The Government’s Performance Contracting – What’s That?

We have recently been reading about a contract the state’s Department of Natural Resources (DNR) issued to a Utah consulting firm.  In a December 2003 article about the renegotiation of that contract, Governor Owens said he would be open to discussing possible reforms in the state’s “performance-contracting” process.  He called “performance contracting” an essential management tool.  

A Daily Sentinel editorial provided us information about the contract, like the contract “started at $100,000, the lowest of 15 bids, but ballooned to as much as $800,000 . . .” and “the next highest bid was a $157,000 flat fee.”  These are interesting data points from a “low bid” perspective, but they really don’t tell us the relevant facts about this contract, or DNR’s use of performance contracting.

I have not seen this contract, nor the evaluation and selection basis used by DNR, so I can not provide an opinion about the specific contract or process used, but I wanted to explore more about this essential management tool the state calls “performance contracting:” 

A review of the state’s web site reveals nothing about performance contracting except as it is used in Energy Savings Performance Contracts.  So, I will rely on the federal government’s description of performance contracting, also known as Performance Based Service Contracts (PBSC), or Performance Based Service Acquisition (PBSA).  WARNING:  Since we are going to talk about government practices, be prepared for the over use of acronyms, or “alphabet soup” as we call it.

What is PBSC?

The principal objective of PBSC is to express the government needs in terms of required performance objectives or results, rather than the method of performance, to encourage industry-driven competitive solutions.  It is based on commercial practices used by successful private companies throughout the country. 

Each PBSC includes three critical components; 

1) Performance Work Statement (PWS), 

2) Measurable performance standards, and if appropriate incentives, and 

3) The government’s Quality Assurance Surveillance Plan (QASP).

The PWS describes the purpose of the work to be performed rather than “how” the work is to be accomplished or the number of hours to be provided.  The PWS also establishes the required performance standards the contractor must meet.  The performance standards reflect the level of service required by the contractor.  A successful PWS will describe the work in terms of outcome, results, or final work product, describe the government’s minimum needs, and be objectively measurable to permit contract enforcement.

The PBSC also provides the performance objectives, or the end results the contractor must meet, and the criteria the government will use to determine success or failure.  The objectives may provide incremental values for achieving or exceeding the desired end result.  For example, if the government wants the project done by the end of March, but would greatly benefit if it were done one month earlier, than the contract may include an incentive for early completion, and a penalty for late completion.  These are typically called Performance Based Incentives (PBI).  PBIs may be monetary or non-monetary, and may also be “negative” for not achieving the desired end result.

The government’s QASP describes the method the government will use to determine the success or failure of the contractor.  The level of surveillance described in the plan will reflect the complexity of the acquisition.  The QASP is used to ensure the results, objectives, and obligations of the contract are being met.  The QASP focuses on achievement of desired results or objectives and not on the methodology used by the contractor to achieve them.

Typically, the government’s evaluation of proposals and selection process for the successful proposal is not based on the low bid.  It is based on a “best value” determination.  This is where the government considers several evaluation factors, such as the offerors’ technical capabilities, experience, and past performance, in addition to the proposed price to determine the contractor that will provide the best value to the government.  The decision is based on a balance of all evaluated areas with the ultimate goal of getting the biggest bang for your buck.

When using “best value” as the selection criteria, the government must document the basis of its decision to ensure funds are appropriately spent, as it is not just the selection of the low bidder. 

What Makes PBSC Successful?

· Participation by key technical, functional, financial and procurement personnel early in the process

· Align the contract’s desired end results with the organization’s strategic objective(s)

· Identify key organizational and individual roles and responsibilities for defining performance based requirements, objectives, measures and incentives

· Ensure incentives are structured in a manner that will improve contractor performance

· Establish documentation requirements sufficient to support the selection, evaluation, and negotiation of performance based contracts

· Ensure the QASP is sufficient to monitor contractor performance against objectives and that performance accomplishments are adequately documented and verified.

Why PBSC is Important

The advantages of using this type of contract and evaluation process are that the government can spend our valuable and limited tax dollars in a more productive manner, obtaining better quality service, and increasing our satisfaction with the government's overall performance.

If the PWS is written accurately, and the proposal evaluation process is done correctly, and the QASP provides an accurate reflection of the contractor’s achievement of the objectives, PBSC are a huge improvement to the past practice of “low bid” for services.  Low bids have been, and continue to be appropriate for buying commercial, standard off-the-shelf products.  However, in my experience in spending our taxpayers dollars, using the low bid process for complex service requirements will cost you far more in the end. 

Conclusions

As I mentioned, I have not seen the DNR contract or their decision basis.  But, It appears that there certainly is a place for performance contracting.  As taxpayers, we can’t say to our government managers “we want better performance out of you but always use the low bidder.”  The Governor is right in saying performance contracting is an “essential management tool” as long as it is conducted properly and the customer understands it.  

I believe the State would benefit from explaining their performance contracting process to its customers; the taxpayers.  It appears there is still a belief that the state awards all contracts to the “low bidder”.  Further, during the public scrutiny of the DNR’s decision, I did not see where Mr. Walcher fully explained the nature of the contract nor the selection process used.  This allows us to guess, assume, piece meal irrelevant data points, and in general question their decisions.

Understanding the performance contracting process is valuable for the customer, essential for the government manager and critical for participating contractors.
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