

Session 2

What is Performance-Based Contracting?



Session Theme

Solicitations must identify "what" is required (results/outcomes), not how to perform the work. In addition, measures for determining successful completion of the work must also be identified.

Session Competencies

By the completion of this session, participants will be able to:

Understand the key characteristics of PBC

Experience the differences between PBC and traditional contracting through exercises

Understand how to conduct an “outcome desired” performance analysis

Session Contents
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�Section 2.0:

Note that the performance-based contracting (PBC) initiative is an Executive-Branch-wide initiative and that throughout Government PBC includes stating requirements that contain three parts as noted in the viewgraph.



�2.0	Overview

�

The entire Executive Branch of the U. S . Government is implementing a "performance-based contracting” initiative. The initiative recognizes that the RFP is part of a communication process. This process is one of clearly and understandably communicating the results/outcomes desired, accompanied by the measures and standards which define successful completion of the work.



�Session 2.0.1:

The practical discovery is meant to be a means for the instructor to get the class involved with each other and to help them discover though application the information that is to be gained. This exercise is meant to show the process of performance based application no matter what scenario that is invoked.

(Note: The Human Body exercise is meant to be very short, �i.e., about 10 minutes)



Human Body Exercise

1.	Assign the participants to 5 to 6 person groups.

2.	Hand out 2 acetates/transparencies to each group.

3.	Task each group to write a very short performance result that want with respect to the health of the human body.

4.	Task them to identify three important things they would measure or gather data about to determine if the body met the performance objective that each group identified in Step 3 above.

5.	Task them to identify the level of performance they would want to see for each of the measures they identified in Step 4 above.

6.	Ask for a group to volunteer to present their results to the class. Keep it informal! You should put the transparencies on the Projector and let the groups’ spokesperson present while seated.

7. 	Have the class “critique” the results of each group using what knowledge they brought to the class or picked up from the first VG on PBC.

8.	Point out that just requiring a healthy human body without defining clearly what constitutes a healthy human body can permit a lot of different interpretations of the requirement.

9.	Problems seem to be work words and adjectives.



�2.0.1	Practical Example: Key Characteristics of PBC

��

You will be assigned to a small workgroup. The workgroup must prepare a performance requirement concerning the health of a human body. This requirement must also include the measures that will be used to determine that the human body is healthy as well as the performance standards associated with those measures. 

The instructor will highlight the points discovered in each of the groups' performance packages and make a comparison to other non-performance ways of writing the requirements.

�Section 2.0.2

Simply highlight the principle policy and resource documents that are available to them on the subject of performance-based contracting. Explain that later in the class they will be exposed to each of these documents in more detail.



�2.0.2	Relevant Policy and Resources

�

The move towards performance-based contracting is supported by both parties in Congress, the Legislative and all levels of the Executive Branches in Government. You will learn in the next session about the various policies of the Government with respect to performance-based contracting.



�Section 2.1

Stress that performance-based contracting is all about obtaining “results” and that the basic technique for doing this is expressing requirements in the form of “what” you want from the contractor, and not expressing how you want the contractor to execute the job.

Stress that performance requires you to identify what results you want, accompanied by the “things” you are going to concentrate on and measure to give you a comfortable feeling that the work is being performed such that the performance objective will be met. Further, the performance “package” requires you to identify the level of quality required to say that the job was successfully completed.

Note that if at all possible, identification of the measures and levels of quality should be done using industry interaction. 

Finalize by pointing out if you state your requirements in such that you take away any of the options the contractor has for executing the work, you are moving away from performance-based contracting.



�2.1	Describing “What, Not How”

�

The basic concept found at the core of performance-based contracting is the expression of contract requirements in the form of desired results. To clearly communicate these desired results, performance requirements will usually have three components:

The first component describes “what” is desired, such as, some necessary outcome. 

The second component includes the measures or important elements which tell the contractor what you will be measuring or gathering data about to provide you, the customer, information on how the work is being performed.

The third component is some targeted level of performance or standard of performance for the identified measure(s). Together this performance “package” clearly should describe to the contractor what it will take to successfully complete the work, whether it is a product being designed and produced or a service being provided. The performance package must be developed without telling the contractor how to do the work.



�Section 2.2

This exercise is designed to help students understand the process of performance requirements; how performance is affected with added level of detail.

Assemble all of the handouts and follow the instructions for conducting the “Plane Crazy” exercise.

After you have all of the results from each “Plane Crazy team, review the results with the assembled class. Stress the differences in requirements for each team and the gradual increase in Government “interference/how-tos. Note the impact on total cost to the government compared with actual results, .i.e., numbers of pennies moved the most distance.

The instructor must ensure that the COR for each group is briefed as to his or her duties and how to must perform this exercise. They are not part of the contractor group and must act as if they are only a part of the government. The instructor must also give the CORs how-toís for each particular group.



