program

t~amI I I I~a InI I I IaI IaIaI IeI
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office. They are not persuaded, howevet, that these high rates have

much to do with the award fee, ter se. Instead, they tend to feel the

very nature of the work normally contracted under award fee provisions

"in itself requires close liaison with the customer." Nevertheless, they

agree that their generally "responsive posture" tends to guarantee inter-

change, albeit that they also sometimes fear that "the award fee Impede.-s

communication because people are disposed to hold back unpleasantness."

The report card feature of award fee evaluations seems to act as

an important attention directing mechanism. Apparently both program and

corporate managers are alert to it--"it causes management to be much more

attuned to 'image' issues, and it sharpens your sensors." People in

contractor program offices regularly report having the award fee evalua-

tion factors continuously "in the back of their minds where they steadily

influence what they pay attention to."

The evaluation anxiety which is a common by-product of this continuous

awareness carries a risk of inducing over-responsiveness, which, however,

may be more a management than an award fee failure--"the trick is to attend

to the evaluation criteria [but at the same time] make sure not to bend

things all out of shape because of the award fee."

Program, decision-making thus "tends to center around considerations

associated with the award fee evaluation and evaluation factors, in parti-

cular, decisions tend to be evaluated for their quality in supplying

corrective actions for deficiencies identified in our o,-n reif-evaluations

or by the government." In addition to making decisions will, a careful

eye on their impact or. the award fee, contractors often report "spending

a lot of time pre-conditioning the customer about decisions that are coming

"-AM
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so they won't come as a surprise and be unhappily icceived."

Award fee uncertainties present some problems for contractor financial

planning. Nevertheless, most contractors reported somehow trying to in-

corporate award fee prospects into their financial plans. Some did not,

however, preferring instead to regard the award fee as "gravy" or, if it

was received, as being in the nature of a "windfall." The formality with

"which contractors made efforts to estimate award fee earnings and incorporate

them into financial plans seemed quite vr.riable. Sometimes it was part of

a personal (HBO, or similar) plan for the PM; sometimes it was part of a

more comprehensive corporate-level financial plan; sometimes it wasn't

clear what it was.

Some administrative problems appear to exist for planning-oriented

firms. Uncertainty of the award fee, especially when base fee is relatively

low and award fee a large proportion of the total, apparently encourages

contractors to "let the award fee float." As one PM said, "we don't

integrate it into our financial plan. If we get it, that's great; if not,

it doesn't make any difference to the plan. It's 'pure' profit." Whfien

projections are integrated into a plan, they seemingly tend to be subjective

- "guesstimates" heavily dependent on past experience with both the award

fee and the particular customer.
I,

(7) What Are the Effects of Award Fee on Pr,-gram Outcomes?

There are several contractor viewpoints on this subject. They range

from beliefs that award fee provisions have little effect on their programs

to the cpposite. One set of respondents took the position that they saw

"no particular effect of the award fee on program quality." "IL doesn't

- help the program manager," they claimed, "because he can't affect the

I.[
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subjective vote of the government program office-" Thuese people, also

complained that the award fee "prevents you from planning .zhead because

knowledge of the award fee evaluation always hangs over your head and

inhibits innovation, discretion, and what have you." Somewhat in the

same vein, another contractor speculated that the ceilings on burden ratets

his firm had set in their proposal probably had a greater efLect on th,

"end result" than any award fee.

Another contractor view runs to the effect that the award ft" "do' sn't

do all that much" because award fee programs usually con.tit(te only a

small portion of total company sales. Consequently, they can't "shake

up the company." Unless the program is very large and the amount of

profit big, "it just won't capture any greater corporate attention"

whether it is under award fee or something else. So at least from that

perspective, the award fee neither helps nor hurts a program.

Quite different are the views of other contractor PMi wh) arc:

personally enthusiastic about the award fee. One of them who "really

likes the award fee" maintains that "we're truly incentivized--it keeps

us healthy, keeps us going," Another felt it enhanced communication and

helped foster a kind of galvanizing "mission identification" within his

1'tugta.a. (Of course, he also made use of tle-tacks, stickers on ID badges,

• -posters, and other devices to foster this mission identification, together

with a heavy "people-oriented" emphasis on "informal hands-on" ma igement.)

Many contractors haven't made up their minds about the aw.ard fee,

however, or qualify their Judgnlwnts oIL it. One of them, foT ,xample,

"guessed" thac "all-in-all the aiord fee had helped [his] program" by

encouraging scrivings for quality work. People become more oriented to

K' their potential individual effectr" on the award fee, be thought. Still,

F - - - . ...



183

this PM wa-;Ii't stire If this had any true impact: ••n program outcomes,

or would be any different under fixed price contracts. However this

may be, the consensus view of award fee impact among contractor PMs

seemed to be that it "certainly does force responsiveness, if that is

what the custom2r wants."

(8) Is Award Fee Used in Subcontracting?

Subcontractors sharing in a prime's award fee is not unknown; but

"neither is it frequent. The use of award fee in subcontracting is rare

and, from all reports, probably doesn't exist when the matter is wholly

discretionary with the prime contractor.

One contractor which reported having considered using award fee for

subcontractors hasn't done so because "we have been afraid of it--our

sub needs to appeer independent." (In this case the subcontractor functions

essentially as a third-party evaluator.) Another contractor, which has

never used award fee for subcontracting, did report once trying an

incentive on a subcontract. But the "whole thing was such a mess" they

say they are not now disposed to use techniques other than fixed price

for subcontracts. This probably is the predominant sentiment on the subject.

