Proceedings of the 11th International Conference on Environmental

Remediation and Radioactive Waste Management 
ICEM2007
September 2-6, 2007, Oud Sint-Jan Hospital Conference Center, Bruges, Belgium
ICEM07-7050
performance-based ACQUISITION:  

A tool to reduce costs and Improve performance at US Army Environmental Remediation sites

	Nancy Kosko, US Army Environmental Command
	Janet Gilman, CALIBRE Systems, Inc.


	
	Debbie White, CALIBRE Systems, Inc.
	


Abstract

The US Army, like most US federal and state environmental organizations, is faced with limited resources to conduct environmental work, an increasing workload, and challenges in achieving closeout of its environmental cleanup programs.  In 2001, in an effort to incorporate proven private sector tools into federal cleanup programs, the Department of Defense (DoD) Business Initiative Council (BIC), initiated the use of Performance-Based Acquisition (PBA) for environmental cleanup.  
Since fiscal year 2000, the US Army Environmental Command (USAEC) has successfully awarded more than 55 performance-based contracts for environmental remediation.  These contracts range in size from $500,000 to $52.4 million, and include closing properties (Base Realignment and Closure (BRAC)) and some of the US Army’s most complex active installations.  The contracts address a range of activities including investigation through monitoring and site completion, as well as various technical challenges including dense non-aqueous phase liquids (DNAPL) in ground water, karst systems, munitions and explosives of concern, and biological agents.  The contracts are most often firm-fixed price, and 50 percent of the contracts required contractors to purchase environmental insurance in the form of remediation stop loss insurance (also known as cleanup cost cap insurance).   The USAEC has conducted continuous process improvement since inception of the initiative.  This paper presents results of two studies that were conducted in 2005-2006 to determine what lessons learned can be applied to future activities and to measure performance of contractors currently executing work under the performance based contracts.  

introduction

The US Army, like most US federal and state environmental organizations, is faced with limited resources to conduct environmental work, an increasing workload, and challenges in achieving closeout of its environmental cleanup programs.  The Army found that they were missing many of their deadlines in completing cleanup efforts, and the costs to complete the required work continued to rise.  In 2001, in an effort to incorporate proven private sector tools into federal cleanup programs, the Department of Defense (DoD) Business Initiative Council (BIC), initiated the use of Performance-Based Acquisition (PBA) for environmental cleanup.  Although not one of the initial drivers for implementing performance-based acquisition, the most dramatic outcome to date has been projected cost avoidance when compared to the cost-to- complete estimates.  

Since fiscal year 2000, the US Army Environmental Command (USAEC) has successfully awarded more than 55 performance-based contracts for environmental remediation.  These contracts range in size from $500,000 to $52.4 million, and include both closing properties (Base Realignment and Closure (BRAC)) as well as some of the US Army’s most complex active installations.  The contracts address a range of activities including investigation through monitoring and site completion, as well as various technical challenges including dense non-aqueous phase liquids (DNAPL) in ground water, karst systems, munitions and explosives of concern, and biological agents.  The contracts are most often firm-fixed price, and 50 percent of the contracts required contractors to purchase environmental insurance in the form of remediation stop loss insurance (also known as cleanup cost cap insurance).   Through use of two tools, firm fixed price performance-based tasking and environmental insurance, the Army has realized documented cost avoidance in excess of $300 million.  Because of these avoidances, the Army has been able to complete significantly more activities each year, moving planned activities on such programs as the Military Munitions Response Program forward by several years at some installations.  

In 2005-2006, the USAEC conducted two studies designed to evaluate the performance of and identify issues with the performance-based acquisition initiative, after five years of implementation.  The first was designed to measure progress to date on the first seven performance-based contracts which were awarded between 2001 and 2003.  In the second study, the Army collected lessons learned and observations from personnel involved in executing and overseeing performance-based contracts at the Army installations.  This paper presents an overview of performance-based acquisition, and the findings of these two studies.   Results of both studies are currently being evaluated for implementation into the overall initiative.

