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DIGBST 

Contracting agency properly considered the cost of 
consumables (paper) in determining the lowest overall cost 
of computer printers, even though such costs were not 
specifically mentioned in the original solicitation as 
issued, since the Federal Information Resource Management 
Regulation requires consideration of all identifiable and 
quantifiable costs that are directly related to the 
acquisition and use of the system being acquired, and since 
the necessity for evaluating costs of different types of 
paper did not reasonably become apparent to the agency until 
the solicitation was amended to permit use of different 
types of paper. 

DECISION 

Honeywell Federal Systems, Inc., protests the Small Business 
Administration's (SBA) award of a contract to Xerox, Inc., 
under request for proposals (RFP) No. 88-16-JD for the 
purchase of a high-speed, non-impact printer. Honeywell 
contends that the agency improperly adjusted offered prices 
to account for paper costs that would be incurred during the 
projected 5-year system life of the printer, without having 
properly disclosed this as an evaluation factor that would 
be considered. 

We deny the protest. 

The RFP, issued August 26, 1988, required offerors to supply 
the equipment, software maintenance and other support 
services for a non-impact printing system in conformance 
with mandatory technical specifications.l/ - The RFP provided 

1 /  The electronic printing system is to serve as the 
crimary source for printing of data from magnetic tapes 
produced by SBA's central computer system. 



t h a t  award would be made " t o  t h a t  r e spons ib l e  o f f e r o r  whose 
proposal  is determined t o  be t h e  lowest  o v e r a l l  c o s t  t o  t h e  
government, p r i c e  and o t h e r  f a c t o r s  considered,  f o r  t h e  
s y s t e m ( s )  l i f e ,  and f o r  which funds are a v a i l a b l e . "  The RFP 
d i d  not c o n t a i n  t e c h n i c a l  e v a l u a t i o n  c r i t e r i a  f o r  
determining t h e  r e l a t ive  t e c h n i c a l  merit of proposa ls .  
"Cost t o  t h e  government" was def ined  t o  inc lude  " t h e  
o f f e r o r ' s  p r i c e s  (equipment, so f tware  and s u p p o r t )  over t h e  
systems l i f e ,  assessments f o r  eva lua ted  o p t i o n a l  f e a t u r e s  
not  s a t i s f a c t o r i l y  proposed, and any predetermined in-house 
expenses f o r  ADPE i n s t a l l a t i o n  and opera t ions ."  Thus, under 
t h e  RFP ' s  e v a l u a t i o n  scheme, award would e s s e n t i a l l y  be made 
t o  t h e  lowest  c o s t  t e c h n i c a l l y  acceptab le  o f f e r o r .  

P r i o r  t o  t h e  c l o s i n g  d a t e ,  Honeywell ob jec ted  t o  a number of 
t h e  RFP's o r i g i n a l  t e c h n i c a l  p r o v i s i o n s  on t h e  ground t h a t  
t hey  were o v e r l y  r e s t r i c t i v e  of compet i t ion.  The SBA's 
t e c h n i c a l  s ta f f  concurred wi th  most of t h e  changes t h a t  
Honeywell reques ted  and amended t h e  s o l i c i t a t i o n  
accord ingly .  An amendment, d a t e d  September 15, changed t h e  
requirement t h a t  t h e  system be capable  of using s tandard  
government l e t t e r  s i z e  ( 8  1 / 2 "  x 1 1 " )  paper t o  a 
requirement t h a t  t h e  system be capable  of producing 
s tandard  government l e t t e r  s i z e  ( 8  1/2" x 1 1 " )  paper .  
Honeywell would not  have been e l i g i b l e  f o r  award under t h e  
o r i g i n a l  s p e c i f i c a t i o n ,  since i ts  system uses cont inuous 
ro l l - f eed  paper t h a t  produces 8-1/2 by 1 1  i n c h  s h e e t s ,  
r a t h e r  t han  pre-cut  s h e e t s .  