1 " (9) What Are Some Strengths and Weaknesses of Award Fee Methods of Acqu_-

sition?

- The primary weakness of the. award fee from a contractor standpoint

I seems to be the perceived "vulnerability" of the contractor under it.

"It takes an astute, level-headed government program manager to keep from

killing the contractor," said one PM. And another, in the same vein,if
stated that "one problem is that it is arbitrary--monitors can kill you

on some insignificant thing." Still, as noted, most contractor informants

n..
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judged the system as fair in practice. In this they appreciate "modula-

tion from higher up" (than monitors, that is), saying that "fortunately

there have been enough high-level checks and balances" to control. personal

83
biases and other possible abuses.

Apart front this general matter of vulnerability, sooa specific

issues also s;eem t: trouble contiactoys. One is the probl:-i oi "evalua-

tion redundancies" that arises when numeroas evaluation factors atrc usied.

"We get knocked in the head multiple times for the same thtng.." For

example, a problem with performance may lead to a problem with schedule

which leads to a problem with cost, and the contractor gets "dinged" in

all areas. This obviously is a problem both of the numbcr of factors and

of their lack of independence.

Many contractors would like to see the award fee plan a subject of

negotiation- That way, they believe, the gvcrnmcnt wo Id hax-e U l

for what "we think is important," and the parancters of thb program could

become clearer. As It is now, "we can't know what in particular they're

after and car only guess."

Turnover of perrsonnel in government program offices also is a major

concern of contractors which has implications for the effectiveness of the

award fee process. Lack of program management "continuity," they fear,

results in impaired perception and memory of program proccsscs and loss

aof the "total program perspective" that comes from continueJ involvement

witI ItL. This is especially problemnmatic in 'the awara fee environment,

33
One contractor did express fears that award fee arrat gements can

induce efforts at ingratiation by contractors that "Puts; rea' temptation
the:e" (meaning ri.sks of bribery in one form or another).

'9
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they believe, because of the L-xtent to which award fee depends for

success on how it is administered and on "who the players are" and

whether they trust and understand one another.

Comparing award fve with automatic predetermined incentives results

in mixed reviews froa. contractors. One PM likes "tangible"cost or performance

or even multiple incentives better than award fee because be "likes solid

numbers they can use for planning and so forth," and besides, they are

(presumably) free from possible personal biases. Another, however, prefers

award fee, and would like it even more if it were possible to negotiate

evaluation criteria, and it wculd be nicer still, he thought, if there

was an appeal process. Yet another FM thinks incentives on cost are

"great," but not on performance--"there has never been a successful

performance incentive contract, they can't deal with change." Hence,

"if you want the contractor to be an effective performer, award fee is

I the way to go; it is then Just a matter of the objectives, of the government

being clear." And, if and when cost incentives are used, as they now often

are, some contractor PMs apparently like an award fee so there is "some

I leverage for performance against cost which prevents financial-types from

just stressing costs."

Speaking generally, contractor people tend toward a rather limited

view of award fee application. Service contracting and R&D--the traditional

fields of its use--are the ones they seem to see as appropriate. This

It appears to reflect their strong distaste for the relative ambiguity of

award fee environments together with the discomfitting vulnerability they

feel in it, and hence a preference to minimize the occasions for working

kunder award fee arrangements.

Li I - a. . -i
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(10) Does Award Fee "Motivatc" Contvar+ rs?

The reaction to uncertainty just described seems to spill ever to

color contractor views aboat the motivational effects of award fee.. Almost

universally (there are exceptions) contractor informants described the

award fee as, one way or another, a "potent motivator." Its motivational

potency, however, apparently develops in, and possibly becaaue of, Ui'

climate of uncertainty surrounding it. There is felt to be, foi vxam;'..,

an agitating influence from the "subjectivity and pot ential 'ot hi.).

surrounding the award fee; but there is more to it- than that Th,- awn-rd

foe clearly creates a "high tension envtrouiment," as one corn rac-tor PM

characterized it, with uncertainty, pressure, and anxiety suffused

throughout the program organization. After all, the program manager's

own job is literally very mitch at stake in the responsiveness-oriented
award tee environment where ],ay-nif-fsare" keyed to performance and "keeping '

the customer happy." One PM stated the tatter succinctly whin he commented
that "the award fee is a strong motivator simply because it concentrates

on management.

Attenuation of award fee motivatior-induction may result from delays

in fee award, however. Complaints were heard of simple administrative

failures to fuad Lite awai t!'t. fLI' ' J db WaseIi aI as iLU LL-tmi- ..- y -VaL.l.u.Io.

award. Complaints were also heard about depletion (for other purposes)

of award fee dollars such that they were unavailable for disbuisement.

"* "The money nominally available tri-er tie contract shoul,4 be -pt in a

sacrosanct account," one coet.actor prcroped, "so that it i- ",ef te be

' •awarded instead of already spent if the thing is to be credible."

Suspiclons, too, exist among contractors that, especially in CPAF arrange-

' ments (where costs are coveted), the Air Force sometimes holds down fee

__ _ __ _ __ _ __ _
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awerds as a governmclit program cost-saviag stratagem. Consequently,

"1you end up jusL taking what they give you, which doestn't enhance award

fee impact."

(11) H1ow Do Contractors View Current DOT) Acquisition Policy?

