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Some Comments on Total Package Procurement

By George D, Gearino

The uwuthor discusses the philosophy of a total package
procurement contract and somo of the significant features
encountercd in the survey of the C-5A alrcraft program,

In 1965 the Air Force contracted for
the C-5A aircraft under a new procure-
ment technique called the Total Pack-
aga Procurement Concepd, This can.
cept, cornmonly referred to as TPPC, is
an outgrowth of attempts by the De-
partment of Defensa lo institute come
petition Into the procurement of major
weapons systems, Previously, these pro-
curements had heen largely sole sour:e.
The idea of TPPC has generally been
credited to Assistant Secretary of the
Air Force, Robert . Charles. Al
though 1t is still in the experimental
stage and undergoing some changes,
TPPC is belng used on other major
procurements and appears to he the
model for the future in major defense
conlracls,

Introduction

TPPC is intended to place as mach
development, production, and support
as is possible of a major weapons sys-
tem under one compelitive umbrella,
This entire package will be subject to
all the advantages of competition, Pre-
viously, competitors tended to provide
unrealistic price estimates and to over-

state proposed performance hecause of
awareness that follow-on production
procurements would of necessity be
sole source to the winning competitor,
This is relerred to as “buy-in” hidding
and TPPC js designed 10 prevent this,

TPPC is expected to motivate the
winning compelitor to emphasize
simple design, economical production,
casy maintenance, and high reliability,
The buyer will benefit with an eco-
nomical and reliable product, This tech.
nique iy also expected lo encourage the
contractor to practice economies from
the outtet with respect lo suppliers and
subcontyactors, It will provide incen.
tive to the contractor to stabilize design
and lsce_p to & minimum the changes
normally, associated with a develop.
ment prolgrum. 'To attain these objec-
tives, the vontractor will have to be en.
couraged to assuine wuch of the de.
velopment'risk previously assumed by
the Government and will have to be
motivated to meet not only price hut
also performance commitments,

The C-5A procurement included in
the Request for Proposal (RFP) and
in the contract unique features not pre-
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viously experienved In a convertional
procurement, Sonte of these unusual
fealures were:

1, A model contraci fo be completed
and signed by each competitor
was included in the RFP, This
signed contract referenced the
compelitors' prics and  detall
specifications on the performance

: to be obtained, After solection of
the winning competitar, the Gav.
ernment representative aflixed his
signature to the model contract
and it became the official contract
document,

2. The RFP specified that there
would be no negotiation of the
proposed price, The price and per.
formence commitments included
in the propusal were Linding,

3. The RFY also contemplated that
Government-furnished equipment
would be kept to a minimum or
eliminated completely.

4. The contractor was permitted to
select one of reveral methods by
which he could participate in in-
centive profits, Each of these
methods was explained in the
RFP,

The contract document also con.
tained some unusual features, Some of
these were:

1. A correction-of-deficicncles clause
provided that the contraclor must
meet or exceed performanze cri
terfa included in hie proposal,
This was intended to prevent any
degradation of the specifications,
Hopefully, this clause will pre.
clude the Government from ob-
taining a less than acceptable
product,
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'The contract placed full system.
responsibility on the prime con
tractor, This responsibility in.
cluded the interface of any major
Government» or subcontractor.
furnished equipment with the air
frame, This is intended to place
full responsibility for all per.
formance criteria on the prime
contractor that must be demon.
strated duringhe test phase of the
program,

‘The conlract covered not only de.
velopment but also production
and options for future produc.
tions, If the oplions are exercised,
the contract will span approxi.
mately a 10-year period, For this
reason, the contract included a
clause to protect the contractor
from abnormal fluctuations in the
economy over {this extended
period,

The contract included incentives
on cost and performance to
molivate the contractor to make
every efforl lo keep costs o a
minimum and to exceed propored
performance. The performance
incentives are oulside the con.
tract price and will he pald even
if the tolul cost exceeds the ceil-
ing price,

The contvact included a clause
that any changes of less than
8100,000 cuch will he accom-

plished at no change in contract
target price. As the magnitude of
changes over $100,000 increascs,
profit rates applicable to these
changes will decrease. ‘Ths nbjec-
tive of this clause is ty minimize
design changes during and after



development.  Expevience  has
shown \hal these changes rfe a
means of recovering Josses ine
curred Jduring the development
stage, These changes also tend to
delay production of operational
units,