BACKGROUND

Introduction to Performance-Based Acquisition

Performance-based acquisition is a federal government acquisition initiative that is used in the environmental area to promote innovative cleanup technologies and approaches that expedite completion of the government’s environmental cleanup obligations while reducing the government’s funding uncertainties and lowering overall taxpayer liability. This acquisition approach provides financial incentives for cleanup contractors to develop and implement an expedited and efficient approach to achieve environmental remediation goals at Army installations. Performance-based acquisition also provides contractors more flexibility in identifying and exercising approaches that are more cost effective to both the contractor and the Government. 
Performance-Based Acquisition is a concept based on reforms mandated to all federal agencies by the President's Management Agenda, the Government Performance and Results Act of 1993, and the Federal Acquisition Streamlining Act of 1994. These reforms emphasized the need to focus on results instead of focusing on the processes used to achieve those results. Using this approach, the government no longer develops a prescriptive statement of work dictating how the contractor will achieve project milestones. Instead, the government develops a Statement of Objectives or Performance Work Statement that describes the overall outputs, objectives, and standards but does not specify how to achieve those outputs. This approach allows private remediation firms more flexibility to conduct environmental cleanups in a manner that is cost effective for their company while ensuring that required milestones are achieved.   Figure 1 describes the requirements of a performance-based contract found in the Federal Acquisition Regulation.
A performance-based contract or task order is the tool that is implemented as an integral part of performance-based acquisition. The hallmark of a performance-based contract (PBC) is that it contracts for an endpoint rather than mandating how work will be completed. The general characteristics of a PBC include the following: 

· Contract for "What," not "How" 

· Clearly define objectives, milestones, and standards 

· May use incentives to enhance performance 

· Promote flexibility in exchange for accountability 

· Use environmental insurance where appropriate to mitigate uncertainties 

In short, a performance-based contract is the acquisition mechanism that solicits proposals on the basis of what results you want achieved rather than what activities you want conducted.
Figure 1:  The US Federal Acquisition Regulation (FAR) describes performance-based contracts.

Purpose of Performance-Based Acquisition in the Army Cleanup Program

The goal of the Army is to efficiently achieve completion of all remediation requirements at its environmental restoration sites and, when appropriate, transition the property back into productive reuse. Prior to implementation of the Performance-Based Acquisition initiative, there were significant variations in program performance, including increasing or unstable cost-to-complete estimates and significant schedule slippage. Installations were completing only 60%-70% of planned milestones on time.   Most of the existing cleanup contracts were cost plus fixed fee with narrowly defined scopes of work facilitating contractor change orders.  There was very little incentive for contractors to strive to work within budget or to maintain schedules.  While most contractors were doing quality work, there was no requirement or incentive to accelerate cleanup or to identify creative, cost saving approaches.   The most significant difference in the performance-based acquisition approach is that contractors are paid for performance only, i.e., there are no progress payments or payments strictly based on level of effort.  Payments are made for accomplishing pre-defined measurable milestones, regardless of the effort required on the part of the contractor to achieve those milestones.  The onus for demonstrating completion of the activity is on the contractors.  It is their responsibility to ensure quality work that meets or exceeds the government performance standards, and is acceptable to the regulatory community in terms of protection of human health and the environment.  It is the Government’s responsibility to provide surveillance of the activities to verify the completion of activities in accordance with the performance standards.

Figure 2:  Benefits of Performance-Based Acquisition

As shown in Figure 2, there are several benefits from the performance-based acquisition approach. From the Army's perspective, performance-based acquisition creates greater certainty that environmental restoration work will be completed on schedule and within an agreed upon budget.   Because contractors are paid for the end product, not on their approach to achieve that end, there are far fewer opportunities for change order requests.  This allows for more effective planning because the Army is able to allocate appropriate resources to the restoration program and lock in restoration funding requirements at the current year dollars. In addition, past experience shows that companies implementing a performance-based contract are aggressive in seeking the most effective means to an end, while still meeting the requirement of obtaining Army and regulator acceptance of the remedy. Because these are performance-based contracts, the approach provides remediation firms flexibility in determining the most effective means to achieve the stated performance objective. The Army seeks firms with experience in specific remediation areas to ensure that the best approaches are being employed at its sites. By seeking the best firms, and allowing them flexibility in approach, contractors should be able to achieve cleanup at a lower overall cost to the government. 
In addition to programmatic benefits identified above, personnel from the Army installations charged with contractor oversight identified several overall benefits of having a PBC implemented at their installation.  These benefits include:

· A single contractor responsible for most activities at an installation simplifies the Army’s oversight responsibilities, and provides a consistent relationship with the Army personnel and regulators.