In our interviews contractor reactions to General Slay's well-

advertised "initiatives" were nothing if not vigorous. Concentrating

on Slay's wishes for more fixed price contracting, one contractor PM

characterized POD acquisition policy quite simply as: "everything is

fixed price." Some baleful forecasts grew out of these perceptions.

To wit: "General Slay will establish a great record of increasing FFP,

FP1, etc. That will raise cost consciousness in industry, and in a couple

of years we'll find a lot of contractors in trouble," Then, becauce the

government "can't let the big guys go under." there will be bailouts or

their equivalent. And so, "the more things change the more they stay

the same--some people may get fired, but the companies will survive."

Meanwhile, runs this cyni.al scenario, as an "environment of survival"

develops, and "corners are being cut," there will be hardware degradation.

And why will this happen? Because "they're searching for more bang for

ithe buck" in a context of curtailed budgets and "heavy funds shortfalls

i4 for mndantalning force levels in balance with the Soviets;" so, motivated

S',3 by "wish.es" for cost control, "they're putting the screws to the contractors.'

A more sober, if still negative, opinion on Slay's fixed price initi-

atives runs to the effect that they fail to take sufficient account of

the magnitude of genuine program uncertainty and the difficulties it

1 creates tor fixed price contracting. Pessimism prevails among contractors

on prospects for "simulating [or otherwise introducing] the disciplines of

4 m
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the classical open marketplace in government acquisition." And efforts

to do it, they complain, only worsens the already onerous growth in

regulations, controls, and specifications to which they are subject--

"each RFP has something new in it."

Contractor personnel qu.te clearly believe that shared program manage-

ment exists in the acquisition of major systems, not because of the award

fee, but because of the "nature of the beast." Hence, they argue that

mating award fee with fixed price strategies only "over-complicates

things again," and moreover, fatally coafounds programmatic motilaLion:.

with the inherent tensions between fixed price and award fee ideology.

Being "responsive" to award fee pressures can result in a contractor doing

things "out of scope" or which are otherwise costly under the fixed price

portion of a contract. The resulting erosion of profit potential under

the contract results in both contractor unhappiness and resistance to

being responsive.

As contractors see the nub of the problem it is this: "the Air Force

wants fixed price, but [Cencral Slay to the contrary notwithstanding] wants

to do business as usual." A more realistic policy stance, oncŽ contractor

suggested, would be one which recognized that "there may be an important

place for larger award fee contracts (CPAF specifically) as a powerful

tool for controlling the coVLt acLur directly, instead of trying to do it

indirectly by establishing a fixed price environment by decreL."

Lifz-c Cie costing also came in for cynicai commentary--"I have yet

to see a contract given to the guy with lower life-cycle costs and high

front-end costs." The consensus contractor view apparently J:: that "the

I.
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guy with the low price going in is going to win, whatever the government

says ab.ut life-cycle costs and their importance." There is also a be-

lief that once again the government is seeking incompatible goals in that

design-to-cost concepts and emphases on competition tend to "cancel one

another out."

"Skepticism is prominent, too, about Slay's interest in fostering

more orderly plannin_ of the acquisition process. It is pointed out that

delays in government actions and turnover of personnel both tend to defeat

such planning, which already must cope with more then enough technical

uncertainty. Delays make it hard for contractors to keep their technical

teams together," and turnover contributes to substantial instability and

b4
immaturity in government program offices."

An Important side-effect of government turnover is that in any multi-

year military acqisition, the contractor tends to be the "constant element."

As one of them noted, "we spend two years educating a guy and then he's

gone." Thus, it is contractor people who brief and socialize new Air

Force personnel., thereby heavily influencing their conceptions and

perceptions of program objectives and circumstances,

Discuss ion

Despite contractor demurrers, the award fee seems an impactful technique.

To tie extent the present results are representative, it plainly induces a

profoundly responsive contractor attitude together with organizational

arrangements for its expression, and it summates with natural pressures in

'I

:4 84
_ 8A perception, shared by Air Force personnel, is that "normal"
j� )roblems of turnover-by-rotation-of-assignment now are being aggravated

by retention problems in the military, especially at middle-management
"A levels.

S- -r . . . . . ... 4



190

the same direction emanating from the nature of the work itself.

Obviously the award fee environment can be a "high tension" place.

Equally obviousiy contractor motivation can flag under such constant

stress. To guard against that and sustain the salutary effects of award

fee contract provisions, some "renewal" mechanism would perhaps be help-

ful, although it may simply be that we confront here a more or less

"natural" state of existence in the supe-charged but equivocal world of

system acquisition.

By and large the findings of this study suggest quite strongly that

the award fee works essentially as theory forecasts. Plainly, award fee

arrangements work to augment the potential (and actual) influence of the

government program office and especially its manager. It does this

directly by encouraging contractor responsiveness to direction; and it

does it indirectly by apparently enhancing the powei of the contractor

manager within his/her firm.

A possibility exists, of course, that the potency of aij award fee

contract depends on its being ode of no more tt.Rn a few such in a

contrictor's on-going mix of contracts. If all contracts were award fee,

conceivably the impact of any one of them would be attenuated. A more

important lesson from the forcgoing., however, woulc seem to hL- a clear

need to guarantee by selection, training, and policy support the ability

of the government program manager to use wisely and effectively the

lattitude for program control give.n him by award fee structures.

Whether current Air Force ,olicy works In this directin, or not seems

eminently debatable.

