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ffective April 1, 2016,

the Department of
Defense (DOD) released
new Source Selection
Procedures (SSP).! The SSP
rescinded the DOD SSP issued in
2011 and established DOD policy
and guidance for conducting
competitively negotiated

source selections, including

the use of a new source selection
process—Value Adjusted Total
Evaluated Price (VATEP).
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A key aim of the new SSP is improving

the alignment of the DOD source selec-
tion process with the initiatives set forth in
the several iterations of Better Buying Pow-
er (BBP) guidance issued by the Office of
the Under Secretary of Defense (Acquisi-
tion, Technology, and Logistics).2 A core
principle of BBP is seeking improvement

in the quality and utility of information the
government shares with industry in the
acquisition process. SSP directly addresses
the goal of providing industry with infor-
mation on the value, in monetary terms, of
higher levels of performance/capability
than minimally acceptable or at threshold
levels with the establishment of the new
VATEP source selection process.

This article examines the concept and me-
chanics of VATEP and the nexus between
VATEP and BBP. Given that the guidance
on VATEP is relatively new, there is very
little operational field data on VATEP at
this time. There is, however, a rich history
of the challenges posed by the subjective
nature of the source selection tradeoff
process and attempts to impose on that
process a disciplined, mathematical objec-
tivity without disincentivizing innovation.
VATEP works to achieve that balance by
revealing in the request for proposals (RFP)
what the government is willing to pay for
enhanced performance on specific evalua-
tion factors—thus sharing with industry the
absolute value assigned to increments of
enhanced performance.’

Presumably, knowing the exact value the
government will place on higher-rated
performance criteria allows offerors to
develop proposals that more precisely
align with the priorities of government and




incentivizes innovative solution sets. So

how exactly does VATEP increase levels

of objectivity and certainty in the source
selection process?

e PUIQUI’L' of

Objectivity
The pursuit of objectivity has been a
consistent theme of VATEP antecedents,
primarily BBP releases. Starting with BBP
2.0, DOD initiated a discussion of provid-
ing industry information in the RFP that
provided insight on how proposed higher
levels of performance would be evaluated,
to include assigning monetized value to
performance increments that exceeded
a threshold minimum.* The discussion
acknowledged that, absent more precise
knowledge on what premium the govern-
ment placed on quality, offerors are driven
to propose quality levels that meet only
threshold minimums. Conversely, offerors
that were provided sufficient information
on the government's valuation of perfor-
mance levels would "know the competitive
effect of offering higher levels of perfor-
mance and bid accordingly.”> The VATEP
process incentivizes offerors to propose
quality enhancements because they will
know what enhancements are of value to
the government and exactly how much
value the government will place on them.¢

When to Use VATEP
The use of VATEP is optional, but if it
increases objectivity and incentivizes
innovation, what is the process for decid-
ing when to choose VATEP as a source
selection strategy? The guidance in the
SSP recommends that VATEP may be most
appropriate when the requirements officer
wishes to optimally balance price and
performance/capability above minimum
requirements (identified as “threshold”
requirements in VATEP) to maximize the
achievement of program objectives.”

The Role of the
Reguirements

fficer
The role of the requirements officer is ex-
panded in VATEP, where the requirements
officer is responsible for:
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Identifying whether specific, measurable,
above-minimum performance parameters
exist for the acquisition;

Determining a commensurate monetary
value that can be assigned to parameters
for evaluation purposes; and

Establishing threshold performance levels
for all evaluation factors.

Threshold performance requirements will
be clearly identified in the solicitation and
must be met by all offerors or they face
elimination from the competitive range.

Performance
_? quirements and
hresholds
VATEP establishes a ceiling performance
level, identified as the “objective level,” for
those requirements that provide an offeror
opportunity to earn evaluation credit-up
to an amount specified in the solicitation—
for meeting performance requirements
between the threshold and the objective
level. Factors that provide an opportunity
to earn credit for above-threshold perfor-
mance levels are referenced as “valued re-
quirements.” The full value (monetization)
of meeting an objective-level requirement
is determined by the requirements officer
and explicitly revealed in the solicitation.