· A more stable source of funding is provided when an installation implements a performance-based contract.  This includes fewer administrative requirements to request funding for activities, as well as fewer contract modifications.   This reduction in administrative contract oversight allows the federal staff to spend more time providing technical oversight and communicating with the regulatory community.
· The responsibility of accomplishing the work done is transferred to the contractor.  

· The cost of completing the work and the schedule are fixed.  Although some work is currently behind schedule, contractors are working hard to get back on track.  

· The ability to successfully accelerate progress, particularly when adequate funding was available.  

THE PERFORMANCE-BASED ACQUISITION INITIATIVE – PRELIMINARY OBSERVATIONS

The Army's original intent for performance-based acquisition was to incorporate private sector practices into federal remediation programs with the goal of reducing schedule slippage and variability in the cost-to-compete.   As the initiative matures, it is imperative that the Army establish a means for evaluating the initiative to determine whether it is successful, and to identify ways to improve the processes.  The challenge is that most of the contracts have a ten year period of performance, with many of the major milestones still many years out.  In fact, whether performance objectives will be consistently met may not be known until the contracts are complete in 2012 or later.   Therefore, results from the 2005 performance metric study are considered preliminary, but provide an indication of performance trends.   The Army initiated the study to determine the best way to track performance in an attempt to establish the means for evaluating initiative success and then applied the methodology to evaluate performance on the first seven of the contracts awarded between 2001 and 2003.   

In addition to interest in evaluating performance metrics, in January 2006 the Army conducted interviews with more than 50 personnel currently working with performance-based contracts at active 35 Army installations.  The objectives of the interviews were to: 1) identify ways to improve the process used in the PBA initiative for candidate selection through contract award, and 2) identify issues and/or challenges that are being observed in awarded PBCs that could be mitigated by changes in the pre-award process.   Although most participants took the opportunity to raise issues and challenges with the performance-based contracts, the general consensus is that the work being done by the contractors implementing PBCs is at a “meets or exceeds expectations” level.        

The observations identified by the Army during the performance metrics study and the lessons learned interviews are described below.    

Observation 1:  Significant cost avoidance has been achieved through the performance-based acquisition initiative.
Although the Army did not initiate use of performance-based contracts as a way to reduce costs, the results of the contracts awarded to date cannot be ignored.  Since 2001, the Army has awarded more than 55 performance-based contracts at 92 active Army installations.  The cost avoidance reported for these activities exceeds $300 million or 33.3 percent.   Results of the initiative are presented in Figure 3.  Cost avoidance refers to the difference between the government cost estimate for the scope of work included in the contract, and the awarded contract value for that same scope of work.  While there is some debate as to whether the government cost projections accurately reflect remediation costs, reducing funding requirements for planned activities has allowed the Army to effectively increase the amount of money it can program toward new projects.  In essence, the Army has successfully sent more of the installation restoration program dollars out to the installations and applied toward cleanup.  As a result of allowing contractor flexibility in the remediation approach, incorporating insurance requirements on fixed-price contracts, and ensuring competitive procurements, the government has seen significant cost avoidance throughout the program.  

In addition to cost avoidance, through use of firm fixed price contracts with clearly defined performance objectives, the Army has successfully locked the cost to complete of remediation at 866 sites, representing more than $600M in contract value.   Some caution is required when reporting these cost avoidance numbers simply because the contracts have not yet achieved all performance objectives.  There is still potential for change order claims to be filed which will affect the overall cost avoidance numbers.  Regardless, the overall impact of the initiative on the funds assumed to be required to perform cleanup is clear.

Observation 2:  Contractor performance in meeting scheduled milestones is on par with past performance.
Evaluating schedule performance at this early juncture in the contracts is proving to be challenging because many of the major milestones and performance objective dates have not yet been reached.  To get a preliminary sense of schedule performance, the Army identified original dates proposed by contractors for 128 milestones that were scheduled to reach completion as of November 2005 (the initial start of the study) from the first seven performance-based contracts awarded between 2001 and 2003.  These dates were compared to actual or proposed completion dates.  When there were delays, the Army evaluated the drivers behind the delays to determine the cause.   Preliminary analyses of data to date for the first seven contracts show the following trends:

· Of the 128 milestones identified in the performance metrics study, slightly more than 60 percent (79) were completed on time or within a few months of the proposed completion date.    