II
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API'ENDIX

Questions for Contractors

1. In the case of the Program, could you describe any
effects which resulted from the award fee feature in the contract.

a. For instance, did it affect the way you organized or staffed
your program office?

b. Did it affect the nature of your relations with other parts of
your company?

c. Did it affect the nature of your relations with the government
program office?

d. ... with other government offices?

e. Were there any differences in the way your prngrsm offtce, or its
compouents, operated?

f. Did you, for example, develop any award fee-oriented management
methods--e.g. "gaming" of award fee evaluations, bonus systems,
"intelligence" gathering?

Z.. Did you find award fee administration any more or less costly than

other forms of contract?

S2. What information were you given about the government's award fee plan?

a. Were you told on what performance "factors" you'd be evaluated on?
In general, or in detail?

b. Were you told how you'd be evaluated?

C. Did you kaow who would be evaluating you?

d. Did you know when you would be evaluated?

3. Were you able to, and did you, offer self-evaluations or other infornia-
tion to the governments award fee review board or FDO?
(If so, in what form? And, did you believe this to be worth the effort?)

4. How much feedback on the award fee evaluation process did you receive?
*l How? and how often?

5. How well did you believe you understood the objectives and procedures
of Eie award fee plan and fee determination process?

S- . . . . . .. . . . . . . . .
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6. it has been stggested that the awacd fee tends to have particular
effects on certain specific organizational processes. In your
experience have you perceived special effects on:

a. communication processes, especially between your and gov't.
program offices and personnel?

b. management attention--the things you "notice," the people who
notice them, and the setting of priorities for activities?

C. decision-making--how you made decisions, or who participated
in them?

d. financial planning at program and at corporate levels (re award
fee)?

7. All-in-all, do you believe the award fee helped or harmed Owe

program.

8. Have you used award fee methods for subcontracting?

9. As you view it, what arn the general strengths and weaknesses of award
fee methods of acquisition?

a. How would you compare them wfth other "incentive" contracting
*1 methods?

b. Have you any particular views on when award fee should or
shouldn't be used--e.g. R&D, contrcl logistics effects, achieve
socio-economic objectives?

10. As you know, Incentive contracts (including award fee) are supposed to.4• help motivate contractors. Do they? (How or why not?)

a. Are there alternative methods that would be more effective?

11. How would you characterize DoD acquisition policy at the pre;enr time?
, :2What are its main themes or emphases? (Especially re A-109 and Gen. Slay?)

a.. What implications do you believe these policies hove f(,- acquisition
procedures (e.g. contracting method!,, etc.)?

I.

!.2
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VL

"IMPROVEMENTS IN AIR FORCE APPLICATION OF THE AWARD FEE"

Conclusions and Recommendations

in his 1966 study for the Navy Special Projects Office, Egan described

contractor reaction to award fee as "mixed." It still is; and it probably

will continue to be because of the ways it tends to establish an "admin-

istrative" relation between contractor and government that effectively

enlarges the government's relative program management role. Meanwhile,

in government, judgment on the functions and status of the award fee largely

depend, in the end, on whether or not judges are prepared to endorse a

joint management model of the acquisition process together with the complex

of attitudes, concepts and assumptions it enfolds. For the judge who

chooses not to accept this 1-model, the award fee is stripped ot any but

a compensatory or gap-.filling rationale and becomes merely a special-

purpose contract-type (or provision) the utility of which is limited to

situations where no amount of effort can bend performance conditions to

minimal requirements for fixed price market-like procurement. Within a

joint management perspective, however, award fee is a tool for program

Smanagement--which is to say for planning a controIng wozk vu more or

less ill-defined undertakings by private contractors on behalf of public

requirements. So viewed, the range of opportunities for award fee applica-

tion to acquisition problems requiring active and continuing government

management is unlimited, save perhaps by practical considerations of cost

in relation to program significance.

4 In this study, we have found that award fee methods "work" as forecast

by theory. They induce among affected contractors an attitude of responsive-

ness to government direction and they enhance the latitude within which

government managers may influence the directions and ourcomes of the programs

- -- -- -
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for which they are responsible. Award fee procedures, which Jenkins (1979)

likens to informal management information systems, help discipline and

organize actions within the government program office as well as its rela-

tions with contractors. In short, the award fee "works" chiefly via the

government program office. It enhances the power of government managers

vis-a-vis contractor organizations; and it does this directly at operational

levels. One may therefore recomnmend increased use of award ;ev, contraetijni

at the same time that one argues, in the spirit of OMB Circt'lars A-109 and

A-76. for greater emphasis upon local program ,ianacvm.°nt as :1 mean•of in-

proving and controlling the acquisition process.

Comprehension of Award Fee Philosophy. Since the introduction of award fee

contracting, observers have consistently attributed to deficient understanding

of its purposes any failures of award fee contracts "to serve their intended

purpose" (as Egan put it in his 1966 study). The problem here I suspect is

realy two-fold. First uf all, award fee acquisition strategies tend to bc

held suspect in acquisition circles because they collide with traditionalSarms-length fixed-price id.ologies regarding thi "appropriate" form of

government-contractor relations. They contribute nothing toward simulating

a public-private marketplace, 3and they gdve scant comfort to seekers of

orderly contractualist soluticns to acquisition puzzles. Of course they

; • aren't meant to do either of these things .

Secondly, award fee methodology tends to be unsatisfving (to some)

because, unlike other contractualist devices, such as predetermined in-

centives, it does not promise to eliminart the need for, and the risks of

active human program management. The award fee does not rem:.0e any basic

problems of managing, except, of course, for the large one of contractualist

Sbarriers to government managers getting into the act, as it were, and

managing. If award fee methods of acquisition are to be effectively used,

___) 4 -



-ethen better trafining of government personnel, both technical and procure-

ment, is essential.

IImaginative application of award fee methods requires good appreciation

of the essentials of award fee philosophy and strategy, and it also requires

freedom from excessive procedural constraint. The award fee now has "set-

tled in;" its operational essentials are familiar enough that no more

detailed guidance is needed on "how-to-do-it." Furthermore, as Carter (1977)

points out anyway "most of the initial [technical] problems that are quite

prevalent when CPAF contracts are first employed are resolved as experience

is developed, administrative procedures and practices are refined and as

-communications both within the government and between the government and

contractors are improved."

By and large this has happened. General experience with award fee

contracting is widespread. Besides, except as human action has sometimes

made it so, award fee is not procedurally complicated. The guidance and

training that is needed now is conceptual. Were it otherwise recommendations

would not be needed today (as they are) to (1) simplify award fee plans and

procedures; (2) maintain the subjective essence of award fee evaluation: and

(3) retain the flexibility of award fee strategy. Development of a sophis-' i I ticat-od understanding by goverranftut procurement and line managers of award

fee philosophy and strategy in today's acquisition environment is long

S",'l - -overdue.

Just how this acquisition environment is to be understood by govern-

ment polic!y-makers needs better definition, however. I began this discussion

.,1 by noting how the status of award fee contracting depended on one's choice

i ! 8 5 ln fact, a general review and evaluation of Air Force training for
-- ,program manageis may be appropriate to appraise their content and emphases

- in relation to the essential tasks these managers confront.

I It 4.



of conceptual models for the acquli.sit Ion process. Much auyiloegte on-

certatnty exists today on the status of the award fee, in the AFSC at

least, because of qaestions regardiItf, its harmony with broader DOD acqui-

sition policy. Clarification of this relationship is an obvious prerequisite

to designing educational and other programs calculated to advance compre--

hcnsion of award feP approaches to system acquisition, just as it is to

improve the applied use of award fee techniques.

Award Fee Decision-makling. Improvement in the usefulness )f awaid fr,

contracting requires attention to another quertion, Ihow-v-r, which is

separate from the particular properties or merits of any givin ponfl.

viz. precisely how is acquisition policy expte~ss-d in acquis.1 tion practice?

This is a question which obviously artic,,lates with larger inies having to

do with the bases and methods of decision-making in award fee planning and

execution, which decisions, in turn, articlate with the snect-um of

decision-making that defines the broad process of program mor.agoment.

After one of the more useful studies of award fee contracting, Carter

(1977) correctly obsexv-•d that "iittle fzactual Information e~i-ts providing

an overall picture of the operation (my emphasis) of the award fee con-

tracting system" (p. 54). 1 interpret "operation" to denote the actual

decision processes that occur in planning and executing ai award fee plan:

and I would joint Carter in suggesting that analysis of those processes is

much needed. Understanding the premises of decision-makers making opera--

tional decisions is critical to the evaluation and :ontrol of program-level

1 ~implementation of policy-level strategy. Research might explore these

subjects in both government and contractor organization, and f't could in-

elude inquiry into methods by- which program organizations sct - to motivate

performance. The fact is that, despite much talk about It, we know sur-

"• l7--
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prisingly little about how either the government or contractors actually

go about "motivating" performance in their progiam organizations.

A next-step for cumulative research, then, is detailed analysis in

selected cases of the concrete decision processes involved in award fee

planning and execution. This research should be undertaken with clear

orientation to the ways operational award fee decision-making by contractors

and government alike reflects interpretations of prevailing acquisition

policies (if it does), and the ways it links such policy (and other

strategic premises) to particular problems of program management. In

other words, it is recommended that research shift from a focus on award

fee, per se, to a focus on the award fee as a decision-making tool--a link

between acquisition strategy (policy) on the one side, and o erational

(tactical) program management on the other.

By way now of summary, I have concluded from this study that award fee

contracting "works" essentially as per the theory provided for it at the

outset. I have, therefore recommended its increased use. To facilitate

this, and to enhance its outcomes, I have offered several recommendations

-$ for research and policy. I h3ve said that

-award fee evaluation and grading procedures ought to be reviewed

and guidance for them improved;

-alternative methods of providing for contractor participation in

award fee planning and evaluation should be considered;

- .•-consideration needs to be given to clarifying the policy issues at

stake In choices of different award fee organization levels:

--means of making it feasible for contractors to earn ill the award fee

- should be sought, including the device of carrying unearned fee for-

ward to later periods; and

S ... - . - -.- " ..... - .. f i• "•mmn••l• • • .. .. . .
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-rules for allocatiug fee to periods and to levels of performance

need to be evaluated.

I have also said that, in general, more care must be taken in the

AFSC to ensure that award fee applications satisfy the three fundamental

conditions of

-simpl1 city,

-subjectivity, and

-flexibility.

To these ends I have proposed

-more and better trainLng for program personnel on the philosophy

and objectives of award fee approaches to program moapagement, and

-clarification of Air Force policy as it relates to use of award

fee methodologies.86

I have also proposed that research

-shift from focusing on the award fee as a contract type to a

focus on it as a decision tool for managcment; and th.it. thiis research

might best

-concentrate on studies of the decision-making that links acquisition

policy with application at program lovels.

C,=rtain of these reconmendations have iminlications for the DAR.

For example:

86V ad 8ne have not recontmcudeJ development of a new how-tod t award fee
S"primer. Instead I have emphiaF•-,-ed, on the one hand, developTient and di!s-

i semination of technical guidance on a set of narrower and, if you will,

advanced topics of award fee practice; and, on the other hand, better
training for practitioners on the philosophy and strategic reach of award
fee methodology. For introductory purposes, I have suggested that modest

".revision and enlargement of the Hq. AFSC/PMPS "kiide to Award Fee" (Dec.
1977) would probably do nicely. I would favor includingplI this guide a
careful prescr1tIp Live statcielt ol ,4t:indards to he :;at isfted by draft award
fee plans; hott I would urge lIcaving the details of those plans to the
judgmnt of planners.

A i-
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(1) the AFSC DAR Supplement 3-405.5(d) (2) might need to be

re-worded in a fashion Icss; discouraging ot provisions for rolling-over

unearned fee:

(2) similarly, section (e)(4) might be revised to provide discretion

for contractor input to award fee planning;

(3) section (e)(5) could perhaps be modified to encourage tailoring

award fee plans and, at the same time, enlarged to provide more guidance

on standards for award fee grading systems:

(4) section (e)(8)(i) could include in its discussion of "Criteria"

guidance on defining the threshold standard of acceptable performance; and

(5) the AFSC Supplement might be otherwise modified to reflect a

heavier emphasis on award fee as a management tool.

Thits limited study necessarily stiftered trom certain infirmities which

should be remedied in future research. For instance, (1) it did not in-

clude input from corporate levels of large contractor organizations; (2)

it did not include small contractors in sufficient number to allow mean-

ingful comparisons of the effects of award fee on firms of different size;

and, possibly most important, (3) it did not include a sufficient number

: of contracts to allow comparisons of award fee effects across a full

spectrum of applications (e.g. R&D vs. service contracting). Indications

were found of certain possible problems associated with service contracting

(development of "personal services empires") which may or may not be wide-
I

spread and which may or may not be peculiar effects of the award fee.

* ITheretore, further research should be undertaken to:

(1) obtain better information on possible corporate-Level adaptations

1 • to award fee by contractor organizations;

(2) compare award fee impacts on smaller and larger contractors;

•r e -
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(3) compare effect-s of the award foc in dificrent apll~licatLionls,

an~d, to the extent possible, with different contract forms fur the same

purposes (e.g. CPAF vs. CPFF for service contracting).

Also, it was noted several times -in earlier parts of this report. that

the ability of an award fee contract to attract contractor attention ;iiih

induce responsiveness may be inversely correlated with the nunber of s.uCh

contracts being managed by the same contractor. 1-herefore, bocauso thi -

may be a critical consideration in impLemnenting a reeummendationl lor ill*

creased use of award fee contract ing, research should be direc-ted to e-val-

uating specifically the eff-ects on repnieesO Ai% ~tpea~

fee contra-cts- within a single contractor organization.

Finally, because the point is so important, I wish to end this reporL

by again calling attention to the critical role of program managemLent in

the acquisition process. I have argued t~hat t~it award fee works much as.

theory sixggý-sts; but it works via goveLrnmen~t program offices (or similar

,-',a--iizat ion-3). In fact, a c~ise van be mande thal the most iinne~rtalit fe~ature'

of award fee methodolog0y isý that it promises to return to govf'crnnmont pePL'4e)(

the program responzoibil h-v that had been t~ratisferred to contractors via

the introduction of iircent ivc cont ral:ting. Realization of this proimise and

tho success of award fee as n tool depends on- government programi personnel

being both wil~ling and able to manago. Partly this is a fluI t~e r (if training,

as 1 have said, and parlI s:.mtrro etrudrtadn h

it. The coping of policy tuid procedure, specifically at program levels.

is crucial to the fate of acquisi t ion planning. It therefore needs careful

study and analysiF as a plonoiniig prupaccicut ie. To better lunderstand this
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coupling and the paiticular effects of award fee on it, then, careful

comparative study of program management and policy implementation under

award fee and other contractual provisions deserves high priority on the

- government's acquisition research and strategy agendas.
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Appendixes

Appendixes A-H which follow illustrate various expressions of concrete
award fee administrative procedure more or less current with the U.S.
Air Force Systems Command. They are displayed here in order to show
examples of how award fee concepts have been translated into tangible
practices. The examples should in no case be treated as modls or
assumed to be effective. They are unevaluated illustrations of
practices.

A. Sample Award Fee Plan, Outline and Face Sheet (SAMTEC 70-11)

B. Illustrative Award Fee Scoring Elements

1. Detailed 4-point 3-level structure

2. Simpler 5-point 3-level structure

3. Three-point 2-level structure

C. Sample Award Fee Organization

D. Sample Monitor Report Forms and Award Fee Inputs

F Sample Award Fee/Scoring Conversion System

F. Sample Briefing Format, Award Review Board

G. Sample Award Fee Evaluation Report Form (SAMTEC 70-11, Form 30--

after ASPR)

-H,. Sample Program Milestones, Award Fee Periods, and Allocations

i I. An Award Fee Bibliography
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Au.enfd ix A

Award Fee Plan--Outline and Face Sheet (SAMTEC 70-11)
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SAMPEC 70-11 Attachment 1 1 June 1979

SPACE AND MISSILE TEST CENTER AWARD FEE PLAN
Vandenberg AFB, CA 93437 DATE*

CONTRACT TITLE*

Directive guidance for this award fee plan is contained in the Defense Acqtdsi-
tion Regulation, as supplemented by the Air Force, Air Force Systems Command,
Space and Missile System Organization, and as implemented by SAMIEC Regulation
70-11.