While there is no specific limitation on the
number of valued requirements a solicita-
tion can support, it is recommended that
above-threshold requirements be limited
to performance criteria factors of “high
value” to DOD. As the decision to desig-
nate a valued requirement requires both
documentation of the initial decision and

a defense of the rationale for valuing the
above-threshold requirement, the deci-
sion to limit valued requirements appears
quite practical and will probably be closely
adhered to by contracting offices. The
pursuit of objectivity should not be accom-
panied by needless complexity (i.e., lex
parsimoniae—or, the simpler the better).

Affordability Caps

An affordability cap may be established
by the requirements officer with priced
proposals exceeding the cap ineligible for
award. (Agencies may make the imposition

of affordability caps mandatory.) Thus,
offerors are informed of:

The exact value the government will pay for
meeting objective performance standards,
and

The absolute budget of the buy.
In the words of the DOD guidance,

VATEP is merely a structured technique
for objectivizing how some (or all) of the
requirements would be treated in the
tradeoff process and then communicating

that to offerors via the RFP.8

Monetization

To monetize is to convert or express an asset

or any object into a form of currency. In VATEP,

monetization enables the linkage of cost and
value. The monetization of performance
increments enables offerors to determine if
the cost of offering enhanced performance
will improve their chances of success.

To assist offerors and constrain costs, VATEP
provides that valued requirements will have
a structured cap—a maximum performance
level above which no credit is allowed. Of-
ferors will have precise knowledge of when
to stop pursuing performance increments.

Methodology

FIGURE 1 on page 36 illustrates the basic

“step” concepts of the VATEP source selec-

tion methodology, while FIBURE2 on page
37-taken directly from Appendix B of the
DOD SSP-provides a concise illustrative
scenario of how VATEP would be applied
in a simulated source selection. In the ex-
ample presented in FIGURE 2, both initial and
adjusted ratings for price and technical/
risk are charted. The adjustments made
using objective criteria to adjust TPP(x) to
TEP(x1) are identified. (Note that an afford-
ability cap is imposed, as well as an accept-
ability threshold for technical/risk criteria
and other non-cost/price factors.)

In this scenario, “Proposal 1" is rejected for
failing to meet the non-cost/price require-
ment minimums and “offeror 5" is rejected
for a price proposal exceeding the af-
fordability threshold. Neither proposal is
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STEP

STEP

> Award to offeror whose proposal represents the
best value and whose TPP does not exceed the
affordability cap.

Determine if the proposal meets above-threshold criteria for a valued
requirement and what increment of performance enhancement is met.

Adjust the TPP for meeting valued requirements by assigning pricing
credits in accordance with the RFP.

The resulting proposal price is the “total evaluated price” (TEP).*
Establish the competitive range and hold discussions or award without

discussions if the RFP permits.

Evaluate proposals to determine if all minimum performance requirements are met.

Calculate the “total proposed price” (TPP)—i.e., the actual price of the proposal to include

the offerors bid price for above-threshold requirements.

*It is important to note that the TEP is for evaluation purposes only and does not change the offeror’s TPP for purpose of award.

FIGURE 1. THE THREE-STEP VATEP SOURCE SELECTION PROCESS

further considered. "Proposal 2" did not
propose above-threshold performance cri-
teria, so the TPP and TEP in this proposal
are identical. The proposed performance
in "Proposal 3" and "Proposal 4" were
above the minimum threshold, and the
TPPs were adjusted in accordance with the
RFP. “Proposal (41)" proposed sufficient
above-threshold performance to adjust its
TEP to the lowest in the competitive range.
As such, in this scenario, award would be
made to "Proposal 4" at TPP.

When using a VATEP selection process, it
is important to note the following:

The solicitation must explicitly identify how
objective criteria will be evaluated relative
to all other criteria;

For requirements that provide the oppor-
tunity to earn evaluation credit, the solici-
tation should specify the amount of credit
associated with different performance
levels (increments) between the threshold
and objective maximum; and
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While VATEP offers greater transparency
than a full-on subjective trade-off process,
this does not mean that all offerors will
agree with the government's prioritization
of capabilities or the amount of money it
will pay for enhanced capabilities.

rom Theory to

ractice
Several offices have already made the
transition from theory to practice. The fol-
lowing analysis of current solicitations that
employ a VATEP source selection strategy
provides insight on how that strategy can
be applied.

The first example concerns a planned pur-
chase for enhanced combat helmets.’ The
solicitation includes a valued requirement
that allows offerors to propose percentage
weight reductions, which are then convert-
ed to monetized credits. The solicitation
provides a maximum weight for helmets of
different sizes and a matrix that expresses

weight reduction criteria as a percentage
of the maximum helmet weight. Offerors
may propose weight reductions on some
or all helmet sizes, but the product must
be submitted to the agency during source
selection for confirmation of the proposed
weight reduction. Helmets of any size that
exceed the agency-determined maximum
weight are considered "unacceptable” and
excluded from further competition.

FIGURE 3 on page 38 illustrates the con-
firmed weight of an offeror’s helmet sub-
mission.!° The solicitation provides that in
the event that the offeror’s claimed weight
reduction for one helmet size is less than
any of the other helmet sizes, the govern-
ment will adjust the offeror’s claimed
weight reduction to the helmet size with
the lowest percentage reduction. In this
scenario, the proposer would receive a
six-percent reduction credit for all helmet
sizes. The offeror’s TEP, for a single helmet
of any size, would be “TPP-$30."
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LEGEND:

Proposals submitted in response
to a solicitation using tradeoff
source selection procedures

Threshold (Minimum)

Combined Technical/Risk
(Unacceptable — Outstanding)

Affordability Cap

@

Total
Evaluated Price
(Low — High)

TPP adjusted using
VATEP criteria

FIGURE 2. DEPARTMENT OF DEFENSE, SOURCE SELECTION PROCEDURES CAPRIL 1, 2016), APPENDIX B

U.S. Marine Corps

The second solicitation is for person-
nel locator beacons." The solicitation
provides for above-threshold credits
based on trade space—defined as the
difference of the offeror's demonstrat-
ed system reliability and the agency's
threshold reliability requirement,
which is 90 percent. The solicitation

provides the formula to be used to de-

termine the TEP, as well as an example
contract award evaluation based on
the lowest TEP (as illustrated in FIGURE
40on page 38). While the formula is
somewhat more complex than that
of the helmet buy, the methodology
of both evaluations is consistent with
that outlined in the DOD SSP.

Analysis

While focus has so far been placed
exclusively on the VATEP component
of these solicitations, they serve as

good examples of how the methodol-

ogy can be engaged to incentivize
innovation in pursuit of:

Every order helps provide a fresh start and brighter

future for thousands of men and women.
Learn more; Visit unicor.gov today! We’re life changing.

DISCOVER UNIGOR!

e 24/7 on-line ordering at
unicor.gov

e Made in the USA;
supporting domestic jobhs

e Choose from over 100
products and services in
80 Federal Supply Classes
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Small Weight  Medium Weight  Large Weight  X-Large Weight

Size TEP Adjustment (Ibs) (Ibs) (Ibs) Ibs)
Unacceptable N/A >2.94 >3.06 >3.31 >3.88
Max Acceptable $0 2.94 3.06 3.31 3.88
1% Reduction $5 291 3.03 3.28 3.84
2% Reduction $10 2.88 3.00 3.24 3.80
3% Reduction $15 2.85 2.97 3.21 3.76
4% Reduction $20 2.82 2.94 3.18 3.72
5% Reduction $25 2.79 291 3.14 3.69
6% Reduction $30 311D 3.65

7% Reduction $35 2.73 2.85 3.08
8% Reduction $40 2.70 2.82 3.05 3.57

FIGURE 3. SOLICITATION M67854-R-1122, SECTION M, TEP ADJUSTMENT TABLE

Specific, understandable quality outcomes; threshold performance measurement to a
single factor that lends itself to a straight-

forward mathematical application.

\'4 aTE_P gomégg Your

Product weight reduction; and
System reliability.

The strategy in each case clearly defines
where the government is seeking to
increase quality or performance and pro-
vides offerors precise monetized criteria
that should help them develop a proposal
in full alignment with the government's
priorities for that buy. Not surprisingly, the
strategy of each solicitation limits above-

When W||| we see a broader application

of VATEP? As a new procurement strat-
egy, there will likely be a lag between the
effective date of the DOD guidance and
the issuance of supplemental guidance by
DOD contracting offices.

Formula

TEP = TPP - VA = TPP x TSF = Offeror’s Demonstrated System Reliability - 90%

Example

> TPP = $1,000,000.

> Achieves an updated demonstrated system reliability
of 95.6%.

> TSF = 5.6% (95.6% - 90%).
> VA = $56,000 ($1,000,000 x 5.6%).

Offeror 1

Typically, many offices will not execute
VATEP procurements until higher-level
supplemental guidance is issued. Because
the responsibility to set and price thresh-
old and objective performance criteria
rests with the requiring activity, the choice
of VATEP as a preferred source selection
method will depend largely on the custom-
er's level of expertise in prioritizing and
documenting requirements.

KEY:
TEP = Total Estimated Price
TPP = Total Proposed Price
VA = Value Adjustment

TSF = Trade Space Factor

The resulting TEP is $944,000
($1,000,000 - $56,000)

> TPP = $970,000.

> A:gigéves an updated demonstrated system reliability
o y

> TSF = 1% (91% - 90%).
> VA = $9,700 ($970,000 x 1%).

Offeror 2

The resulting TEP is $960,300
($970,000 - $9,700)

In this example, the contract would be awarded to the lowest TEP (Offeror 1) at the offeror’s TPP.

FIGURE 4.
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Affordability Caps: The approved cost constraints for major systems acquisi-
tions determined by the resources a Department of Defense component can
allocate, which provide a threshold for procurement and sustainment costs that
cannot be exceeded. For other procurements, this is the approved funding
allocated for a given acquisition.

Best Value: The expected outcome of an acquisition that, in the government's
estimation, provides the greatest overall benefit in response to the requirement.
(See FAR 2.101.)

Lowest Price Technically Acceptable (LPTA): A process used in competitive
negotiated contracting where the best value is expected to result from selection of
the technically acceptable proposal with the lowest evaluated price.

(See FAR 15.101-2.)

Objective (or Objective (Maximum)): The value of an attribute that is
applicable when a higher level of performance delivers significant increased
operational effect, or decreased operational risk, if it can be delivered below the
affordability cap. The objective value is the desired operational goal that is
achievable, but may be at a higher risk in terms of cost, schedule, and/or technology.

Requirements Documents: All aspects of the request for proposals that convey

the needs of the government to offerors, including the statement of objectives, the
statement of work, the performance work statement, technical requirement
documents, and system requirement documents.

Requirements Owner: The entity (e.g, a program management office or other
organizational entity) responsible for providing requirements documents within the
request for proposals that communicate those requirements to offerors.

Subjective Tradeoff: A source selection process used when it may be in the
best interest of the government to consider award to other than the lowest-priced
offeror or other than the highest-technically-rated offeror, but it is not possible to
place a quantifiable value on proposed performance or capabilities above
threshold (minimum) requirements.

Threshold (or Threshold (minimum)): The minimum acceptable value of an
attribute that is considered achievable at low-to-moderate risk within the available
cost, schedule, and/or technology. Performance below the threshold value is not
operationally effective or suitable, or may not provide an improvement over current
capabilities. (See also “mandatory minimums” at FAR 15.306(d)(4).)

Value Adjusted Total Evaluated Price (VATEP): A tradeoff source selection
process where the offeror’s total proposed price may be adjusted based on the
“value” placed on better performance as identified in the solicitation. The source
selection authority must then determine if a higher-rated technical offer is “worth”
the additional cost to the government.

As with any new procedure, it will take time
and probably a few challenges/protests to
assess the absolute strengths and weak-
nesses of the concept. CM
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