· More than half of the late milestones were caused by a cascade effect, whereby the first late milestone has delayed completion of subsequent dependent milestones.  However, subsequent milestones are being completed within the proposed timeframes, and in many cases contractors are working to accelerate their internal schedules to ensure that major milestones are met later on.  

· Contractors typically missed milestones because of technical challenges, delays in regulator review, and poor planning assumptions in the early phases of the contracts.  

The schedule performance results identified in the 2005-2006 performance metrics study are similar to other preliminary data now available that show contractors on performance-based contracts completing between 68 and 70 percent of milestones on time.  For example, of the 69 site completions that were identified as milestones by August 2007, contractors have completed 47; however, 22 sites are expected to be delayed.  There is an additional 194 sites with an expected completion date of September 2007.  Of those, 120 will be completed on schedule, representing just over 60 percent of on-time completions.   Because this is based on contractor projections, there is still an opportunity for contractors to accelerate some actions to meet agreed upon schedules.

When interviewed, installations reported that 42 percent of the contractors are working at or ahead of schedule.  However, 58 percent of the contractors are behind schedule on at least some portion of the performance-based contract sites.  Regardless, installations report that they believe the contractors will be able to make up the schedule delays and most will remain on schedule to meet their final objectives.  In fact, when asked whether the contractors have a corrective action plan to get back on schedule, two installations reported a corrective action plan involving staff replacement, and three reported that they did not believe a corrective action plan existed.  The remaining installations believe a corrective plan is not necessary because the contractor will still be on schedule to meet the performance objectives.  In general, contractors have incorporated windows of opportunity into their schedules that can be used to collapse schedules when delays occur.  

To some degree the results of the schedule performance are not surprising to the Army, because the Army intentionally challenged contractors to meet a September 2007 completion date for a large number of its highest priority sites in order to meet its Defense Environmental Restoration Program goals of achieving the greatest risk reduction of sites in the inventory..  Performance-based acquisition is seen as a viable contracting tool; however, the contract mechanism itself cannot be seen as the cure for technical challenges associated with these sites.  Although early indications show that schedule performance has not improved as a result of the performance-based acquisitions, the Army anticipates that a large number of the performance objectives scheduled for the out-years will be met ahead of schedule.   As the contractors, installations, and regulators become more familiar with working in a performance-based environment, the number of delays has been shown to decrease.    In many cases where the contractors are not meeting milestones proposed in their project management plans, there are extenuating circumstances (e.g., regulator resources and schedules) which are out of the contractors’ control.  Regardless of the reason for delays, contractors are working diligently with regulators and the installations to identify ways to adjust internal schedules to ensure that the ultimate performance objectives can still be met.   
Observation 3:   Failure to manage uncertainty properly has resulted in higher bids than necessary, and in one case, the need to cancel a procurement action.

Uncertainty is inherent in environmental restoration work.  The key is to understand the potential impacts caused by the uncertainty and manage them.  In the case of performances, the primary impact of uncertainty is unnecessarily high bids from which contractors could gain excessive profits.  If a site is insufficiently characterized, bidders may assume worst case or near worst case conditions and bid accordingly.  Competitive forces cannot remove unnecessary funds from bids if sufficient information is not provided to allow contractors to devise focused strategies. 
There are a number of competing factors that must be considered when selecting sites for inclusion within the scope of a PBC at an installation.  The issue then is how to best select sites for a PBC that will result in the lowest life-cycle cost to the Army.  If the scope can be made fence-to-fence (i.e., include all open Installation Restoration Program (IRP) sites at the installation), it reduces challenges associated with interfaces among contractors and it puts everything under a single management structure.  Moreover, the larger the number of sites, the broader the base for spreading risk and the less management burden that needs to be borne by any one site.  On the other hand, putting sites under a PBC that have not been properly characterized raises the probability that bids will be higher than necessary to protect against unexpected requirements.  