1. CONTRACT NLv1BER: *

2. CONTRACTOR NAME AND ADDRESS: *

3. COýTIRAXT DESCRIPTION: *

4. AWARD REVIEW BOARD MEMBERSHIP: 1AW SAMTECR 70-11, Para 2b.

S. INTERIM EVALUATIONS: IAW SAMTECR 70-11, Para 4e.

6. ARB EVALUATION PROCEDURES: 1AW SAMTECR 70-11, Para 4c.

7. EVALUATION DATA: IAW SAMFECR 70-11, Para 4a.

8. AREAS OF EMPHASIS: The Fee Determining Official will notify the Contractor
by letter, of the areas of emphasis, prior to each evaluation period.

( 9. EVALUATION AREAS AND CATEGORIES: Delineated in attached PerformanceEvaluation Matrices.

-:.0. EVALUATION PERIODS/MILESTONES: *

11. AIARD FEE ALLOCATION BY PERIODS/MILESTONES: *

*To be completed by Contracting Officer in conjunction with the cognizant SAMTEC

office.

I , K -E AND GRADE OF FEE DETEIMINiNG OFFICIAL 2 Atch

Fee Determining Official 1. Performance Evaluation Matrix
(Technical Performance)
2. Performance Evaluation Matrix
(Management and Cost Control)

V i .....-t *. -.
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I Appendix B

Illustrative Award Fee Scoring Elements

B.1. Three-level structure (four-point)

B.2. Three-level structure (five-point)

B.3. Two-level structure (three-point)

,4 -
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Appendix B.1

A Detailed Four-point Three-level

Award Fee Scoring Structure
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Appenidix B.2

A Simpl-ified Five-point "irce-

Award Fee Scoring Surrcturc
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Appendix B.3

A Simple Three-point Two-levtl

Award Fee Scoring Structure
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ATTACHMENT III

REV 3 LkUNCH SUPPORT

I. Good

- Effective management control of field activities.

- Resolution of prelaunch checkout problems with minimal
impact to launch schedule.

- Adequate definition of launch site requirements to support
spacecraft processing.

II. Very Good

- All of I.

- Thorough spacecraft prelaunch checkout utilizing existing
launch site capability.

- Maintain effective interface with launch site integrating

contractor and associate contractors.

III. Excellent

- All of II.

- Prompt corrective action - including adequate retest - to
rP;olve prelaunch test problems with no impact to launch schedule.

- Initiative in contingency planning to ensure launch success
and preclude impacts to launch schedule.

iIF

774 .~------
-.
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Appendix C

A Sz~mp~l Award Fee Orgariiza~ior1j CES1)-TIPI)
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F'EE DETERMININC, 0L'PICIAL

IETY/CONTROL & COMýLNUýN3CAT I ONS SYST1ThS ()C)l

BOARD CflA1RYLV\N

I3OAI\RD MELMBERS;

EDIl1ý 5ý l EPTCil DR , mX1 '7

3. RKES1ONSi-B-Li~fiLS

at. Yee Determiningri Off icial:

(j.) Rkovi t.w AiRn fee r-c~cc-aendL.t-1ofl

(2) I~tcc-ieAvard Fee caili~t'd - ,llo 0.

De2terminatiun and Fintdingjs, AttALchment 3.

L. ':hirman of ARE:

(I)Insure t-li-- ýct-Jvi ty of ARB is properly docu-

(2) Forwa;.d official recoirds (A ARD to PDO. .
(3) 1'oi~vard YleO OUcLuif1aii-ai~of to PCO for, cunt rac-

tual i-mpicmentataion.

C. Evaluation Coordinator:

(1) Prepares and iorwards5 evaluation sheets to

(2) R for evaluation. cmue vlaim

(2 eevs nlz-,idcmuAzoautov

lucic fo -. -ý

(3) S h i e- s -P1 - - ijyý
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(4) Preeht eValuations and comIputations to ARIB.

(5) Seuvos as recorder for AB13.

(6) Prepares documentation for ARB Chairman's
presentation to FDO.

(7) Retains files and documentation pertaining to
all Award Fee matters.

d. Award Review Board:

(I) Reviews evaluations and computations.

(2) Recommends Award Fee.

('j Cont.nu:ously moni.tors contractors performance

.n tanks as assigrned. (See Attachment #2)

(3) Prop-ires nuioerical evaluation upon receipt of
-- £vaJuation Coordinators request.

(3) Discunses potential improvement areas with
PCO for laLer contractor debriefing.

4. rtYcurtnL Contracting Officer (PCO)

.1( Mdintains r;cords that reflect proper Award
Foe Baseline.

(2) iPrepalres official contract modification file.

I (3) Authorizes payment of FDO determined fee.

- (,') i t Cntractor's request, conducts a debriefing
£ ,which wili enable contractor to improve per-

i., formance during subsequent Award Fee periods.

Sii

I*
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AZppnd` x D

Sample Monitor- Report Forms and

I Award Fen Inputit
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smrrmc 7o=-i Attarclmdi-ji 3 1 June 1979

EVALUATION MONITOR REPORT

1. PERIOD OF REPORT:

•- 2. CO1TRACT NUMBER:

3. CONTRACTOR:

4. AREA. OF RESPONSIBILITY: Briefly describe the area(s) or categories
contained in the' award fee plan that the monitor is responsible for
evaluating.