'The Department of Defonse (DOD)
recognized that the Government must
relax certain  controls :coneldered
restrictive §n light of TPPC. Certain
reviews and approvals which rormally
occur at different stages of development
and production must be eliminated.
This places on the contractor more re-
sponsibility ta meet specification re.
quirements and precludes any abroga.
tion of the correction-of.deficiencies
clausc,

TPPC's Advantages and Some
Related Audit Problems

There appears to ho general agree-
ment among DOD officials that there are
six principal advantages to be achieved
from & TPPC procuraraent. However,
a recent GAO survey of the C-5A pro-
gram showed that soman of tliese benelits
presented proble:ns to the GAO auditor.
The success of TPPC hinges on achiev-
ing these benefits. Therefore, the
auditor must recognize the pitfalls of

these Lenefils when making an analysis
of TPPC,

1. The concept requiies a tightening
of design and configuration dis-
cipline in hoth the proposal speci-
fication and the work under
contract,

Ono problem associnted with this
benefit is that tho Government must bo
more specific in detailing exactly what
is required of the weapons aystem. The
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GAQ auditor reviewing the procure.
ment must make a detailed study of the
request for proposal to ensure that spe-
cific parameters are established against
which compelitive proposals can be
measured, Also, the auditor must de-
termine that these parameters are care
ried over into the contract to provide a
base for measuring performance
rowards,

2, TPPC inhibits buy.in bidding
with jis velated problems of over-
stated performance and under-
statedd cost, Competition over
more of the complete program is
accomplished and thereby pro-
vides some assurance that price
is reasonable,

The primary problem associated
with this benefit is making a determina.
tion that competition did in fact exist.
The very size of these procuremests
and the increased risk to the contraclor
restrict the competitive field, Only
those forlunate few who can afford to
invest a considerable amount of their
rezources In program definition and
can assume the risks associsted with
the procurement are able to compele
for the award, When the competitive
field is narrowed to only two or thice
bidders, then outside conditions, such
as a backlog of husiness, could influ.
ence a competitor’s proposal and have
the effect of negating competition,

3. Cost and performance commit-
menis motivale the contractor to
design, at the outset, for econom-
ical production, high reliability,
andl easy maintzrnee,

The problem assoviated wiith thia

Lenefit is that it requirea all competi.
tors o define these commitments dur.
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ing proposal preparation, and his
increases the cost of contract definition,
Although competitors are generally
awarded fixed-price definition con-
tracts which reinburse a part of this
definition expense, the competitoys .12
inclined to incur costs over and ahove
the definition contract amount, The ac-
counting treatment of these nonreim-
hursed costs presents a problem, Care
must he taken to ensure that these cosis
have been properly calegorized among
hasic research and development, bid
and proposal expense, and costs di-
rectly associated with the work prior to
contract award, Agency auditors usu-
ally examine into the treatment of these
costs during their periodic reviews of
overhead allocations, These revicws
can be helpful in any GAO examination
of the definition contract,

4, The contractor is encouraged to
obtain supplies and services from
the most reliable efficient sources.

To oltain maximum advantage of

this wenefit and to ensure that there is
no interference in the contraclor's
activities which may later partially
negate the correction-of-deficiencles
clause mentioned ahove, the Govern-
ment must refrain from reviewing and
approving the contractor’s make-or-
huy decisions ar.d subsequent changes
to these decisions, It is conceivable that
the contractor could subcontract a
major porlion of the work on a fixed-
price basis and ultimately participate
in rewards for cost underruns which
are actually earned by the subcon-
tractors, Also, the contractor can con-
ceivably subcontract work to foreign
suppliers and contribute to the balance-
of-payments problem without Govern.
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ment abjection even though a Buy
Amerjcan clpuse is induded in the
conbract,

5, The Gawgmment iy permitted 1o
make a ehorlce between competing
contractars on the hasis of binding
commifineals  over the entlre
program,

To achieve 1his benefi, the Govern.
ment must placg more emphysis on the
lechniques nsed In source selection,
Mare allention must be given to the
specifications gnal performance guaran.
lees than had heengiven under previous
procurements, |n the past, price had
been the prinsary factor in deciding the
winning compeuhr. The GAO auditor,
who is usually price oriented, must also
become specllic;llion orifented when re.
viewing the sek<tlon process,

6. Both the Cavernment and the con.
tractor hen €t {rom Jong-run pro.
pgram  aubility which permits
better plan ving and funding,

Although this benefit appears to have

no immediate Jadvantage, it is nos.
sible that program terminations may
be more expensive under TPPC pro-
curement thax ynder conventional pro-
curements, Conment on this will have
to Le defetse until n termination is
actually experfinced and can  be
analyzed,

TPP(’s Disalvantoges and Some
Related Andit Problemns

Our survey of the C-5A program
revealed some disadvantages in procur.
ing under this concept and some new
audit problemy. Some of these audit
problems require changes in the audit
approach predously uwed to review



contractors’ aclivities and contract
adiministration,

1. Increased costin preparing a price
proposal and specification docu.
ment,

Because competitors must define so
much more of a weapons system in the
proposal than had previously heen de.
fined, the expense of proposal prepara.
tion is much greater, This additienal
cost may be nothing more than a ghift.
ing of certain development expenses to
the definition contract, However, prob-
lems are presented with the allowabilily
of these costs to the unsuccessful cam.
petitor, Care must be exercised to en.
sure that these costs are not heing ve.
covered through overhead distribution,
A review of agency overhead audits can
be helpful in determining if these costs
are being allocated to other Government
conlracls,

Anvther problem is thal incressed
proposal expense restricls competition
to only those companies capable of
absorbing these high costs. Alse, many
companjes are reluctant to incur large
definition expense withoul assurance of
award of the contract,

Since competition is necessary to the
success of the program, it is necessary
to reviev both the successful and the
unsuccessful proposals, A review of the
unsuccessful proposals is necessary to
eslablish the existence of competition
and (o ensure thet proposals are respon.
sive lo the REI’. After contract award,
\his could present a problem of access
to those proposal recerds and supporl.
ing documents prepared at the bidder's
expense,

2, TPPC encourages disengagement

from the contractor’s day-te-day
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aclivities and therehy allers the
Gevernment's normal contray ad-
ministration responsibilities,

TPPC encourages the r:ontiacior lo
select and negotinte stheontracts, to
plan production schedules, 1o make ens
gineering and management decisjons,
etc,, witlhout Government review and
approval, Therelore, new techniques
must be devised to effectively monltor
the contractor's activities after contract
award, It logically follows thatboth the
agency auditor and the GAO must de-
vise new techulques to revlew this
monitoring,

Another problem assacialed with this
disengagement is thal it hay atendency
to inhibit independent reviews of the
contractor’s activities, For example, it
is not yet completely elear what GAQ's
rights are with respect to performing
postaudils on this typs of contract.
Also, after contract award, there {s a
reluctance on the part of the Govern-
ment  either to wmake wmanagement
suggestions or to criticize contractor ac.
tions lest they be construed as inter.
ference, Consequently, the Government
must continue surveillanceover the con-
traclor's aclivitles without exercising
control over these activities.

3. Hecnuse the competitors nmust de-
fine a major par! of the weapons
system during proposal preparas
tion, the source selection process
must {nclude a review not only of
cost hut also of praposed produc.
Yton techniques, company man.
agewent, proposzd maintenance
and operaling costs, elc., before
making a selection of the con-
Iractor.

This requirement ylaces a tremens

dous burden on the source seleciion
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cominittee and shifts some of the Gov.
ernment’s administrative responsibili-
ties to a time frame prior to contract
award, A review of a total package pro-
curemen? must include an analysis of
the method by which the selection was
made and a determination of whether
there was sufficient information avail.
able to make an intelligent selection,
Another problem associated with re-
viewing the selection is ensuring that
each element used to make the selection
is properly weighed, TPPC encourages
design of a product that will not only
meet performance criteria but also
achleve economical operation ard low
maintenance over the life of the
weapon. Therefore, the importance of
operating and maintenance costs should
be fully considered, as well as design
and production estimates, when making
the selection, The GAO auditor review-
ing TPPC must salisfy himself that the
selection was not made solely on pro-
posed design and production costs,

4. Another disadvantage of this type
of procurement is that the prime
contractor may tend to pass to
subcontractors much of the risk
associaled with meeting price and
performance criteria,

The TPPC contract provides for a
higher profit rate than conventional
contracts, and the incentive-profit-shar-
ing ratio must be favorable to the con.
tractor, Because the contract will us-
unlly caver a longer period, a clause is
needed to protect the contractor from
abnormal increases in labor and male.
rial costs. The prime contractor can
conceivably pass much of the risk asso-
ciated with performance and price to
the subcontractors without passing
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down some of the protection ass.cinted
with this risk (e.g., higher profits and a
cost Increase clause), Although GAQO is
usually not involved in proposed profits
of subcontractors, too Jow a profit
structure could affect the quality of the
subcontraclors’ work, Consequently,
the GAQO auditor must salisly himself
that the prime contractor is effec.
tively monitoring the subcontractors’
operations,

An interesting side problem associ-
ated with subcontractors s the deter-
mination of administrative responsibil.
ity. Under the philosophy of TPPC, the
prime contractor is responsible for
selecting  subcontractors, reviewing
price proposals, negotiating snbcon.
tracts, and administering the subeon.
tractors’ operations such as quality and
production control, Many of these sub-
contractors cccupy Government facili.
ties, and many times a resident auditor
and an agency contract administration
team are slationed at the plant, If the
Government representatives located at
the subcontractors' plants perform
these services for the prime contractor,
material savings can be realized. How.
ever, this could result in the Govern-
ment's assuming a responsibility which
properly belongs to the prime con-
tractor and, in effect, would he negat.
ing an advantage of TPPC,

Conclusion

We have recently completed a survey
of the C-5A program, One primary ob-.
jective was to learn about TPPC and
how we in GAO could effcctively review
this new concept.

GAO is charged with reviewing the
manner in which Federal agencies ad-
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minister Government contracts, Be
cause the Government’s direct financial
interest is in no way changed by TPPC,
we were vitally interested in contract
cosis, management of Government.
owned property, elc,

As we learned more about TPPC, we
soon found that the usual review tech-
niques would not work, For example,
we found that, in a TPPC program, we
should have been equally interested in
how the agency disengages from the
contraclor’s day-to-day aclivities as
well as {n the manner in which the
agency adminiaters the contract,

The philosophy of TPPC requires
the auditor to place more emphasis on
reviewing the competitive atmosphere
surrounding the procurement, Corapeli.
tion on a TPPC program is necessary
to provide the protection that price is
reasonable, The contract is structured
to recognize the existence of this com.
petition by reducing some of the sur-
veillance which has previously been
excrcised over conventional-type pro-
curements, The auditor therefore must
make an in-dspth review to satisfy him.
ecll that effec dve competition did exist.

Another necessary chango is for the
GAQ auditor to veview in dotail hoth
the contract and the request for pro-
posal. One objective of this review is
to ensure that the parameters against
which incentive rewnrds will be com-
puted are clearly defined. Another is to
determine if the contract is structured
in such a way as to ensure that the
contractor will take advantage of eash
opportunity to reduce cost and improve
performance,

The GAO auditor must make a
greater in-depth analysis of the sourco
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selection process than had been made
on previous procurements, During this
source selection, the Government must
satis{y jtself that the contractor has the
necessary management know-how, engi-
neering and production capability, test
plans, quality and reliability programs,
ete., to achieve price and performance
goals, This can only be done by an
in-depth review of the proposal. There-
fore, the Government's major admin-
istrative responsibility occurs prior to
contract award and places greater jm-
portance on the source selection proc.
ess. The auditor can best determine if
the Government's interesis are being
pratected by giving more attention to
how this source selection was made and
to whether all available tools were used
by those making the selection,

The auditor should also review the
method by which the Government rep-
resentatives disengage themseives from
the contractor’e activities while still
retaining enough information to permit
program redirection or cancellation if
necessary, The general relaxation of
controls and hands-off philosophy
engendered by TPPC prevents the Gov-
ernment from monitoring the con.
tractor's activities in the usual 1nanner.
Therefore, new ways must be found to
administer the contract and the auditor
must analyze them to ensure that a
proper balance belween control and
surveillance is achieved.

TPPC is a significant departure from
previously used procurement tech.
niques and is by no means the last
change we will see. The DOD is con-
stantly reevalvating and changing its
procurement methods, Some recent in.



"TOTAL' PACKAGE PROCUREMENT

novalions, in addition to TPPC, are
DOD Directive 32009 covering systems
development and the 7000 series direc
tives covering management conltrol sys-
tems, Currenily being studied are rost
performance and schedule control sys.
tems and uniform cost accounting
standards for contractors, The GAQO
sudilor must keep abreast of these new
developments and must aller survey and
review techniques to meet these new
challenges. Indications are that TPPC
will be used extensively in future weap.
ons sysltem procurements. Hopelully,
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our experience on the C-5A program
will benefit others in GAO who will be
reviewing these future programs.
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