The Army has now successfully implemented four different approaches to reduce uncertainty as a way of managing its impact on bids:

1. Remove the site from the performance work statement (PWS) and allow it to be closed under another contracting strategy;

2. Defer putting the site in a PWS until sufficient characterization has been performed to reduce the uncertainty;

3. Modify the objectives in the PWS so the output is a decision document rather than site closure; or

4. Conduct a targeted data gathering exercise to provide additional information to bidders prior to the procurement.

The initial approach to performance-based acquisition was to assume that the scope would include all contaminated sites at an installation.  In other words, a fence-to-fence procurement was desired.  However, over time the PBA Team has developed a more rigorous review of the candidate sites to make sure that each site is considered for all factors, including cleanup and characterization status, execution strategy, uncertainties, etc.  This review process is shown in Attachment 3.  The process is intended to identify uncertainties during evaluation and make a reasoned decision as to how they might impact implementation.  Based on that assessment, one of the four uncertainty management options is adopted as the path forward.  Once each site is reviewed, the evaluation team formally documents the results of the assessment, options, and recommendations in an after action report.  The after action report is reviewed, commented on, and approved by the installation and the USAEC Restoration Manager.   The candidate evaluation approach now also includes use of uncertainty analyses to help decision makers determine whether there is sufficient characterization to include a site, and developing multi-year implementation strategies with installations that identify “break points” for each site (i.e., the optimum phase for the site to be included on a performance-based contract).  

Observation 4:  There is considerable debate among Army personnel and contractors as to the value of environmental insurance.  

The Army uses environmental insurance as one tool to ensure that the Army’s costs to clean up a site can be capped at the contract award value.  Environmental insurance provides a means for contractors to bound their uncertainties by providing additional funding in the case that a site costs more to remediate than expected.   When first entering into performance-based acquisition, the Army used environmental insurance because there was a belief that contractors would not be willing to supply firm fixed price bids on a performance-based contract without insurance.  However, since the initial onset of the initiative, the Army and contractors have become more familiar with the performance-based framework resulting in fewer than 50% of the FY06 contracts requiring insurance.  As shown in Figure 4, the Army is trending toward allowing contractors to make a best value determination as to whether they want to incorporate use of insurance as a part of their corporate risk management strategies.   In parallel, the Army trend is moving away from strictly low cost, technically acceptable award bases to allowing the use of environmental insurance to be considered as one element of a best value, or technical trade-off competition.   
	Contract Award Date
	Number of Awards
	Number of Awards Requiring Insurance

	FY01-02
	2
	2 (100%)

	FY03
	5
	5 (100%)

	FY04
	14
	10 (71%)

	FY05
	19
	11 (58%)

	FY06
	12
	4 (33%)


Figure 4:  Use of Environmental Insurance in the Army Performance-Based Acquisitions 
Observation 5:  Many participants believed there were better ways to evaluate bids to ensure getting the lowest life-cycle cost solution.  Personnel felt that some form of technical trade off (versus low cost/technically acceptable) would have been in the Army’s best interest.  

The ultimate goal of the Army environmental cleanup program is to get sites to the point where there are no unacceptable risks to human health or the environment for the least life-cycle cost.  The working premise for the performance-based acquisition initiative is that with a properly written objective statement and competition, the acquisition process will provide that result.  As such, most of the early performance-based contracts were awarded on a technically acceptable, low cost basis.  In other words, as long as a proposal was deemed technically acceptable to the Army, the low cost was selected.  