On t h e  September 2 6  c l o s i n g  d a t e ,  t h e  SEW r ece ived  two 
t e c h n i c a l l y  a c c e p t a b l e  proposa ls  from Xerox and one from 
Honeywell. Discuss ions  were he ld  and b e s t  and f i n a l  o f f e r s  
(BAFOS)  were reques ted .  The SBA's t e c h n i c a l  e v a l u a t i o n  
pane l  found a l l  t h r e e  BAFOs t e c h n i c a l l y  accep tab le .  The 
c o n t r a c t i n g  o f f i c e r  t hen  conducted p r i c e  eva lua t ions .  
Honeywell 's p r i c e ,  a d j u s t e d  i n  accordance with t h e  "p resen t  
v a l u e  ( d i s c o u n t e d )  technique" set  ou t  i n  t h e  RFP, was 
$465,002. Xerox's ( s u c c e s s f u l )  a l t e rna te  proposa l ,  
a d j u s t e d  i n  t h e  same way t o  c u r r e n t  value,  was $504,596. 
Honeywell's o f f e r  w a s  t h e r e f o r e  low by $39,594. 

However, t h e  c o n t r a c t i n g  o f f i c e r  i d e n t i f i e d  t h e  c o s t  of 
paper as t h e  primary ope ra t ion  c o s t  a s s o c i a t e d  wi th  t h e  
p r i n t i n g  system, and t h e r e f o r e  c a l c u l a t e d  t h e  c o s t  of t h e  
paper t h a t  would be requi red  by each of t h e  p r i n t e r s  over 
its p r o j e c t e d  5-year l i f e  and added it t o  t h e  p r i c e  of t h e  
r e s p e c t i v e  o f f e r s .  The c o n t r a c t i n g  o f f i c e r  based t h e  c o s t  
comparison f o r  c u t  s h e e t s  on a quar te r -year  o rde r  amount o f  
4,000,000 pages,  since t h i s  w a s  t h e  th re sho ld  amount f o r  a 
volume d i s c o u n t  on c u t  s h e e t s  p r e s e n t l y  a v a i l a b l e  t o  t h e  
agency under a Government P r i n t i n g  O f f i c e  (GPO) open order  
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c o n t r a c t .  Cos t  estimates f o r  c u t  s h e e t  paper  were a l s o  
o b t a i n e d  from Xerox and P a r s o n s  Paper  Co. For r o l l  p a p e r  
c o s t s ,  t h e  c o n t r a c t i n g  o f f i c e r  c o n t a c t e d  Honeywell F e d e r a l  
Systems and Honeywell ' s  s u p p l y  d i v i s i o n ,  Honeywell B u l l .  
Honeywell B u l l  p rov ided  a p r i c e  f o r  t h e  r o l l  paper  and 
r e f e r r e d  t h e  c o n t r a c t i n g  o f f i c e r  t o  t w o  o t h e r  p o t e n t i a l  
s u p p l i e r s .  

The c o n t r a c t i n g  o f f i c e r  i d e n t i f i e d  t h e  GPO open o r d e r  
c o n t r a c t  as t h e  lowes t -p r i ced  s o u r c e  f o r  c u t  s h e e t s  and  
c a l c u l a t e d  t h e  y e a r l y  c o s t  t o  be $75,520. The y e a r l y  
Honeywell paper  c o s t  was c a l c u l a t e d  t o  b e  $95,300. The 
d i f f e r e n c e  between t h e s e ,  $19,780, w a s  t h e n  m u l t i p l i e d  by 5 
t o  re f lec t  t h e  5-year sys tem l i f e ,  t o  a r r i v e  a t  a 5-year  
o p e r a t i o n  c o s t  d i f f e r e n c e  of $98,900. Discounted t o  cu r ren t  
v a l u e ,  t h e  f i n a l  o p e r a t i n g  c o s t  a s s o c i a t e d  with u s i n g  
Honeywell r o l l  p a p e r  ( a s  opposed t o  c u t  s h e e t s  f o r  Xerox 
equipment )  became $78,359. The c o n t r a c t i n g  o f f i c e r  added 
t h i s  o p e r a t i n g  c o s t  d i f f e r e n t i a l  t o  Honeywell ' s  p r i c e  and 
t h e  r e s u l t i n g  t o t a l  c o s t ,  $543,361, exceeded Xerox' p r i c e  by 
$38,764. The agency t h e r e f o r e  concluded t h a t  Xerox had 
o f f e r e d  t h e  l o w e s t  o v e r a l l  c o s t  t o  t h e  government,  p r i c e  and  
o t h e r  f a c t o r s  c o n s i d e r e d ,  and awarded t h e  c o n t r a c t  t o  Xerox. 
Th i s  p r o t e s t  fo l lowed .  

Honeywell con tends  t h a t  it was improper  f o r  t h e  SBA t o  have 
c o n s i d e r e d  t h e  c o s t  of pape r  i n  i t s  s y s t e m - l i f e  c o s t  
a n a l y s i s .  The p r o t e s t e r  a r g u e s  t h a t  by adding t h i s  c o s t ,  
t h e  agency w a s  i n t e r j e c t i n g  a new e v a l u a t i o n  c r i t e r i o n  n o t  
found i n  t h e  s o l i c i t a t i o n .  Honeywell a l s o  a r g u e s  i n  t h i s  
c o n n e c t i o n  t h a t  t h e  pape r  c o s t  was n o t  a "p rede te rmined  
expense" t h a t  c o u l d  be used as a n  e v a l u a t i o n  f a c t o r ,  s i n c e  
it was n o t  d i s c l o s e d  i n  t h e  s o l i c i t a t i o n  t o  p o t e n t i a l  
o f f e r o r s  as an  e v a l u a t i o n  f a c t o r .  S i n c e  Honeywell was t h e  
a p p a r e n t  low o f f e r o r  b e f o r e  t h i s  o p e r a t i o n s  c o s t  w a s  
c o n s i d e r e d ,  Honeywell m a i n t a i n s  t h a t  it was e n t i t l e d  t o  t h e  
award. 

W e  d i s a g r e e .  A procurement  i n v o l v i n g  automated d a t a  
p r o c e s s i n g  equipment  ( A D P E )  is s u b j e c t  t o  t h e  r e q u i r e m e n t s  
o f  t h e  F e d e r a l  I n f o r m a t i o n  Resource  Management R e g u l a t i o n  
(FIRMR) . Under t h i s  r e g u l a t i o n ,  p r o c u r i n g  a g e n c i e s  are 
required t o  "select t h e  method of a c q u i s i t i o n  t h a t  
r e p r e s e n t s  t h e  l o w e s t  o v e r a l l  sys tem/ i tem l i f e  c o s t  t o  t h e  
government,  p r i c e  and o t h e r  f a c t o r s  cons idered ."  4 1  C.F.R. 
S 201-32.102(a) ( 1 9 8 7 ) .  The FIRMR d e f i n e s  " l o w e s t  o v e r a l l  
c o s t "  as: 

'I. . . t h e  least  e x p e n d i t u r e  of funds ove r  t h e  
sys tem/ i tem l i f e ,  p r i c e  and o t h e r  f a c t o r s  
c o n s i d e r e d .  Lowest  o v e r a l l  c o s t s  s h a l l  i n c l u d e  
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purchase p r i c e ,  lease o r  ren ta l  p r i c e s ,  o r  s e r v i c e  
p r i c e s  of t h e  c o n t r a c t  a c t i o n s  involved,  o t h e r  
f a c t o r s ,  and o t h e r  i d e n t i f i a b l e  and q u a n t i f i a b l e  
c o s t s  t h a t  are d i r e c t l y  r e l a t e d  t o  t h e  a c q u i s i t i o n  
and  u s e  of t h e  system/item. . . ." 41 C.F.R. 
§ 201-2 .001  (emphasis added) .  

The agency w a s  t h e r e f o r e  requi red  by r egu la t ion  t o  cons ider  
t h e  c o s t  of consumable items i n  determining t h e  lowest  
o v e r a l l  c o s t  of t h e  p r i n t e r s ,  whether such c o s t s  were 
"predetermined" o r  not.  I n  t h i s  case, paper is c l e a r l y  a 
consumable i t e m  t h a t  w i l l  have t o  be suppl ied  r epea ted ly  
over t h e  l i f e  of t h e  system. Moreover, the RFP here 
i n i t i a l l y  requi red  a p r i n t e r  using c u t  sheet paper. Thus, 
there w a s  no need t o  e v a l u a t e  paper c o s t s  s e p a r a t e l y  because 
a l l  o f f e r o r s  would have been eva lua ted  on u s e  of t h e  same 
c u t  sheet paper.  Only a f t e r  i s s u a n c e  of t h e  amendment on 
September 15 d i d  t h e  s i g n i f i c a n c e  of paper as an e v a l u a t i o n  
f a c t o r  become apparent .  W e  t h e r e f o r e  f a i l  t o  see how 
e v a l u a t i o n  of paper c o s t s  should have been "predetermined" 
and i n c l u d e d  i n  t h e  s o l i c i t a t i o n  as o r i g i n a l l y  i s sued .  The 
agency i n  f a c t  began making i n q u i r i e s  i n t o  r o l l  paper c o s t s  
as a n  element of system l i f e  c o s t  a f t e r  t h e  amendment w a s  
i s s u e d  and p r i o r  t o  t h e  c l o s i n g  d a t e  f o r  r e c e i p t  of 
proposa ls .  S i n c e  a l l  o f f e r o r s  were sub jec t ed  t o  t h e  
e v a l u a t i o n  of such c o s t s  on a common b a s i s ,  we see nothing 
improper i n  t h e  agency ' s  e v a l u a t i o n  of such c o s t s  even 
though t h e  s o l i c i t a t i o n  d id  not  s p e c i f i c a l l y  mention t h i s  
i t e m  of c o s t .  

Honeywell a l s o  a rgues  t h a t  even i f  t h e  paper c o s t s  could 
p r o p e r l y  be cons idered  as ope ra t ing  expenses,  t h e  agency 
based i t s  c a l c u l a t i o n s  on improper q u a n t i t i e s .  The 
p r o t e s t e r  c o r r e c t l y  p o i n t s  ou t  t h a t  t h e  RFP r equ i r ed  t h e  
p r i n t i n g  system t o  be capable  of p r i n t i n g  8 0 0 , 0 0 0  pages per 
month, which e q u a l s  a n  annual volume of 9 ,600 ,000  pages. 
Because c u t  s h e e t  paper  is a v a i l a b l e  a t  a d i scoun t  when it 
is purchased i n  l o t s  of 4 , 0 0 0 , 0 0 0  s h e e t s ,  however, t h e  SBA 
o r d e r s  t h i s  q u a n t i t y  on a quar te r -year  b a s i s  and based i ts  
c a l c u l a t i o n s  of paper c o s t s  f o r  t h e  p r i n t e r s  on t h i s  
q u a n t i t y  ( i . e . ,  - 1 6 , 0 0 0 , 0 0 0  p e r  y e a r ) .  

W e  ag ree  t h a t  t h e  agency ' s  c a l c u l a t i o n s  were flawed i n  t h i s  
regard.  While t h e  agency is c o r r e c t  i n  determining t h a t  c u t  
sheet paper should cont inue  t o  be purchased a t  t h e  lowest  
a v a i l a b l e  p r i c e ,  and t h a t  it should t a k e  advantage of 
a v a i l a b l e  volume d i s c o u n t s  ( s ince  t h e  c u t  s h e e t  paper is  
used f o r  o t h e r  purposes  bes ides  t h i s  p r i n t e r ) ,  t h e  c o s t  of 
t h e  f u l l  1 6 , 0 0 0 , 0 0 0  pages i s  not  a t t r i b u t a b l e  t o  t h e  a n n u a l  
ope ra t ing  c o s t s  of t h e  p r i n t e r .  Thus t h e  lowest bulk p r i c e  
quoted f o r  c u t  sheet paper ,  $ . 0 0 4 7  p e r  s h e e t ,  should have 
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been  m u l t i p l i e d  by 9,600,000, t h e  c o r r e c t  annua l  q u a n t i t y ,  
t o  a r r i v e  a t  a y e a r l y  c o s t  o f  $45,120. S i n c e  t h e  r e c o r d  
i n d i c a t e s  t h a t  no volume d i s c o u n t s  are a v a i l a b l e  f o r  r o l l  
pape r ,  t h e  a n n u a l  c o s t  of r o l l  pape r  should  have been 
c a l c u l a t e d  as $ 4 , 7 6 1  ( t h e  l o w e s t  p r i c e  quoted f o r  t h e  number 
of r o l l s  r e q u i r e d  t o  p roduce  8 0 0 , 0 0 0  s h e e t s )  m u l t i p l i e d  by 
1 2  months,  i.e. $57,132. when t h e  c o s t  of c u t  paper  is 
s u b t r a c t e d  from t h e  c o s t  of r o l l  pape r ,  t h e  annua l  
o p e r a t i n g  c o s t  d i f f e r e n t i a l  becomes $1 2,012. M u l t i p l i e d  by 
5 y e a r s ,  t h i s  i n d i c a t e s  a sys tem l i f e  c o s t  d i f f e r e n c e  of 
$60,060. W e  t h e r e f o r e  f i n d  t h a t  t h e  agency ' s  d e t e r m i n a t i o n  
of  a $98,900 p a p e r  c o s t  d i f f e r e n t i a l  w a s  i n a c c u r a t e .  
However, t h e  accurate f i g u r e ,  $60,060, even when d i s c o u n t e d ,  
s t i l l  exceeds  t h e  amount by which Honeywell ' s  d i s c o u n t e d  
o f f e r  ( f o r  equipment  a l o n e )  was low ($39 ,594) .  T h e r e f o r e ,  
t h e  u s e  of an  improper paper  q u a n t i t y  as t h e  b a s i s  f o r  
comparing t h i s  o p e r a t i n g  c o s t  r e s u l t e d  i n  no p r e j u d i c e  t o  
t h e  p r o t e s t e r  i n  t h i s  i n s t a n c e .  

Honeywell n e x t  a r g u e s  t h a t  t h e  pape r  c o s t s  shou ld  have been 
compared on a manufac turer -  to-manuf actur er bas  is, 
con tend ing  t h a t  it is  u n f a i r  t o  c o n s i d e r  t h e  G P O  open o r d e r  
c o n t r a c t  p r i c e  i n  comparison t o  a commercial s u p p l i e r ' s  
p r i c e  f o r  r o l l  pape r .  W e  d i s a g r e e .  The p r o c u r i n g  agency  
s h o u l d  seek  t h e  l o w e s t  a v a i l a b l e  c o s t  f o r  s u p p l i e s ,  and it 
is  n o t  r e q u i r e d  t o  f o r e g o  a d i s c o u n t  o r  p r i c e  advan tage  
t h a t  is o f f e r e d  f o r  one i t e m  s imply  because  none is 
a v a i l a b l e  f o r  a n o t h e r  i t e m .  Because c u t  s h e e t  pape r  is used 
f o r  many o t h e r  p u r p o s e s  t h a n  t h e  p r i n t e r  a t  issue h e r e ,  t h e  
government h e r e  was p r o p e r l y  a b l e  t o  t a k e  advantage  of a 
volume d i s c o u n t  f o r  c u t  s h e e t s  t h a t  would n o t  a p p l y  t o  
r o l l s .  W e  f i n d  no b a s i s  t o  o b j e c t  t o  t h e  a g e n c y ' s  u s e  o f  
t h e  p r i c e  f o r  c u t  s h e e t  based on t h e  volume d i s c o u n t  under 
t h e  G P O  open o r d e r  c o n t r a c t .  

F i n a l l y ,  Honeywell a r g u e s  t h a t  t h e  SBA used a l a r g e  volume 
c o n t r a c t  f o r  p r i c i n g  c u t  s h e e t  pape r  b u t  used "a paper  p r i c e  
f o r  Honeywell ' s  o p e r a t i n g  c o s t  o b t a i n e d  from t h e  equipment 
manufac tu re r  by t e l e p h o n e  w i t h o u t  any r e f e r e n c e  t o  t h e  
q u a n t i t i e s  involved ."  SBA i n  f ac t  c o n t a c t e d  Honeywell and a 
Honeywell s u p p l i e r  t o  o b t a i n  q u o t e s .  SBA was s p e c i f i c a l l y  
informed by t h e s e  f i r m s  t h a t  no q u a n t i t y  d i s c o u n t s  f o r  r o l l  
p a p e r  were a v a i l a b l e  because  " r o l l  paper  is i n  t h e  n a t u r a l  
form" and is  l a b o r  i n t e n s i v e  t o  manufacture .  F u r t h e r ,  we 

5 B-233139 



mere ly  n o t e  t h a t  Honeywell d o e s  n o t  allege and h a s  n o t  shown 
t h a t  a q u a n t i t y  d i s c o u n t  was i n  fact  a v a i l a b l e  anywhere t o  
t h e  SBA f o r  r o l l  pape r .  Accord ing ly ,  we f i n d  no merit i n  
t h i s  c o n t e n t i o n .  

The  p r o t e s t  is den ied  . 

f k c P  G e n e r a l  Counse l  
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