5. CONTRACTOR'e PERFORMANCE: (Be specific. Indicate where the contractor has
performed well, and where improvement is required. Limit the evaluation to
descriptions/ex3mples which demonstrate the contra..tor's performance. Include
the basis and frequency of evaluation, i.e.: contractor documentation, brief-
ings, interviews, or other observations of the contractor's performance.

k Attach copies of supporting data to the report.)

4 6. (Evaluator's Name/Office Symbol/Telephone Number)

-- •'---- PJ•ME ,•NO GRADE OF-EVA-L~ATOR

Z valuation Monitor

t -'

I
'i i .

A K Atch 3

. . .
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Appendix E

Sample Award Fee/Scoring Conversion System

1 -
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Table I

(1) (2) (3)

NUMERICAL PERCENTAGE OF POTENTIAL
RATING RATING AWARD FEE (I.E., ALLOWED
RANGE (64 - 100) POINTS) EARNED

Superior 100 100
99 97
98 95
97 92
96 90

Verl Good 95 87
94 85
93 82
92 80
91 77
90 75
89 72
88 70
87 67
86 65

Good 85 62

84 60
83 57
82 55
81 52
80 50
79 47
78 45
77 42

- 76 40

Fair 75 37
74 35
73 32
72 30
71 27
70 25

' , 69 22
68 20
67 3.7

-66 15
65 12

Poor 64 or less 0

122 ,
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SECTION C: EVALUATION CRITERIA

1. The following are examples of the types of questions the OPR
should keep in mind when evaluating the contractor's performance
during a rating period. They are grouped under the three cate-
gories which make up the total performance evaluation and are to
be considered as Lypical onl-y, not all-inclusive.

a. COMPLUTENESS

- (I) Are problems properly stated and all parameters
adequately defined?

(2) Are logical methods of approach and solution to
problem areas followed showing what was done and why?

(3) Are adequate and comprehensive solutions to all

aspects of the problems shown?

b. TECHNICAL QUALITY
(1) D.oes the approach and olution to given tasks ke-

present a high degree of technical excellence?

(2) Are all hypotheses based on sound engineering judg-
,.ent and experience and do they reflect technical excellence?

c. f•CENICAL MANAGEMENT

(1) Are tasks assigned on the basis of technical and
experience background?

(2) Is prompt and con)lete advice provided concerning
al1 discrepancics or problera, encoanuLe'dU during the course ot
the contract?

i, (3) To what extent have task schedules been met?

(4) Is the amount of manpower expended by the contractor
on the task(s) commensurate with the output?

2. The OPR may also use the following suggested guidelines in
- the course of evaluating the contractor's effort. These are

grouped under the three categories which make up the total per-

1')
!Ii.

l - I
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formance evaluation, and again, are to. be considered as typical
only, and not all-inclusive.

a. COMPLETENESS

Amount of rework by con-
tractor after OPR/SPO review

*.• to produce satisfactory pro-
Rating Standard duct/document

POOR 20% or More

FAIR 15% - 19%

GOOD 10% - 14%

VERY GOOD 5% - 9%

SUPERIOR 0% - 4%

" ". b.. TECHNICAL QUALITY

'Rating Standard Quality of Froduct/Doc'zment

POOR Unacceptable
FAIR Acceptable With Rework

SGOOD Acceptable Degree of Techni-
cal Adequacy

L VERY GOOD High Degree of Technical
Excellence

SUPERIOR Consistently Excellent

I
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c. TEChNICAL MANAGEMENT

Percentages of assigned tasks
reflecting proper management
in the utilization and assign-
ment of adequate and proper

Rating Standard personnel.

POOR 70% or less

FAIR 71% - 80%

GOOD 81% - 90%

VERY GOOD 91% - 95%

SUPERIOR 96% - 100%

I'

I-I

II

' if~

-I.
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Appendix F

Sample Briefing Format,

%• Award Review Board

li

• 17
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SAMTECR 70-11 ATTACbHNWr 2 1 June 1979

BRIEFING OPFMAT FOR ARB

I Address, as a minimuzr, the follwoing items in sequence:

a. Agenda
b. ARB Briefers and their respective areas of expertise
c. Contract Budget Expenditure Plan

d. Award Fee paid to date, for example:

MILESTONE FEE AVAILABLE FEE. AWARDED

1. PDR T0MPTLhE $ 599,522.00 $322,244.00 53.9

2. CDR CUPLETE 605,701.00 363,375.0,0 60

3. DTE COMiPLETE 442,742.00 *

'TOTAL $1,645,965.00 *

; - e. Award Fee Available this period.

f. Weightings for use on Contractor Performance Etraiuation Reports:
(1) Category (Block 4)

(2) Area (Block 6)

g. Contractor's performance, by category.

2. All vit•graphs will contain the following information in the upper left-
ha hand corner:

a. Contract:

b. Contract Number:

c. Contractor:

d. Evaluation Period:

b-

| .
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Appendix q

Sample Award Fee Evaluation Report Form

(SANTEC 70-11. Form 30--aftex ASPR)

--

"j 1;
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* Ii "
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"jAMM-CR 70-11 Attachment 4 1 JuL 1979
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ApERndix H

Samiple of Programs milestones, Award Fee
I

I-
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SAward Fee Contracting:
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