Unfortunately, the practical reality is that some sites cannot be brought to a state of no unacceptable risk in the ten years (two five year contract periods) available for a performance-based contract.  As a consequence, the length of the contract period opens the possibility that bidders can propose a remedy that in the near term appears to be low cost, but in reality has higher life-cycle cost because post-contract cost obligations more than exceed the savings achieved during the first ten years of the contract.  The issue then is whether there are ways to prevent contractors from putting in winning bids that ultimately cost the Army more in the long term than necessary. 
In early procurements the objective was to obtain “Regulatory Closure”, thus leaving it up to the bidder to select between alternatives that achieved a remedy in place (e.g., groundwater pump and treat system designed to contain a plume, but will requiring long-term operation and maintenance) or response complete (e.g., groundwater treatment that achieves agreed upon cleanup standards within the period of performance of the contract).  As a consequence, in a low cost bid selection, there was no way to prevent bidders from selecting approaches that would have higher life-cycle costs in the form of long term operations and monitoring costs.  There was also difficulty in defining what regulatory closure meant.  Subsequently, some procurements were written specifying either remedy in place or response complete for individual sites.  However, there was concern that this was too prescriptive and dictated those sites that would receive more aggressive remedies rather than allow creative ideas to surface.  Various attempts were made to require the successful bidder to provide documentation demonstrating that the proposed remedy would be the low life-cycle cost option.  However, the successful bidder is not bound to the proposed remedy, so that proof was of no long-term value to the Army.  

Ultimately, the Army has to accept a remedy before it is provided to the regulators for approval.  It is the Army acceptance process where contractors can be prevented from moving forward with an alternative that will be more costly for the Army than necessary.  The Army now requires the life-cycle cost analysis as a condition of accepting any remedy.  One of the performance standards for remedy acceptance is that the contractor demonstrate to the Army that the approach provides the best overall life-cycle cost to the government.  In some cases, this may result in a higher up-front remedy cost, but will reduce out-year costs in the form of long-term management of systems and monitoring significantly.  Some caution is needed since this puts the Army in the position of forcing the contractor to spend more as a way of reducing Army costs.  
Observation 6:  Considerable confusion exists within the contracting community as to what comprises an acceptable payment milestone.  

Under a performance-based contract, bidding contractors are requested to submit their proposed list of milestone payments, or the list of activities for which they will be seeking payment.  In most cases these proposed list of payment milestones did not meet milestone requirements or were not in the Army’s best interest.  As a result, the contracting officer representative and the contractor have to negotiate the final milestone schedule for adoption into the contract.  Contract language allows the contractor to propose interim milestones that will result in partial payment for work performed as long as those interim milestones “…have a defined means for demonstrating completion in order to facilitate certification and approval.”  Cash flow considerations motivate the contractors to propose a large number of interim milestones, many of which do not meet the requirement.  There is still a tendency on the part of the contractors to seek payment for mobilization and level of effort rather than for demonstrated completion of interim milestones that represent achievement of performance objectives.  

Interim milestones may be both necessary and appropriate, depending on the nature of the work required at an installation.  In order to reduce delays in contract implementation, guidelines and sample interim milestones were prepared and included in the solicitation packages. 
Observation 7:  Although the goal is to eliminate the need to modify contracts, there are some instances where technical and administrative issues have driven the need for change orders.  

There have been several instances where technical issues have arisen where change orders have been processed that add to or subtract from the cost of the contract.  In two instances additional scope has been added to the contract to address work that was not originally included in the performance work statement.  At two installations, modifications have been required as a direct result of Army actions that have been outside the contractors’ responsibility.  In one case the existing landfill cover (trees) was harvested by the installation forester because of lack of communication between the restoration and the natural resource personnel.  In another case, the schedule for conducting remediation had to be adjusted to meet the objectives of the installation commander.  In one instance, the cost was reduced in a modification because the installation agreed to remove a chemical warfare material (CWM) site from the insurance requirement after contract award.    

Installation personnel indicated that they believe additional modification requests are likely as the contractors get farther along in the contract implementation.  Although the Army limits change orders allowed under a performance-based contract, there have been some cases where there are justified modifications.  Each request has been carefully reviewed by the Contracting Officer and evaluated on whether a modification is justified.  

Observation 8:  Little to no comprehensive and formal performance-based acquisition training has been provided to installation and contract managers. 
Without formal training, certain installation personnel felt that they did not fully understand the benefits and pitfalls of a performance-based acquisition approach.  Rather, they felt they had simply bought into the benefits of this approach after attending Army briefings, and were just “going with the flow”.  Formal training would have ensured more involvement in development of the performance work statement and government cost estimates.  In turn, installation personnel would have had a more comprehensive understanding of the pros and cons associated with performance-based acquisition, and would have known how to better prepare to deal with them.  

Until recently, there was a general sense that a performance-based contract was no different to administer than other remediation contracts.  As such, no new training or guidance was provided to the contracting officer representatives or installation personnel responsible for overseeing the contractors.  Because of this, issues are starting to be brought to the attention of the Army pertaining to the actual “rules of engagement” on a performance-based contract.  Specifically, several items were identified that will be developed into training:
· The level of risk a contractor is operating under when on a performance-based contract versus other contract types;

· When modifications are/are not appropriate under a performance-based contract;

· Roles and responsibilities and lines of communication/authority for the installation personnel, contractors, regulators, contracting officer representatives, and the contracting officers;
· Appropriate payment milestones (versus progress payments);

· The level of oversight required by the Army and to what extent the Army can direct activities conducted by the contractors;

· Quality assurance and surveillance; and
· Interpreting the intent of the performance work statement.

CONCLUSION

The Army’s PBA initiative has generally been deemed a success because of the published cost avoidance and because of the overall improvement in contracting that has occurred as a result of the emphasis on using performance-based objectives.  However, the initiative has undergone significant change since its inception.  Most of the changes have been made “on the fly” in an attempt to implement continuous process improvement.  It is the Army’s intent to continue to focus on areas that require improvement, and to continue to track performance. Specifically, as contracts mature, the Army expects to identify new areas for improvement, some of which will require modifications to the process and others may require additional training and guidance.  As such, the Army encourages feedback and input on all aspects of the process -- from candidate evaluation through contract implementation.  In addition, the Army is continuing to evaluate other performance-based contracting tools, such as increasing the use of incentives and disincentives to improve schedule performance, and use of contract mechanisms other than strictly firm fixed price contracts where program or technical uncertainty does not support use of a fixed price mechanism.  
REFERENCES

Tracking Performance on the Army’s Performance-Based Contracts; Are they delivering all that was hoped? US Army, May 2006.  
US Army Performance-Based Acquisition Lessons Learned; Fiscal Years 2001 – 2006.  US Army, November 2006.

Seven Steps to Performance-Based Acquisition, Interagency Partnership on Performance, http://www.acquisition.gov
Subpart 37.6 of the Federal Acquisition Regulations prescribes policies and procedures for acquiring services using performance-based acquisition methods.  Performance-based contracts include:


A performance work statement or statement of objectives; 


Measurable performance standards (i.e., in terms of quality, timeliness, quantity, etc.) and the method of assessing contractor performance against performance standards; 


Performance incentives where appropriate. When used, the performance incentives shall correspond to the performance standards set forth in the contract. 


The performance work statement or statement of objectives will:


Describe the work in terms of the required results rather than either “how” the work is to be accomplished or the number of hours to be provided;


Enable assessment of work performance against measurable performance standards; 


Rely on the use of measurable performance standards and financial incentives in a competitive environment to encourage competitors to develop and institute innovative and cost-effective ways to perform the work. 





According to the � HYPERLINK "http://www.acqnet.gov/" �Interagency Partnership on Performance�, sponsored in part by the Department of Defense, the benefits of performance-based acquisition include:


Increased likelihood of meeting mission needs 


Focus on intended results, not process 


Better value and enhanced performance 


Less performance risk 


No detailed specification or process description needed 


Contractor flexibility in proposing solution 


Better competition: not just contractors, but solutions 


Contractor buy-in and shared interests 


Shared incentives permit innovation and cost effectiveness 


Surveillance: less frequent, more meaningful 


Results documented for Government Performance and Results Act reporting, as by-product of acquisition 


Variety of solutions from which to choose








Fiscal


Year�
# of Awarded Contracts�
Total Contract Award ($M)�
Total Cost Avoidance ($M)�
�
FY01-02�
2�
$39.391�
 $2.809 �
�
FY03�
5�
$98.795�
  $21.203�
�
FY04�
14�
$152.738�
  $123.351�
�
FY05�
19�
$173.375�
  $71.354�
�
FY06�
12�
$113.172�
  $78.815�
�
FY07 YTD�
4�
$24.724�
    $2.984�
�
TOTAL�
56�
$602.195�
$300.517�
�
Figure 3:  To date, the performance-based acquisition initiative has resulted in 56 awards at 92 active Army installations, resulting in an estimated cost avoidance of more than $300 million.
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