�2.2	PBC Compared to Traditional Contracting— �“Plane Crazy”

��

Activity Instructions

1. 	Assemble into teams. The instructor will help assemble each team by trying to distribute each of the functional specialists as much as possible, e.g., contracting person, engineer, project manager, program manager, etc.

	Each team should then:

a) Select an observer

b) Select a COR

2. 	Each team is to assume that they represent a contractor.

3. 	Each teams' objective is to make as much money for your company as possible. Your  customer' s (DON' s) objective is to get the best value for the taxpayer. Value is defined as maximum benefit at the least cost. In this activity, getting 5 to 10 pennies transported 10' to 20' in accordance with the prescribed requirements is the objective.

Note: Each team' s task is written a little differently. Plus, Team 5's task is a Cost-plus Incentive Fee, while Teams' 1 through 4 have tasks which are Fixed-Price ,plus Incentive Fee.

�

�2.2	Team Activity: “Plane Crazy” cont’d

4. 	An observer must be designated for each team. The observer' s job is to monitor the performance of his/her team, fill out a critique sheet, and report the results at the end of the activity. The observers are not to actually participate in their teams deliberations or task execution.

5. 	A Contracting Officer' s Representative (COR) will be appointed for each team. The COR' s job is to ensure the contractor completes the task in accordance with the DON regulations and acts as the oversight person for DON.

6. 	Each team task will be on a different color paper. Each person on a team will be given a copy of the task. The instructor will allow each team 15 minutes to read their task. At that point, the instructor will permit the teams to begin their task. The teams will execute their tasks simultaneously. The teams will have 10 minutes to complete their tasks. When each team is finished, the COR verify the work. If you finish before the deadline, take a break, but do not help the other teams.

7. 	Once all the teams are finished, the instructor will show everyone the 5 different task scopes, noting which teams had which tasks. The instructor will point out the WHAT vs. HOW-TO differences.

8. 	The instructor will have the observers then go through  their critique sheets and ask for a discussion from each team. The instructor will facilitate a summary discussion based on the comments from all of the participants.



�Section 2.3

Note that those defining a need can represent a variety of organizations, and the procedure or the form used to identify those needs are dependent on the level of the acquisition (major, minor), whether the acquisition is for a product or service, and whether the acquisition is at headquarters or a field office. Note that whatever methods are used it should always involve an expression of need, based on some mission requirements for the organization, translated into a contract performance requirement and accompanied by some criteria or standard upon which you will grade successful completion of the work.



�2.3	Conducting a Performance Requirements Analysis

�

The performance requirements which eventually are incorporated into a contract must be derived from some identified “mission” need. The mission need may come from a military operational requirements document or from a simple request for services by a functional element in an office. (“We need some engineering support services.”)

Once a need has been identified the parties responsible for developing solicitation performance requirements must analyze the stated need(s) and identify each individual result or outcome necessary to satisfy the need. It goes without saying that the requirements in a contract must be aligned with higher level needs of the organization. The performance outcomes must then be analyzed to identify the measures that will provide information during the execution that the work is being completed satisfactorily.

For any outcome there are many measures that can be identified. Using the healthy human body as an example, there are hundreds, if not thousands, of things that could be measured to determine if the human body is healthy. But doctors do not measure hundreds or thousands of things to determine if a human body is healthy. They measure a few critical things. They decide which things are critical because they know the subject they are addressing well enough to select a few measures that give them confidence that the body is or is not healthy. 

�Section 2.3, cont’d—pg 2-9

Point out that when identifying a performance package (objective, measure, and level of quality) you need to concentrate on those measures that are important or critical to you and the success of the work. Don’t say to yourself “Well if one or two measures are okay, I’ll incorporate 10 or 12 into the contract just to make sure.” That is an error often made and usually results in the contractor being confused or spreading their energies across the board and not concentrating on the important stuff.



�2.3	Conducting a Performance Requirements Analysis, cont’d

Developing performance requirements for inclusion in a DON RFP should be done using the doctor’s approach to determining the health of a human body. Of all the possible measures that can be identified, which ones are critical , which ones will give you the confidence that the work is being done satisfactorily?

After identifying the measures, then you must identify the standard or level(s) of performance required for each measure. For products these may consist of specification requirements, e.g., capabilities, capacities, ranges, interfaces, etc. For services these standards may be an industry quality level for a given function.

In those instances where you are dealing in an area where you are not familiar with an industry standard you may have to benchmark from organizations dealing in similar situations.

This session has used discovery learning as a principle tool in approaching the subject of performance-based contracting. The next session will summarize the various driving forces and their policies which have resulted in the Department of the Navy’s focus on performance-based RFPs. 

�

Instructor Notes







	Session 2: What is Performance-Based Contracting?



2-� PAGE �18�	Atlantic Management Center, Inc.



Writing  Performance-Based RFPs  •  December 1996	2-� PAGE �17�



 



 





�



�








